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MESSAGE FROM THE INSURANCE COMMISSIONER...

It is my pleasure to present the Fifth Annual Report of the Insurance
Commissioner for the year ended December 31, 1992. Made and published
pursuant to 4 CMC Section 7112 of the Commonwvealth Insurance Act of 1983
(enacted as Public Law 3-107 and herein referred to as "Insurance Act"), the
annual report is the accomplished result of the dedicated staff of the Banking
and Insurance Section, Office of the Director, Department of Commerce and
Labor. An entire copy or portions of the report can be furnished to interested
persons at cost upon request.

Although not widely known, the Director of Commerce and Labor is
likewise Director of Banking and Insurance Commissioner, pursuant to the
Commonwealth Banking Code of 1984 (Public Law 3-104) and the Insurance
Act, respectively. Thus, to assist the Director with the administration and
enforcement of the Commonwealth’s banking and insurance laws, the Banking
and Insurance Section was created internally by the first Commissioner, former
Director Jesus R. Sablan. The Section is not sanctioned by statute nor could

it purport to exercise legal, binding authority unless expressly delegated by the
Director.

One of the Section’s delegated tasks is to compile and analyze data
required to produce the annual reports of the Director of Banking and Insurance
Commissioner. The production of the Commissioner’s report can be seriously
impaired, however, due to non-compliance of insurers and other licensees
whom are required but fail to file acceptable reports with the Commissioner.

A proposed deterrent to remedy non-compliance as just described is
discussed along with other equally important recommendations found in the
annual report under Recommended Legislative Action Pursuant To Section
7112. In addition to the annual report, a "Special Report To The Legislature”
is made pursuant to 4 CMC Section 7113. The purpose of the special report
is to apprise legislators of the administrative, personnel, and budgetary needs
of the Commissioner, in addition to proposed amendments cited under
Recommended Legislative Action Pursuant To Section 7113.

Because of changing needs and desires, man-made laws should be
regarded as constantly evolving. Insurance laws are no exception. Current
law, for example, does not specifically require domestic insurers to establish
and maintain a separate reserve account(s) for the payment of claims or other
liabilities. Consequently, in the eyes of the law there is little security on a
domestic insurer’s financial capability with respect to its obligations.
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Bearing in mind that the Insurance Act was amended only once since .
becoming law, we must be cognizant of interactive economic, social, political, -
and a myriad of other, not only local, but also regional and international forces
and trends that may signal inevitable changes in the status quo. We are,
therefore, compelled to review periodically the relevancy of existing laws,
including insurance laws, within the context of a changing local economy,
society and, until recently, environment.

At some point in the young history of the Commonwealth, it was felt
that a system was needed to regulate insurance. The Third Commonwealth
Legislature became aware of this and, in exercising its constitutional mandate,
reacted accordingly by passing the Insurance Act. The stated intent behind the
Insurance Act is "To establish an insurance regulatory
mechanism, creating the Office of Insurance Commissioner, and for other
purposes.”

However, a periodic evaluation of such mechanism is essential to
determine its role and applicability to the Commonwealth. Based on the
evaluation’s conclusions, legislative or policy recommendations can be
developed and presented to the legislature and other decision-makers for
consideration. If accepted and implemented even with some modification, such
recommendations are intended to yield an insurance regulatory mechanism that
is adeqguately supported and more functionally responsive to the public.

Hence, the reports presented herein. Let the Fifth Annual Report of the
Insurance Commissioner and Special Report to the Legislature be the catalyst
for change, to inspire change in the provisions of applicable law to enable
effective enforcement and execution of the Insurance Act.

Again, may | acknowledge the staff of the Banking and Insurance Section
for their efforts to produce a truly commendable report. In addition, | would
like to acknowledge appreciation to the National Association of Insurance

Commissioners for allowing us to reproduce in this report NAIC published
material.

Please direct any questions, comments, orconcerns regarding the reports
to the address below, or call the listed telephone/Fax numbers. Thank you.

JOAQUIN S. TORRES

Insurance Commissioner

Department of Commerce and
Labor

Capitol Hill, Saipan, MP 96950

Telephone: 322-0874/5/6
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Comments On Submission

This special report to the legislature is made pursuant to 4 CMC Séct»idn.
7113, Initial Implementation: Transition, with requirements which read-in.part: - .

Subsection 7113(b). No later than 15 months from the effective
date of this division, the Commissioner shall prepare ‘a special
report to the legislature which,...shall assess the administrative,
personnel and budgetary needs of the Commissioner... .

Subsection 7113(c). The special report shall address specific
application of this division to the Commonwealth and recommend
such amendments as the Commissioner may deem appropriate to
regulate:

(1) Capital funds required for insurers;

(2) Limits of risks for classes of insurance;

(3)  Requirements for organization of domestic insurers;

(4) Insurance contract requirements for all classes of
insurance;

(5) Requirements for mergers, rehabilitation, and
liquidation; and

(6) Insurance rates for certain classes of tariff insurance.

Subsection 7113(b) requires the submission of the special report to occur
no later than 15 months after February 24, 1984, the effective date of the
Insurance Act. However, no record exists that such report was submitted.
What appears in the records of the Commissioner is an original draft of the
special report. The draft is dated May 28, 1985, and there is no indication that
it, or any other, was submitted in final form to the legislature. See Draft
Original, A SPECIAL REPORT.. beginning on page 14.

Thus, the Commissioner insists that a report is highly warranted to alert
the legistature about his concerns and recommended reforms with respect to
Section 7113. As per its legal effect, the 15 month restriction in Subsection
7113(b) nolonger should be of practicable significance and, therefore, rendered
irrelevant as should Subsections 7113(a) and (d).

The special report is divided into two sections, Part A and Part B. Part
A focuses on Subsection 7113(b) -- an assessment of the Office of the
Insurance Commissioner, particularly its administration, personnel, and budget.
Part B addresses recommendations on topics specific to Subsection 7113(c).
Where applicable, discussion in said draft is incorporated in the report.

-3-
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Part A. Office of the Insurance Commissioner

Background

The position of Insurance Commissioner was created pursuant to 4 CMC
Section 7104, Insurance Commissioner Established, which reads in part:

The Insurance Commissioner of the Commonwealth shall be the
Director of Banking until such time as the legislature, at the
recommendation of the Insurance Commissioner pursuant to
Section 7112, creates a separate office or position...

However, it should be noted too that the incumbent of both offices
concurrently serves in a more primary capacity as Director, Department of
Commerce and Labor. Initially, the Chief of Business and Trade assumed the
role of assistant to the Commissioner. Later, that role was transferred to the
insurance officer, a new position that began at the start of FY 1986.

In FY 1987, the position of Special Assistant for Insurance (SAl) became
established and superseded the insurance officer. The SAl is expressly
delegated certain insurance regulatory authority by the Commissioner pursuant
to Section 7108 of the Insurance Act.

Presently, the SAl and an administrative specialist are under the
immediate supervision of the Deputy Director of Banking. The three comprise
the staff of the Banking and Insurance Section (Section) whose primary
function is to provide enforcement support to the Director. At other times, the

Section’s staff may be charged with other departmental tasks as assigned by
the Director.

The Section emerged at the discretionary authority of former Director
Jesus R. Sablan, and likewise, is subject to dismissal by the Director. The
Section continues to function as an integral part of the Office of the Director
and relies completely on the latter for administrative, personnel, and budgetary
support.

As such, the Section is limited virtually to only those resources available
to the Office of the Director. When adequate resources are scarce, limited, or

otherwise not available, the Section’s effectiveness is compromised and may
result in inadequate supervision of insurers, banks, brokers, etc.

-4 -
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In the eight years of the Insurance Act’s existence, much remains to be
considered for the purpose of enhancing the function and capabilities of the
Office of the Insurance Commissioner. To enable a better understanding of
needed reforms to that office, a brief summary of its administration, personnel,
and budget is discussed and followed by the Commissioner’s recommendations.
The recommendations of each section are interrelated.

-5 -
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|. Administration

The Department of Commerce and Labor continues to advocate increased
funding for the department’s overall budget. However, because of continuously
reduced funding for personnel, equipment, training, and other major necessities,
the department is not able to properly administer and enforce its mandated
laws, particularly insurance and banking laws. The Insurance Commissioner’s
eight-year, constant struggle under the department’s administration is a clear

indication that the present arrangement is ineffectual, and a better solution
must be sought.

The Office of the Insurance Commissioner is not a separate office as
already mentioned. See Background. However, 4 CMC Section 7104 allows
the legislature to create a separate office or position pursuant to the
Commissioner’'s recommendation.

Recommendation:

To ensure the needs and protect the integrity of the Office of the
Insurance Commissioner, the Commissioner believes an expedient,
definitive modification to Section 7104 is necessary to transfer and
delete all references to the Office of the Insurance Commissioner from
the Department of Commerce and Labor to a separate, semi-autonomous
commission. The recommended purpose of this commission is to
encourage and promote safety and diversity in financial and insurance
activities in the Commonwealth through equable, sound regulation of

such activities. See also NAIC Policy Statement on Financial Regulatory
Standards beginning on page 37.

This commission shall be established via legislation and may be
named the "Commonwealth Financial Regulatory Commission,” or as
appropriate to identify with the recommended purpose for which it is
proposed to be established. In addition, the legislation shall create a five
member Board of Commissioners to oversee the Commission.

Board Commissioners shall be appointed by the governor at the
advice and consent of the Senate. The Insurance/Bar ing
Commissioner, or his designee, and the legal counsel (See Sectiou Il.
Personnel.) shall be ex-officio members of the Board. They will have no
voting power nor be allowed to serve as officers of the Board.
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However, their attendance shall be required at all official Board
meetings, except when the Board deliberates to hire or terminate a
Commission official (See Board’s authority below). In contrast, the Chief
of Administration or his designee shall be designated the Board’s
recording secretary and shall be present at all official meetings.

Board Commissioners shall elect among themselves a chairperson
and vice-chairperson. Both shall serve in such capacity for one year
subject to their removal, resignation, or death. Monetary compensation,
if any, to Board Commissioners for official meetings, travel, and etc.,
shall be commensurate with members of other semi-autonomous boards.

Except for initial members, two members of the Board shall serve
a two-year term while the remaining three shali serve a four- year term.
The expiration of initial members’ terms will be such that subsequent
terms will produce at least one vacancy in the Board every year. A
member may be reappointed to serve another two or four years but, in
no event, shall a member be allowed to serve more than six years
cumulative.

It is recommended that the governor shall be given flexibility with
respect to prospective appointees’ qualifications. However, no less than
three members shall be required to possess at least two years of middle
or upper level, managerial experience in financial, insurance, or other
comparable management.

The Board shall have authority to:
1) Establish, adopt, or amend the commission’s administrative

policies, rules and regulations in accordance and consistent with
the law establishing such commission;

2) Establish, adopt, or amend qualifications for the position of
Insurance/Banking Commissioner and deputies, and legal counsel,
if any;

3) Hire or terminate any Commission official (Insurance/Banking

Commissioner, any deputy, and legal counsel);

4) Make, review, amend, reject or endorse proposed amendments to
the banking and insurance laws prior to submission to the
legislature;

-7 -
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5) Make, review, amend, reject or endorse annually the commission’s
proposed fiscal budget, subject to commission’s fiscal policies and
applicable laws;

6) Exercise reasonable, discretionary, and other authority either
expressed or implied pursuant to statute; and

7) Delegate to the Insurance/Banking Commissioner authority
pursuant to items 4 through 6 as deemed necessary.

The legislation establishing the Commission shall allow for the
creation of functional divisions within the Commission. The legislature,
upon recommendation by the Board of Commissioners, effectuate such
legislation to add, reorganize, delete, fund, or otherwise effect changes
in the Commission’s organizational structure. See Exhibit | on page 30.

In addition, the above legislation shall give concurrent effect to the
creation of three initial divisions, namely: (1) The Division of Banking;
(2) The Division of Insurance; and (3) The Division of Administration.
Initially, the Commission shall regulate:

1. Insurance pursuant to 4 CMC Division 7 or the Commonwealth
Insurance Act of 1983 and amendments thereto; and

2. Banking and related entities pursuant to 4 CMC Division 6 or the
Commonwealth Banking Code of 1984, amendments, rules and
regulations thereto.

Note: See also Recommendations to the Legislature Pursuant to
Section 7112 in the Fifth Annual Report of the Insurance

Commissioner. For banking amendments, see the Fifth Annual
Report of the Director of Banking.

-8 -
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1l. Personnel

As already mentioned, there is only one full-time staff to assist the
Insurance Commissioner since passage of the insurance Act. This is a deficient
and very unacceptable situation.

It is presumptuous to consider that one or two persons alone are
sufficient to administer all functions of the Commissioner as intended pursuant
to statute. Moreover, since FY 1989 attempts to secure legislative funding for
additional insurance personnel consistently have been unsuccessful .

A perusal of the Commissioner’s duties and obligations under the
Insurance Act implies that he or she cannot but rely on a staff of qualified
individuals capable of providing administrative and enforcement support.
Because of the nature of insurance regulation, the Commissioner
understandably is adamantly concerned about hiring and maintaining an
absolute minimum staff level with minimum qualifications, in terms of work
experience, special expertise, and educational/professional background.

Recommendation:

Exhibit [l on page 31 depicts a proposed organizational chart of
the Division of Insurance of the proposed Commonwealth Financial
Regulatory Commission. The chart is a perception of the Commission’s
recommended staff requirements based on current and anticipated
needs.

The Insurance/Banking Commissioner, the deputy, and general
counsel shali serve at the pleasure of the Board of Commissioners. All
other positions may be classified under the Civil Service System.

Compensation to the Insurance/Banking Commissioner, the
deputy, and general counsel shall be set by the Board. Remuneration
and other employee benefits to all other Commission employees shall be
in accordance with existing statutes, rules and regulations relative to
government employment. See also lll. Budget.

All active empioyees of the Commission shall become contributing
members of the Northern Mariana Islands Retirement Fund. In addition,

the Commission shall provide employer’s, matching contributions to the
Fund.

- 9_
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Staff competency and capability shall be among the Commission’s
highest priorities. The Commission will require all insurance staff to
undergo requisite training/educational programs to obtain an established
minimum level of proficiency in accordance with job requirements.
Specific language in the law shall address the issue of training funds.
Such language shall specify that the required amount of funds for
training be placed in a special account established exclusively for such
purpose.

At the end of every fiscal year, any remainder in the account less
than one thousand dollars shall accrue to the account. Amounts
exceeding one thousand dollars shall revert to the general fund subject
to the replenishment of the special account.

The amount of training funds shall be derived as a percentage of
license and other fees collected by the Commission in the vyear
preceding. The percentage applied shall be determined based on
justifiable, training needs.

Training and educational programs of the National Association of
Insurance Commissioners, as well as those of the Civil Service and other
recommended course/training providers shall be applied systematically.
See NAIC and other education programs beginning on page 43.

Furthermore, the Commission shall develop and implement a
unique training program in cooperation with other state insurance
supervisory authorities, whereby annually selected insurance staff of the
Commission will undergo on-site, intensive familiarization of other state
insurancedepartments’ applicableregulatory procedures and capabilities.
Cross-trainingof Commission’s non-supervisory staff shallbe encouraged
where appropriate and to the extent that employee productivity is
maximized.

.10 -
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ll. Budget

Below is an average estimate of budget resources allocated to regulate
insurance for FY 1991 and 1992:

Personnel $41,700.00
Operations 1.900.00
Total ' $43,600.00

Insurance budget estimate as a percentage of total premiums written
and the total Commonwealth budget (executive branch) for years ending
December 31, 1991 and 1992 and FY 1991 and 1992, respectively are:

insurance Budget Insurance Budget
Year Premiums Written Total Commonwealth Budget
1991 .0025 .000281
1992 0026 .000275
Compare with Compare with
Exhibit Ill.1 on Exhibit Ill.2 on
page 32. page 33.

The percentages pale considerably in comparison to figures
representative of the 50 U.S. states and insular possessions. One should resist
disparaging comparison of CNMI figures to those found in Exhibits Ill.1 and
I.2. There must be a means, after all, by which the CNMI can measure its
performance relative to other jurisdictions.

While it can be argued that the Commonwealth’s uniqueness due to its
geography, economy, population characteristics and laws should not subject
it to meaningful comparison with other entities, such arguments and attitudes
often become an obstruction to and delay the problem-solving process to seek
better alternatives and solutions. Notwithstanding, the comparisons are
supportabie with respect to methodology, apparent similarities, and uniformity

in the regulation of insurance among the various jurisdictions, including the
CNMLI.

-11 -
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It is very likely that, in general, all budget proposals submitted to the
legislature become victims of preferential prioritization. Similarly, it is very
likely that insurer insolvency, varieties of fraud, unsubstantiated premium rates,
false or unpaid claims, abusive insurance agents and brokers, and worthless
insurance policies are just a few of many already existing problems that
eventually will worsen and bring havoc to the Commonwealth should decision-
makers choose to continue ignoring the Insurance Commissioner’s plight and
the intent of the Insurance Act.

Exhibit III.3 on page 34 shows an excerpt from the 1989 budget
proposal for the Department of Commerce and Labor. This report intends to
reiterate the same basic concerns as contained in the excerpt for obvious
reasons cited above.

Recommendation:

The law to establish the Commonwealth Financial Regulatory
Commission (See Section |. Administration) shall require that the
Commission be accorded the financial resources sufficient to enable its
operation. Such law shall contain specific language for the funding of
the Division of Insurance’s overall operation. The language shall provide
for a reliable funding mechanism that defines a level of funding
compatible with the requirements of the Division.

Such law shall require authorized insurers and surplus line
agents/brokers to pay a "premium tax” at the equivalent existing rate,
but in lieu of the tax currently imposed by Commonwealth tax laws. The
premium tax due shall be based strictly on the amount of direct

premiums written less any premium returns for the immediate calendar
year preceding.

Funds derived from premium tax proceeds shall be deposited into
an "Insurance Regulatory Trust Account”, while any remainder amounts
at fiscal year-end shall accrue to the benefit of the account. The trust
account may include, as a separate account, the special account for
insurance staff training.

The cumulative funds in the trust account shall fund 100 percent
of the proportion of the Commission’s approved fiscal budget for the
Division of Insurance, with the exception of insurance staff training.
However, excess funds from the special account for insurance staff
training shall be used to cover directly any budget shortfall attributed to
the trust account up to $70,000 per fiscal year.

12 -
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The Board of Commissioners shall submit the Commission’s fiscal
budget proposal to the legislature not later than 30 days before the
governor’'s required submission of the executive branch’s proposed
budget. Final approval of the Commission’s budget shall be subject to
applicable appropriations laws.

Exhibit Ill.4 beginning on page 35 illustrates a proposed budget
for the Commission’s insurance branch pursuant to the recommendations

in Sections | and Il. Revenues and expenses are estimated based on
current, general data, proposed license and other fees, and salary trends.

-13 -
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DRAFT ORIGINAL 14

y:

SPECIAL REPORT

PREPARED BY THE
DEPARTMENT OF-COMMERCE AND LABOR
FOR SUBMISSION
TO THE
COMMONWEALTH LEGISLATURE
AS REQUIRED BY SUBSECTION 13(b)
or

THE COMMONWEALTH INSURANCE ACT OF 1983

MAY 28, 1985

SAIPAN, COMMONWEALTH OF THE NORTHERN MARIANA ISLANDS
: 96950
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INTRODUCTION:

As reaguired by gggiicn 13(p) of the Commonwealth Insuyance Act of ~
1983 (Public Law No. 3-107), the Insurance Comissioner or the

Director of Commerce and Labor is mandated such a provision to

prepare thijgééé;izg;ffport for submission to the legislature,
The Act was v the legislature with the intent to establish
WA ———

an insurance regulatory mechanism, creating the Office of the In-
surance Commissioner, and for other purposes.
(had 012
Subsection 13(b) sets forth that those topics outlined by Subsection 9Z1t£%7
12(b) be includ ' i so. In addition thereto, Sub-
section 13(b) of the Act further prescribes that the Insurance
ﬂJ‘JW

Commissioner assess the administrative, personnel and budgetary

needs of his office to enable its full effective enforcement and

execution of the Act, and Subsection 13(c) additionally requires
that this report address specific application of the Act to the
Commonwealth by which the Insurance Commissioner shall recommend

—_— e
amendments he deems appropriate to requlate of those concerns [7/'1)(

prointed out therein.
M\

—p—
his report gensralliy-.covers a period of

2 : -
15 months which extends from the effective date to May 24, 1985. 4:7L‘b4:2;;{ﬁ

——

The Act was sign into law on February 24, 1984. Therefore, ;lv/éljﬁy/zrf[

since the Department of Commerce and Labor issues business

licenses on a calendar year basis, all existing insurance busi-
ness entities were licensed pursuant to Subsection 503(d) of
Public Law No. 3~-11 prior to that date. All renewal insurance

licenses were issued effective January 1, 1984.
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Subsequent to the signing of the Act by the Acting Governor, the
Director of Commerce and Labor immediately acted in accordance with
Section 34. As a result, the first six months from thereon were
primarily used as a period of orientation and familiarizationlbf
the Act by the department, and especially for the various- insurance
agents who were operating in the Commonwealth. V6;:;:,this situa-
tion, the Director decided to defer thé enforcement and exeéution
of Section 15 of the Act until calendar year 1985.

FHa ponpre 7 Tox pipnd

In_shart, it is the purpose “of this reportdto communicate to the

ol T
H—
legislature what has basicly transpired since February 24, 1984. (E:——~——"’—

Similarly,- thi ve an account,of the depgrt-

ment's/reflection i %perienced Avithin

the

ast 15 monfhs in the implementation of the Act.
/ /

COMMENTS RELATIVE TO SUBSECTIONS 12(b) (1) & 12(b)(3) OF THE ACT:

In reference to the condition of all insurers authorized to do
business in the Commonwealth during the preceding year, it should
be understood that this particular topic cannot be fully addressed
at this time due to the fact that the necessary information for
the compilation of such presentation were not adequately filed
with the department. This situation is basicly true with the
alien insurers. Some of the annual statements submitted were
current as of December 31, 1984. These are considered current

to date. However, some have mahaged to file annual statements

that were prepared as of December 31, 1983. Most of these filing
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of annual statements were done by foreign insurers who are predo-

minantly organized under the corporate or insurance laws of a U.S.

state.

The Act clearly states under Subsection 15(d) (1) (C) that each

e .

applicant insurer must file a current copy of its annual statement.

This presents a problem for alien insurers that is very much
similar to that reguirement of having to file a copy of its report
of examination. The legislature is requested to initiate an amend-

ment that will address this particular issue.

‘Therefore, the Director of Commerce and Labor wishes to advise the
leaderships of both houses that this particular topic will not be
covered in this report but most likely be fully discussed in next

year's reqular annual report as mandated by Section 12 of the Act.

With respect to Subsection 12(b) (3), the leaderships of the

legislature are hereby advised also that no set of rules and

regulations has been promulgated by the department pursuant to

Subsection 5(b) of the Act. With the exception of those provisions

that will be enumerated later on herein, it is our view that the
present context of the Act is adequate in provisions that it does

not warrant the promulgation of rules and regulations at this time.

RECOMMENDED LEGISLATIVE ACTION PURSUANT TO SUBSECTION 12(b) (2) OF THE ACT:

It is the position of the Director at this time to have Section 4

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 DPAGE 11362
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DR
f .

of the Act amended so the office of the Insurance Commissioner be Zﬁt

created as a separate one from the Director of Banking. The incumbent

of that office is presently the Director of Commerce and Labor also.
The Director suggests that the above amendment would organize the
office of the Insurance Commissioner similar to a departmental
division and be operated as such for the first three years, but the
position of the Commissioner may not be equated to nor made equiva-
lent in rank to that of a divisional chief. This distinction can
easily be ascertained and justified when one peruses the powers

and duties of the Commissioner under the Act.

The Commissioner may be appointed by the Governor. It could also
be treated as a position within the Civil Service System. Given
these choices, it is the recommendation of the Director that the.

legislature choose the first approach.

If the legislature decides that such a position be made a guber-

natorial appointment, then it is suggested that the administrative

budget of the Commissioner be established separately from the

Department of Commerce and Labor. The Commissioner shall then be

required to submit and justify his budget request annually to the

legislature as required by existing and applicable law.

In terms of necessary qualifications, the applicant seeking the

Insurance Commissionership should basicly possess at least five

—y

years of active experience in the field of insurance examination i

or has previously held such position in a satisfactory capacity.
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The applicant should also be required to possess at least a bacca-

laureate degree in either the field of business or public adminis-

tration. The Governor may be authorized by law to waive some of

the above required credentials provided that the -selected candidate

possess other acceptable qualifications such as having w ? |
experience as an administrator g#® an enforcement or regulatory

agency of the government related to business licensing. The candi-

date should be backed by at least two years of experience in such

office. It is suggested that this position be compensated at least

$32,000 per annum at the initial stage.

ey

Given the foregoing amendment, Section 5 of the Act should be amended
also in order to give the Comﬁissioner the additional power to

recruit and terminate his office personnel. This particular provision
of the Act may be modified in such a way so that it spells out

specificly what type of personnel may be hired by the incumbent.

COMMENTS RELATIVE TO SUBSECTION 12(b) (4) OF THE ACT:

In relation to issuance of licenses, the Department of Commerce and

< um 2 ¥ 2
Labor presently reviews/all insurance applications,hememat=ite

orilielopd doaméﬁaﬂéﬂ‘%- ,

: . $ . This practice became necessary in order

to avoid any misunderstanding that may result in the processing

of the various types of licenses issuable under the Act. Also, it
should be noted that the implementation of the Act is still in its

transitional stage. The need for absolute centralization is essential )

3

for the first three years. This decision was made after careful
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consideration was given on the circumstances affecting the present
operation of the department with respect to personnel needs as

well as training needs.

The Department.-of Commerce ;ndWLabor presently issues sixm;ypes
of insurance license. They are as follows: 1) Certificate of
Authority (commonly known as the insurer or company license);

2) General Agent; 3) Subagent; 4) Solicitor; 5) Broker; and

6) Adjuster. With the exception of 5 and 6, license fees of

the abo?e types are specifically provided for by Section 503(d),
P.L. No. 3~11. Such fees have been in existence since June 1,
1982. Under the same statute, the amount of license fée paid by
a solicitor is the same as that paid by an adjuster. This fee

is only $50.00 per calendar year authorized by Subsection 503 (d)

(11), P.L. No. 3-11.

Other Areas of Concern

In its present form, the Act seems to impqie among alien insurers
a problem in satisfying the requirementi/éf Subsections 15(d) (1) (E)

and 15(d) (1) (I). Most of the existing alien insurers do not have

a United States manager since they are not actually admitted to do
business in that jurisdictiona'ﬁkwever, Subsection 15(d) (1) (E)
requires that a copy of the appointment and authority of its U.s.
manager, as certified by its proper officer, be filed with its
application for a certificate of authority to transact business in

-

the Commonwealth.
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With respect to Subsection 15(d) (1) (I), most alien insurers that

were licensed priqr to the enactment of the Act are not familiar

A pLluirsnnt M in Blewndio Tepat
with such reguired--doeum e it is—a REH ;

Soxr-foreigh—insurers. A "report of examination" is a comprehensive
report which basicly focuses its scope of inspection into the overall
financial management practices of the insurer. It also focuses
attention on other related affairs of an insurance company that
directly affects its policyholders. Such examination is normally
undertaken every three to four years, as it is commonly done in the
United States. It is a checking device to assess the soundness of
the insurer based on its financial records. The examination in
most instances will focus attention also on the management practices
of the insure{ to find out whether such practices are in conformance
Auilenb i
to applicable/statutes or regulations. It is essentially a standard-

ized format of examination set forth and approved in methodology

by the National Association of Insurance Commissioners of America

(NAIC) .
W’f"‘)
As a solution to this particular problem, we suggesg4that Subsection
15(d) (1) (I) be modified to include an added language whereby the
ol Voot om .
Insurance Commissioner isé-given—the authority to substitute the

required report of examination with a "qualified auditor's report".

Such type of report should essentially be required by law to conform
to the format of the NAIC. It is the:efore recormmended that the
legislature address this particular issue promptly since such an
amendment will definitel} alleviate the present difficulties faced

by the alien insurers in renewing their licenses this year. It
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should be noted that to date no alien insurer has been granted a
certificate of authority under the Act due to this unfulfilled

requirement on their part.

Another. concern which deserves some at}ention here is the ‘situation

2 R X Vg
facing -awpeedtesiar alien insurel. Fhis company is owned and operated
.20 oo BT et
by & government. The company was licenseé{prlor to the
’

enactment .of thefAct. This company is known as the Korea Automobile
Fire & Marine Insurance Company, Ltd.. Its present agent in the
Commonwealth is Moylan's Insurance Underwriters (Int'l.), Inc..
According to information filed with the department, this company

is also licensed to do business in Guam. In fact. its business
activities in Saipan was initially an extension of its Guam-based
operation. A review of the company's application papers reveals
that it was organized as a capital stock corporation having a total
authorization level of $7,598,000 of which $3,913,000 is paid up

as of November last year. Under the Act, this company is defined
as an alien insurer. Along with the other alien insurers, this.
company is having difficulty complying with the requirements of

Subsections 15(d) (1) (C), 15(d) (1) (E) and 15(d) (1) (I).

ASSESSMENT OF THE ADMINISTRATIVE, PERSONNEL, AND BUDGETARY

NEEDS PURSUANT TO SUBSECTION 13(b) OF THE ACT:

Basicly, the office of the Insurance Commissioner should be equipped
with the minimum number of neccessary personnel to enable such office

to carry out the full-effective—enforcement—and—exeeution of the Act.
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/;upuﬁbhéﬂ/ &Qﬂ~t£auu;vﬂ%

The tncumbéﬁyfshould be authorized by law to recruit the following

personnel in the initial stage:

~

1) A commissioner;

2) A senior examiner;
3) A junior examiner;
4) An executive secretary; and

5) - A statistical specialist.

Ezi i
It shall be the responsibility of the ! commissioner to assist

the Commissioner in the day-to-day administration of the office as it
carries out the intent of the Act. The incumbent shall jointly be
responsible with the Commissioner for the execution of budget plans,
office regulations, administrative policies or decisions including

the supervision of all personnel within that office. The incumbent
shall become acting commissioner whenever a temporary vacation of the
principal officer's position occurs. It is suggested that this position

be compensated at least with a base salary of $30,000 per annum in the

initial stage.

The senior examiner shall assist the Commissioner in exercising his
powers and duties as set forth by Section 5 of the Act. The senior
examiner shall be in charge of all examination undertaken by the
Commissioner's office pursuant to Subsections 5{(c), 14(a), and 14(d)
of the Act. The incumbent shall assist the Commissioner in the
preparation of such examination reﬁbrts made pursuant to Subsection

14(f) of the Act. The incumbent shall jointly work with the junior
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examiner in tne

'y

erfcrmance of the above duties and responsibilitiés.
In the temporary absence of the principal officer and his assistant,
tne senior examiner shall serve in an acting capacity for the commiss-
ionership. It is suggested that this position be paid at least a

P e

Laze salary c¢f IZC,CC0 per annum in the initial stage.

The position of a junior examiner shall be created as an adjutant to
tne senior examiner. Such a position can either be filled on a
part-time or full-time basis. It shall be the responsibility of the
incumbent to assist the senior examiner and jointly work with him

in performing all assigned duties and responsibilities as mandated

by the appropriate provisions of the Act. Whenever the position of
the senior examiner is temporarily vacaged, the incumbent shall serve
such position in an acting capacity. It is suggested that this
position be compensated in the initial stage at the rate of at least

$28,000 per annum if it is filled on a full-time basis.

Az reguired by any executive office, the Commissioner should be
eguipped with an executive secretary. This position is establishec
with the responsibility of the incumbent to handle all secretarial
and clerical functions of the office including the establishment
oI izs recordkeeping system. It is suggested that this position

be compensated at the base rate of at least $16,000 per annum in

the initial stage.

tatistical specialist should be recruited to handle the statis-

s

[#)

Zical needs of the Insurance Commissicner's office. Such a position
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is established with the responsibility of the incumbent to handle
all data collections, compilations, analyses, and other necessary
tasks of the office as assigned by the Commissioner. It is suggested
that this position be initially compensated at the base rate of
at least $18,000 per annum.

below
Given the above recommendations, exhibit "A" is presented hamewseth
as an illustration of the budgetary needs of the piaummed office of

thne Insurance Commissioner.
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OFFICE OF THE INSURANCE COMMISSIONER 26

RECOMMENDED BUDGET PLAN (ESTIMMATED YEAR 1) 5)07’//3/ 7 \\A "

PERSONNEL:

1) Insurance Commissioner . . . . . . . . . . . . . . $32,000

2) Assistant Commissioner . . . . . . . . . . . . . . 30,000

3) Senior Examiner . . . . . . . . . . .+« . .« . . . . 30,000

4) Junior Examiner . . . . . . . . v « « v +« < . . . 28,000

5) Executive Secretary . . . . . . . . . . . . . . . 16,000

6) Statistical Specialist . . . . . . . . . . . . . . 18,000

Subtotal 154,000

Benefits (soc. sec. @5.11%). . . . . . Add 7,869

Total 161,869
ALL OTHERS:

A. General Travel . . . . . . . . . . « « .+« « . . . . 10,000

B. Automobile (1 new) . . . « v v v e v e e e e e oo 7,000

C. Equipment (desks, chairs, file cabinets, etc.) . . 5,700

D. Basic Supplies . . . . . . . .« .« .« .« o e o v .. 2,00C

E. Communication (telephone, postage, telex, postage) 2,000

F. Printing & Reproduction (report publications, forms,
license certificates, etc.) 1,000

G. Miscellaneous (subscriptions, membership fees

related to Commissioner's office) 500

GRAND TOTAL e e e e e e e e e e e e e e e e e e e e e . 190,069
round off + 31

RECOMMENDED GRAND TOTAL . . . « &« =« o & & o « v « « « « . . 190,100
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COMMENTS RELATIVE TO SUBSECTION 13(c) OF THE ACT:

With respect to Subsection 13(c) of the Act, it is worthwhile to note -

at this point that the enabling legislation has been in effect only

for a period of 15 months. It became law without any 52%§2ﬁ%2222§7&7
) _
)aaﬁffglﬁglag. The Director of Commerce and Labor requested in fiscal

year 19?;La certain amount of funding for the position of insurance
officer. This position was intended to function as an assistant to
the present commissioner similar to that position outlined above as

the assistant commissioner.

This request for funding ﬁ:; made in order to 0532222 the intent of
Section 34 ef—theActas—effieientiy—as—possibie. Apparently, the
legislative bill that appropriately addresses this concern is still
undergoing review of both houses of the legislature. Under this
condition, the Director of Commerce and Labor was left with only
one choice which was to absorb the new added duties and responsi-
bilities provided for by the Act. This meant that the normal work-
loads of the Director, his secretary, and a divisional chief were
consequently increased in order to accommodate the transitional needs

of the Act. Therefore, execution of the Act was basicly limited
to Sections 15, 17, 20, 21, 22, and 27. With the exception of
Sections 15, 17, and 21 full execution of the foregoing provisions
was confronted with certain difficulties that were either connected
or associated with the given reality of the level of sophistication
that seems to prevalent in our insurance industry here in the

Commonwealth. Perhaps another reason has something to do with the
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fact that this particular type of statute is truly new and complicated
to our insurance operators here in the Commonwealth. But this situation
is gradually becoming simplified in the sense that we are now seeing
associations such as the Northern Marianas Property and Casualty
Association get corganized for the purpose of promoting their interests.
Recently, this particular group has been meeting with the responsible
staff of this department in an attempt to share concerns and ideas

that pertain mostly to the implementation of the Act. With respect to
Section 27, the NMPCA is now aware its force and effect as it applies
to their practices. An understanding between such. an entity and this

department has been reached about the application of such provision.

The problem is further compounded &¥se by the fact that the Department's
existing level of funding is not sufficient to ze=ecommeedete the mandates
of the Act,in-ite—entirety~ It should be reiterated that this situation

has prevented the recruitment of neccessary personnel as demanded by

the administrative needs of the Act.

For the above reason, it is only fair that the Director of Commerce
and Labor recommend to the legislature that an amendment to Sub-
section 13(c) of the Act be made so that authorization be given to

. the department to promulgate the necessary rules and regulations that
will address whatever issues or needs that may arise pertaining such
provision in the near future. This recommendation should be considered
should the legislature decide to defer action on creating a separate
office of the Insurance Commissiqner. Otherwise, the legislature is
free to decide at this time on this issues based on its findings
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COMMONWEALTH REGIS

and how its contemporary viewpoint affects the issue at hand as

it is deliberated with such body. Should this be the case, we

feel obligated to caution the legislature of the fact that the
office of the Insurance Commissioner should be given the oppor-
tunity to get fully organized and functioning as recommended earlier.
Upon reaching this level of operation, the legislature can then

be assured of ascertaining reliable data which is necessary in
setting forth the requirements that will address the needs of the

insurance industry as they relate to Subsection 13(c) of the Act.

CONCLUSION:

In conclusion, it is the purpose of this report to carry out the
intent of Subsection 13(p) of the'Act. The statements or informa-
tion delivered by the foregoing parapagraphs are given as expression
of concerns, of recommendations, and generally of rgflections on
AD

the part of this department. The main point here I to communicate
our experience that took place within the last 15 months. It is
our opinion that the legislature will be receptive to this report.
Thus, the information provided herein is aimed at gearing, if not
influencing, the legislative body in the right direction in terms
of addressing the present needs of the Act in its initial stage of

implementation.
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EXHIBIT I

COMMONWEALTH FINANCIAL REGULATORY COMMISSION

ORGANIZATIONAL CHART

BOARD OF COMMISSIONERS

INSURANCE/BANKING COMMISSIONER

SECRETARY

LEGAL COUNSEL

DIVISION OF BANKING

Deputy Banking Commissioner

DIVISION OF INSURANCE

Deputy Insurance Commissioner

DIVISION OF ADMINISTRATION

Chief of Administration
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DIVISION OF ADMINISTRATION

EXHIBIT II

DIVISION OF INSURANCE
ORGANIZATIONAL CHART

- - |DEPUTY INSURANCE COMMISSIONER

LEGAL COUNSEL

Consultant Actuary - - -

CONSUMER SERVICES SECTION

Consumer Services Manager

Licensing
Officer

Complaints
Investigator

Policy Form &
Rate Analyst

WORKERS COMPENSATION SECTION

Workers Compensation Manager

EXAMINATION

SECTION

Chief Examiner

Examiner

Examiner

Workers Workers
Compensation Compensation
Specialist Specialist

- 31 -

1994 PAGE 11376

2

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15



24

COMMONWEALTH REGISTER

EXHIBIT III.1

TABLE 11

RELATIONSHIP OF BUDGET. REVENUES, AND PREMIUMS 1988-1997

MICHIGAN

SOUTH CAROLINA
SOUTH DAKOTA
TENNESSEE

TEXAS
US. VIRGIN ISLANDS

WASHINGTON
WEST VIRGINIA
WISCONSIN
WYOMING

ALL STATES COMBINED

Source:

BUDGET AS PCT OF REVENUES BUDGET AS PCT OF PREMIUMS
191 1990 1989 1988 101 19%0 1989 1988
1.61 1.39 1.98 1.17 0.04 0.04 005 005
9.88 7.86 6.46 513 027 0.17 017 014
N/A N/A N/A N/A
293 2.58 246 237
398 48 4 392
4147399 384 .- 33
217 m,;gg,asa - _i2ALe
9.13 - #1980 2077 <938«

427 418 651 825
1112 1200 1300 11.89
451 428 241 248
6.00 0.59 N/A N/A
2.55 3.39 2.59 2,08
9.98 9.50 77 736
646 652 571 5388
251 266 295 281

444 422 419 39 -
4.79 501  -450 442
287 261 327 336
448 3.16 3N 2.70
9.41 7.52 8.04 731
533 5.03 563 491
1.76 1.88 1.78 2.03
332 3.45 495 483
359 32 293 27
% R
331 . 391%" 291 22
1046 683 618 607
8.19 1022 2.51 243
5.68 434 455 339
13.16 493 500 672
4.16 4.56 392 3.80
10.09 9.87 8.90 937
1122 1034 9.16 8.66
695 541 3152 5.19
411 401 357 275
442 370 347 2.89
8.68 836 632 5388
3.64 353 3.67 344
12.99 N/A N/A N/A
4.09 4.05 4.55 527
6.39 5.87 4.56 443
2.58 2.64 2.58 2.73
259 2.09 227 2.14
885 887 880 8.04
N/A N/A N/A N/A
444 462 390 421
5.52 624 826 8.03
7.03 4.73 428 3.5] 0.11 0.09 0.09 0.06
6.05 5.88 561 5.54 0.07 0.07 0.06 0.07
3.02 3.07 3.02 2.60 0.08 0.06 0.06 0.06
5.53 6.03 5.76 529 0.03 0.04 0.05 0.05
17.74 8.12 792 942 0.37 0.16 0.16 0.16
6.64 545 5.16 4.64 0.09 0.08 0.09 0.08

1991 NAIC Insurance Department Resources Report.

N/A - Not Available
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'‘EXHIBIT III.2

Budget (1986)

R -2

Low I $324,000

TV IFIFTT I TV IFTIIIFIIVFIFFFIVFIA

Hioh Y A e o0

e -t A

$0 $10.000,000 $20.000.000 $3:2.000,000 $40.000.000 $50,000.000

On the surface, the budgets may look adequate, especially for the more
populous states, but a closer examination reveals a shortfall from many
perspectives. The most dramatic comes from the percentage the insurance
departments budgets represent of overall state budget.

Department budget as % of overall state budget

$m. States . \\\\\\\\ 0.036

Med. States

0.05¢6

0.030

0.07%

Lg. States
Low i

‘ V777777777777

0.000 0.010 0 020 0. 030 0. 040 0. 050 0. 060 0.070 0.080
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EXHIBIT 111.3 -

e
3

- e

The following is an excerpt from the 1989 DC&L FY '89 ngggl whxch is stnll very .
true today and is incorporated here as part of this proposal. '

Office of Banking and Insurance:

To understand the goals and objectlves of the Bank and Insurance Examiners, one -must know lts purposes

What are the purposes of bank or insurance examinations? Although many answers to this questlon could be qwen, several
fundamental reasons can be identified.

The first relates to the maintenance of public confidence in the integrity of the banking system-and. om&h@indmdual banks. Such
confidence is clearly essential because the systam’s customers serve as the source of funding, without which banks would be
unable to meet their most fundamental objective of providing financial services. The existence of unhealthy or deteriorating
conditions, which may threaten this integrity, should be discloged through the examiner’s evaluation of the bank’s capital
adequacy, asset quality, management, liquidity position, and earnings capacity.

Second, the periodic on-premise examination provides the best means of determining the bank’s adherence to laws and

regulations. Compliance with statutory and regulatory requirements should be glven high priority by the Banking Director and
the legisiators.

Third, the examination process can help prevent problems situations from remaining uncorrected.

Finally, the examination supplies the Banking Director with an understanding of the nature, relative seriousness and ultimate
cause of a bank’s problems, and thus provides a factual foundation to soundly base corrective measures, recommendations and
instructions. The examination thus plays a very key role in the supervisory process itself.

There are six (6) banks and thirty-five (35) insurance companies now operating in Saipan which are regulated by the Banking
Code and the Insurance Code, respectively,

in order to properly implement both the Banking and insurance Laws, we must start training our people for these positions. The
Federal Deposit Insurance Corporation (FDIC) has an excellent training center in Arlington, Virginia, which trains Federal and State
examiners. We have written to the FDIC whether we could participate on their FDIC/State Examiner Training Program. The
FDIC/State Examiner Training Program is attached for your reference.

Estimated Cost Factors: For Assistant Examiner School | (3 weeks)

1. Per diem....... $112.00 X 23 days (2 days travel time} = $2,576.00

PR T, 1 11 Vo TN $55.00 X 21 days = $1,155.00
3. TUIION. e erre s s reeees $250.00 = $ 250.00
4. Transportation.........occeeiuciciranrnneenrencannnnee $1,253.00 = $1,253.00

Total COStouiiiiiieninrienierieeneeirnrreretsnrnesncerrereensssosssnrmnnns $5,234.00

This investment will preclude us from hiring off-island in the future.

For the reasons of compiexity and the magnitude of the responsibilities mandated by the Banking Act (P.L. 3-104), Insurance
Act (P.L. 3-107) and the Foreign Currency Exchange Regulations (Commonwealth Register Vol. 9 No.4, April 15, 1987), we
are here seeking for a favorable approval of this Committee to our request for the positions of Administrative Assistant and an
Administrative Specialist. These new positions are essential administrative support to assist the Director of Banking in his
delegation of authority given to the Deputy Director for Banking and the Special Assistant for the Insurance Commissioner. For
the past three years, this office has made tremendous sacrifices in its efforts to serve the community of the financial sector.
This sector has experienced tremendous growth and expansion since 1985,

Furthermore, we respectfully request this Committee to help us train our staffs to attend FDIC training in banking and NAIC

training in insurance. This need to train capable staff is crucial, necessary and worthy investment as we have attempted to
clarify above.

*NOTE: SOURCE 1989 FY ANNUAL BUDGET PROPOSAL PREPARED BY THE
DIRECTOR OF COMMERCE AND LABOR IN 1989, MR JESUS R. SABLAN

-34 -
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EXHIBIT III.4
DIVISION OF INSURANCE

Proposed Salary Schedule:

Deputy Insurance Commissioner.........eveceeeceeeee $ 48,000
Chief EXamMiner...eeeiveceescescsscsccscccocsoscccsioe 40,000
Manager, CONSUMEr ServViCeS....cceecceececosscnscene 40,000
:Manager, Workers Compensation.......c.eeeevecencasse 40,000

Examiner (2 @ $25,000)...ccc.. ceeseceseerensesassee 50,000
- Workers Compensation Specialist (2 @ $25,000)...%.. 50,000
Complaints Investigator.......... e cecscsscccnsaens 25,000
Licensing OffiCer...cceeeeccecencsecconcsescsoncconee 25,000
Policy Form & Rate Analyst....ccoeeeecerscsecccenne 25,000

Employer Factor (tax, insurance, & retirement).....

43,000

Total SalarieS....cceescasssss ceceescseccscscscsass $386,000
Estimated Annual Revenue:
Premium Taxl....eeceeeecceesee ciecccsssrnnnn ceseecses. $500,000
License Fees2:
Alien Insurers...... 7 X $3,000 = $21,000
Domestic Insurers... 12 X 1,500 = 18,000
Foreign Insurers.... 26 X 3,000 = 78,000
General Agents...... 48 X 350 = 16,800
Sub-Agents...... eee. 69 X 250 = 17,250
Brokers....c.eceee. .. 28 X 500 = 14,000
Adjusters........... 8 X 200 = 1,600
Solicitors........ o 12 X 200 = 2,400
Surplus Lines....... 4 X 750 = 3,000 172,050

Other Revenue:
- Fines and Penalties........... cecenaaos ceenn 1,000
- Filing and Processing Fees:
(All license applicants)

Insurers 45 X $25 = $1,125
All others 169 X 10 = 1,690...... ee s e 2,815

- Miscellaneous (late filing, amendment,
certification, reproduction,

other)...cceeeeeecennnne cenea 1,000
Total Revenue......... ceesecees st e st et es et o sen e $676,865

1 Based on average of 1991 and 1992 Direct Premiums written less
returns.

2 See Annual Report, Recommendations to the Legislature Pursuant to
Sectlon 7112.

- 35 -
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(T) EXHIBIT III.4 cont'd.

Estimated Annual Expenses:

Personnel:

~ Salariesl.....eeercencnnn e e Ce et e e $386,000

- Training2.......... ceeersssesssssssasss 30,000 416,000
Operations:

- Division's Contribution to Commission's
Overhead and Salaries, except Division
of Banking, at 50% of projected amount
of $365,200. To include:

1) Personnel........... et $150, 000
2) Office Furniture &

Equipment (amort.)......coevess 4,000

3) Utilities..everriinnerennnnnnennn 8,600

4) Communications........ ch e e eanan 6,000

5) Maintenance........veeeeceessocses 4,000

6) Vehicle (2 ea.,Amort.)....cccve.. 5,500

Q 7) PUblishing...ueeeeeeieeeneeennenn 2,500

8) MiscellaneoUS. .. .veeresssosoonsns 2,000

— Vehicles (2 ea.,AmOrt.)...ceeeceveacsss 5,500

- Office Furniture & Equipment (Amort.).. 8,000

~ Supplies & SUNArieS....iciveevoncosocss 2,000
- Repairs & Maintenance.......c.ccveevevees 2,000 200,100

Other Expenses:

- Publication Subscribtions.............. $ 1,500
- Membership Dues (NAIC, etC.)...cvevrvnnn 7,000
- Travel (non-training)........ceceveeeae 10,000
- Sponsorship (seminars, etC.).vioeeeeens 2,000
- Miscellaneous {consultant fees, etc.).. 2,000 22,500
Total EXPENSeS...veecrsessessssonascnnsssssoess creae e $638,600

1 See Division of Insurance, Proposed Salary Schedule.

Training expenses are charged to a special account of funds
derived from license fees. Training scenario: 6 staff to
attend NAIC training at cost of $5,000 each.

W, - - 36 -
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Model Regulation Service—July 1991

NAICPOLICY STATEMENT ON FINANCIAL'REGULATION STANDARDS

Introduction

The safety and soundness of insurance companies operating in the United States is a prime objective of
..gtate insurance regulators. In many respects non-domiciliary states rely and depend to a great extent on
-domiciliary insurance departments to effectively monitor and regulate their domestic companies. To en-
o " sure that these concerns and objectives are met, an effective financial surveillance and regulation structure
-and system is needed. While everyone can agree that this is critical, to date no one has yet defined what
: constitutes an effective structure and system for financial surveillance and regulation. While the NAIC
has done a great deal to foster uniformity and sound regulation through various model laws and regula-
.~tions and standardized financial reporting formats and instructions as well as the development of a variety-
_of manuais and other tools to.assist state insurance departments, a comprehensive pronouncement on all
functions and procedures relating to financial regulation has not been done. The objective of the NAIC
Committee on Financial Regulation Standards is to atabhsh standards for the NAIC and state insurance
departments in this important area.

It is believed that establishing standards for financial regulation will have the following positive results:

(1) Strengthen state insurance departments th.ro;xgh self-evaluation and improvement to meet the pre- o
scribed standards. S

(2) Demonstrate to,and obtain from, state administrationsand legislative bodies the support and resources
needed to maintain an effective system of financial surveillance and regulation.

i i

(3) Create a national standard for financial regulation which will improve and strengthen the state reg-
ulatory system of insurance and the safety and soundness of insurance companies.

(4) A standard established by the NAIC will, if attained, ensure that each jurisdiction is monitoring and
regulating domestic companies operating in other jurisdictions on an admitted or non-admitted basis or
as a risk retention group.

(5) Improve the efficiency of state regulation by eliminating duplicative procedures and activities and =
unnecessary state-by state variations. %

The standards recognize the realities of the diverse circumstances of state insurance departments. Stan-
dards for financial regulation have been divided into three major categories—(1) laws and regulations;
(2) regulatory practices and procedures; and (3) organizational and personnel practices.

A. Laws and Regulations
1. Examination Authority

The department should have authority to examine companies whenever it is deemed necessary.
Such authority should include complete access to the company’s books and records and, if neces-
sary, the records of any affiliated company, agent, and/or managing general agent. Such authority
should extend not only .to inspect books and records but also to examine officers, employees and
agents of the company under oath when deemed necessary with respect to transactlons du'ectly or
indirectly related to the company under exaxmnatlon : ,

Editor's Note: At the December 1990 NAIC national meeting, the Association voted to make the newly adopted Model Law on
Examinations part of the financial regulation standards. States have two years from that time to incorporate the modei into their laws.

Copyright NAIC 1991 - . -37 - 690-1
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" The department should require that all companies reporting to the department file the apy

" instructions handbook and follow those accounting procedures and practices. prescribéd the

E gy,

: 4 Corrective Action

Financial Regulation Standards
2. Capital and Surplus Requirement

'The department should have the ability to require that insurers have and maintain a minim
level of capital and surplus to transact business. The department should havethe authorit

require additional capital and surplus based upon the type, volume and nature of méuratjpg
business transacted. -

3. NAIC Accounting Practices and Procedures

ate NAIC annual statement blank which should be prepared in accordance with the:

NAIC’s Accountmg Practices and Procedures Manual.

State law should contain the NAIC s Model Regulation to Define Standards and Commxssloners
Authority for Companies Deemed to be in Hazardous Financial Condition or a substantially
similar provision which authorizes the department to order a company to take necessary corrective -
action or cease and desist certain practices which, if not corrected, could place the company ina
hazardous financial condition.

5. Valuation of Investments

The department should require that securities owned by insurance companies be valued in-
-accordance with those standards promulgated by the NAIC’s Valuation of Securities Office. Other -
invested assets should be required to be valued in accordance with the procedures promulgated by
the NAIC’s Financial Condition (EX4) Subcommittee.

6. Holding Company Systems

State law should contain the NAIC Model Insurance Holding Company System Regulatory Act or
an Act substantially similar and the department should have adooted the NAIC's model

regulation relating to this law.
7. Risk Limitation

State law should prescribe the maximum net amount of risk to be retained by a property and
liability company for an individual risk based upon the company’s capital and surplus which
should be no larger than 10% of the company’s capital and surplus.

8. [Investment Regulations

State statute should require a diversified investment portfolio for all domestic insurers both as to
type and issue and include a requirement for liquidity. Foreign companies should be required to
substantially comply with these provisions.

9. Admitted Assets

State statute should describe those assets which may be admitted. authorized or allowed as assets
in the statutory financial statement of insurers.

10. Liabilities and Reserves

State statute should prescribe minimum standards for the establishment of liabilities and reserves
resulting from insurance contracts issued by aninsurer; including life reserves, active life reserves .

and unearned premium reserves, and liabilities for claims and losses unpaid and incurred but not:
reported claims.

-~.38 —
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11. Reinsurance Ceded

T

State law should contain the NAIC Model Law on Credit for Reinsurance and the Model
Regulation for Life Reinsurance Agreements or substantially similar laws.

12. CPA Audits

State statute or regulation should contain a requirement for annual audits of domestic insurance
companies by independent certified public accountants, such as contained in the NAIC’s Model
Rule Requiring Annual Audited Financial Reports.

13. Actuarial Opinion

State statute or regulation should contain a requirement for an opinion on life and health policy

and claim reserves and loss and loss adjustment expense reserves by a qualified actuary or
specialist on an annual basis for all domestic insurance companies.

14. Receiveréhip

State law should set forth a receivership scheme for the administration, by the insurance
commissioner, of insurance companies found to be insolvent as set forth in the NAIC’s Insurers
Supervision, Rehabilitation and Liquidation Model Act.

15. Guaranty Funds

State law should provide for a statutory mechanism, such as that contained in the NAIC’s model
acts on the subject, to ensure the payment of policyholders obligations subject to appropriate
restrictions and limitations when a company is deemed insolvent.

16. Other

. (a) State statute should contain a provision similar to the NAIC model act requiring domestic
insurance companies to participate in the NAIC Insurance Regulatory Information
System (IRIS).

(b) State law should contain a provision similar to the NAIC's Model Risk Retention Act for
the regulation of risk retention groups and purchasing groups.

(c) State statute should contain the NAIC’s model law for Business Transacted with Producer
Controlled Property/Casualty Insurer Act or a similar provision.

Editors Note: At the June 1991 meeting, a new model was adopted to replace the original Producer Controlled Insurer Model Act.
- States have two years from that time to include the model in their laws.

Editors Note: At the December 1990 NAIC national meeting, the Association voted to add two more models to the standards. These
are the Managing General Agents Act and the Reinsurance Intermediaries Model Act. States have two years from that time to
incorporate the model into their laws. Descriptive paragraphs about these two models will be included in the future.

B. Regulatory Practices and Procedures
1. Financial Analysis
(a) The department should have a sufficient staff of financial analysts with the capacity to

effectively review the financial statements as well as other information and data to discern
potential and actual financial problems of domestic insurance companies.

- 39 -
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Financial Regulation Standards

() The department should have an intra-department communication and reporting-system
- that assures that all relevant information and data received by the department which may
O assist in the financial analysis process is directed to the financial analysis staff.

(0 The internal financial analysis process should provide for levels of review and reporting. -

(d The financial analysis procedure should be priority-based to ensure that potential problem
companies are reviewed promptly. Such a prioritization scheme should utilize the N AlIC’s
Insurance Regulatory Information System and/or a state’s own system.

2. Financial Examinations

(a) The department should have the resources to examine all domestic companies on a
periodic basis which is commensurate with the financial strengths and position of the
insurer.

(b) The department’s examination staff should consist of a variety of specialists with training
and/or experience in the following areas or otherwise have available qualified specialists
which will permit the department to effectively examine any insurer: computer audit
specialist, reinsurance specialist, life and health company examiners, property and
liability company examiners, life and health actuarial examiners, property and liability
actuarial examiners and property and liability claims examiners.

(c) The department’s procedures for examinations shall provide for supervisory review within
the department of examination work papers and reports to ensure that the examination
procedures and findings are appropriate and complete and that the examination was
conducted in an efficient and timely manner.

~ (d) The department’s policy and procedures for examinations should follow those that are set
forth in the NAIC'’s Examiners Handbook.

(e) In scheduling financial examinations the department should follow those procedures set
forth in the NAIC’s Examiners Handbook and this schedule system should provide for the
periodic examination of all domestic companies on a timely basis. This system should
accord priority to companies which are having adverse financial trends or otherwise
demonstrate a need for examination such as determinations of the NAIC RIS Examiner
Team.

(f) The department’s procedures require that all examination reports which contain material
adverse findings be promptly presented to the commissioner or his designee for a
determination and implementation of appropriate regulatory action.

(g) The départment’s reports of examination should be prepared in accordance with the
format adopted by the NAIC and should be sent to other states in which the company
transacts business in a timely fashion.

3. Other

When a domestic company is identified as troubled this should be communicated to other
insurance departments in jurisdictions in which the carrier transacts business. When a foreign
company is identified as troubled this should be communicated to the domiciliary insurance
department of the carrier.

--40 -
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Note: A troubled company is defined as an insurance company that has not maintained a financial position, or whose operations are )
movingwwardaﬁnancialmujtthatwouldindieatethﬂtibpoﬁcyholdenandchimanumsubjectmpotenﬁalﬁskort.hatthe H
specified statutory minimum capital and surplus requiremnents may not be maintained.

Drafting Note: When the NAIC's Troubled Insurance Company Manual is completed and adopted, a statement should be . u Y
inmrpotatedintothisPolicyStatementrequiﬁngstateswgenerally follow and observe the procedures set forth in the manual. *

C. Organizational and Personnel Practices

1. The department should have a policy which requires the professional development of staff
through job-related college courses, professional programs and/or other training programs
which are funded by the department.

2. All financial regulation and surveillance activities are the responsibility of an individual who
shall report to the commissioner or his designee.

3. The department’s staff and contractual staff involved in financial regulation and surveillance
should all be periodically evaluated by the department to ensure that job duties and
responsibilities are being discharged in a satisfactory manner.

4. The department should establish minimum educational and experience requirements for all
professional employees and contractual staff positions in the financial surveillance and
regulation area which are commensurate with the duties and responsibilities of the position.

5. The department’s pay structure for those positions involved with financial surveillance and
regulation should be competitively based to attract and retain qualified personnel.

6. The department’s funding should be sufficient to allow for the financial surveillance and
regulation staff’s participation as appropriate in the meetings and training sessions of the
NAIC and meetings relating to the review, coordination and the development and implementa-
tion of action for troubled insurers.

Legislative History (all references are to the Proceedings of the NAIC)

1989 Proc. 1113, 21, 33-36 fadopted).
1991 Proc. 19. 15-16, 77 (voted to add three new models to standards.
1891 Proc. I (voted to add amended model to standards}.

- 4] - . X
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Model Regulation Service - October 1992

NAIC POLICY STATEMENT ON FINANCIAL REGULATION STANDARDS
To guide state legislatures and state insurance departments in the development of eﬁ‘e'ctive solvency
regulation, the NAIC adopted these standards as minimum requirements for an effective regulatory
regime,
In order to provide guidance to the states regarding these minimum standards and an ince:}tive to
put them in place, the NAIC adopted a formal certification program in June 1990. Under t}gs p.lar.l,
each state's insurance department will be reviewed by hn independent review team whose job it is
to assess that department's compliance with the NAIC's Financial Regulation Standards.
Following is a list of states that have completed the review process and been certified by the NAIC,
followed by the date of state certifications.
Colorado (June 1992)
Florida (December 1990)
Hlinois (June 1991)
Iowa (December 1991)
Kansas (December 1991)
Minnesota (June 1992)
New York (December 1990)
North Carolina (December 1991)
North Dakota (June 1992)
Ohio (December 1991)
South Carolina (June 1991)
Texas (September 1992)
Virginia (June 1992)

Wisconsin (December 1991)

NAIC Copynight 1992 - 42 - 690-7
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THE STAFF

Iris M. Elfenbein, B.S., MS,, Ed.D.
Education and Training Manager ~

Jane C. McClain, B.A, M.A,
Education WBm..EL >u.am§~

i T R &
Cheryl Kurtz, Secretarial Certificate
Education wa&. >n_wm.mmm=~ I

Rona L. Bingham, A.S.

Education Clerk" |

To contact the Education and Training Department

Write:

Education and Training Department

National Association of Insurance Commissioners
120 West 12th Street, Suite 1100, Kansas City, MO 64105-1925

Telephone: 816-374-7192 Fax: 816-471-7004
7 Fax: __a.uﬁ-qnuf\»?.zﬁ.__ 15, 1993)

NT

THE DEPAR

The Education and Training Department, created in 1989,
develops afid delivers quality programs, workshops, seminars
and other educational activities to meet NAIC members’ needs
for education and training opportunities. Programs deal with
information on insurance issues and regulation for
commissioners, professional regulatory staffs and others
concemed about insurance regulation. The Department provides
regulators-only programs as well as seminars and workshops
open to the public. _ '

Regulators from each of the NAIC’s 55 members
participate in the anmBSu In addition, international reguiators
from Asia, the Caribbean, Europe and Africa attend NAIC-
sponsored programs. Participants are from all levels of
insurance Jmc_nﬁo_: and represent all aspects m_m the field.

Instructors in E:.vwmn_.u.r are «..oﬁ.,_.._,_w&o; drawn from

many facats of insurance afgd’fts regulation. They-are
expetienced ‘state‘regulators, ifflitance’ educators, insurance
consultants, and others with the réquisite expertise. o

REGULATORS-ONLY PROGRAMS

These programs are open only to insurance regulators.
NAIC members have priority, but regulators from other
countries are welcome as space allows. The sessions are
generally held in the Training Center in the NAIC’s Kansas City
headquarters.

Commissioners Education Program

The Commissioners Education Program has been offered
since 1985. Recently the program was completely revised and
updated. Designed for new commissioners, directors,
superintendents and other senior staff members, this program
orients the attendees to the field of insurance and insurance
regulation. It provides an overview of the various aspects of life,
property/casualty, and accident/health insurance and a detailed
review of their regulation. Regulatory responsibilities are
explored in relation to current regulatory policies and issues.
This four-and-one-half day programm accommodates 35 attendees
and is offered annually. 1t is scheduted July 12-16.

Insurance Department Staff Education Program

Offered for the first time in 1989, this program is designed
for non-financial insurance department staff new to insurance
regulation. It includes a basic orientation to the insurance
industry and a detailed review of its regulation, with. specific
emphasis on individual areas of operations within the insurance
department. This semi-annual program lasts three-and-one-half
days, accommodates 40 participants and is offered May 3-6 and
October 4-7.

Financial Examiners Education Program

This prize-winning program was developed in cooperation
with the Society of Financial Examiners, based on the results of
a 1989 needs assessment. The American Society of Association
Executives selected the program for its national Excellence in
Education award in 1990.

The program is designed to give the beginning financial
examiner an orientation to financial insurance regulation. The
participant is given an overview of state regulation, as well as
the basic information and resources important to financial
examination. Topics include assets and liabilities, SAP and
GAAP, the annual statement, insurance principles, reinsurance,
examinations and insolvencies. This is a four-and-one-half day
program, limited to 40 participants. Sessions are scheduled
January 11-15 and August 9-13.
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Regulating for Solvency

Initiated as a result of a membership survey and the-
requirements of the NAIC Solvency Agenda, this program for :
middle and senior-level financial regulators with at least four
years of experience was offered first in 1992. It examines current 5
financial issues in depth and includes such topics as automated :
examination techniques, investment analysis, asset valuation and
interest maintenance reserves, risk-based capital, the
accreditation process, reinsurance, and identifying and managing
troubled companies. It is a three-and-one-half day program,
limited to 40 participants. It is scheduled November 14,

'n
£,

Regulating the Marketplace

This program, developed jointly by the National
Association of Insurance Commissioners and Insurance
Regulatory Examiners Society was offered for the first time in
1992. A program for middle and senior-level regulators
engaged in market conduct activities, it focuses on market .
conduct and compliance exams, agent and company licensing,
consumer services and complaint handling, unfair trade and
claims settlement practices, and form and rate review. It is a
threé-and-one-half day program, limited to 40 participants and
is scheduled February 8-11.

Demystifying Derivatives: An Investment Seminar

Tailored for the National Association of Insurance
Commissioners by the Swiss Bank Corporation, this non-
technical derivatives program is designed to develop an
understanding of these products, their uses and abuses. The
ideas behind derivatives—swaps, caps, collars, linked issues,
exotic options—and the basic concepts of risk, forwards, call
and put options are explained. Regulatory concerns and issues
are addressed and questions regulators should ask are
identified. This two-day seminar is open to 40 regulators and is
scheduled July 29-30.

ND anﬁnqrs
f,ﬂ d ) s ¢ *? ;
. for e, ots, the Education 3
: ; #and wi § that arc open to
all interested’ people. ese deal with! topics of immediate
concern to the insurance’ world and s8'current issues or - §
changes that have occuned in rcgulatlops ‘of leglslanon
Reinsurance Semipar . ; ;

This two—day fop

of reinsurance for ifffse dgo l J nformauon and %
experience. Topics addressiboth 1ifé in operty/casualty

reinsurance. This semifiar, co-sponsored by:the Reinsurance
Association of Americiand the Society, of cial Examiners }
Education Foundation, was awarded an Excellence in Iducation &
Achievement award byithe American Soclety of Association 3
Executives in Decemberj 1992: Offered annually, this year the g

pand knowledge )

offers panel discussions of such subjects as long-tail claims,
managing general agents, claims systems, guaranly funds,
emerging issues amf rehabilitation. The first day features |
separate tracks for new receivers and those with expcrience in
insolvency matters. The second day agenda offers presentations
for all participant§ on important tOpiCs such as fraud,
reinsurance and prol Sletns in cldsing @ liquidation. Deputy
receivers, insurance dapartment staff, attorneys, accountants and
others involved in receiverships should attend. This two-day
workshop will be held February 18-19 in Orlando, Florida.

workshop is scheduled Apnl 14-15 in Los Angeles <Zt1
£a8
Rehabilitators and quuidators Workshop A
The Rehabilitators and L1qu1dators Workshop, co- 33'_' b
sponsored by the NAIC and the Society of Insurance Receivers, ho E

[ Sy

Vdeﬁ\?ﬁﬁfé

Health Issues Seminar

This seminar addresses technical issues related to Medicare
supplement loss ratios and refunds, long-term care nontorfeiture
benefits and related issues, small group reform compliance
issues and community rating. It includes a panel on
state/national health reform emphasizing long-term care -
insurance. State rate and form analysts and other technicians
involved in compliance on a day-to-day basis and insurer
marketing, compliance and public relations personnel should
attend. This one-and-one-half day seminar is schedulcd March
18-19 in Kansas City.

R L

T
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Health Insurance Counseling Seminar

This seminar focuses on reports from states that are HCFA
grant recipients and related counseling issues. A one-day
program, it will be held June 19 in Chicago, prior to the NAIC
summer national meeting.
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Health Access Seminar

Planned to review procedures in the availability model acts
and accompanying regulation, it is scheduled for Scptember 18
in Boston, prior to the NAIC /sone meeting.

Continuing 1 egal Education Seminar

The NAIC sponsors seminars for insurance department
attorneys. These sessions have qualiticd for continuing legal
cducation in most jurisdictions. The one-day seminars are
designed to highlight issues of interest to this audicnce, although
attorneys from insurance companies, law finns and government
agencies are invited to attend. One is scheduled annually.

Symposia

Occasional symposia are scheduled to addiess significam
imsarance topics. The NAIC has sponsored a Workers’

Compensation Symposinin in 1992 and a Solvency Symposionm
in 1990,

OccASIONAL WORKSHOPS ON TIMELY Torics

As new issues and concerns arise, occasional workshops
and semimars are developed to meet members’ needs.

OTHER ACTIVITIES
Consulting

The Education and Training Departinent stall is available (o
consult with zones or members to assist in senting up workshops
locally. In 1991, at the request of the Western Zone, the stafl
madificd the Financial Examiners Education Program for zone
members and coordinated its delivery. In 1992, two progeuns
were maodified for state presentation and Regulating fo
Solvency was adapted for presentation in the Northeastern and
Western Zones.

Research

To meet the needs of NAIC members, the Department
prepares, implements and anafyzes member saiveys and needs
assessments. The results of this research assist the staff o
identify current topic and program priorities and guide the
development of new seminars, workshops and proginns

Continuing Education

The Department provides continuing education forms and
attendance certificates upon request to participants in NAIC
cducation and training programs. The activities have qualified
lor continuing education credit in many jurisdictions, although
we do not submit programs in advance for approval,

L]
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The Life underwriter Training Council

7625 Wisconsin Ave.. Bethesda, MD 20814 - Tel. (301) 8913 - LUTC

Contact: Paul Baebler, LUTCF
Associate Director, Promotion
(301) 913-5882

FOR IMMEDIATE RELEASE

FIVE SKILLS-BUILDING COURSES OFFERED THIS SPRING
BY THE LIFE UNDERWRITER TRAINING COUNCIL

Bethesda, Md. -- For its 1993 spring semester, The Life Underwriter Training Council will offer five
important skills-building courses designed to give life underwriters a competitive advantage within their
industry.

These 13-week courses, which begin the week of Feb. 8, are open to persons licensed to sell life and
health insurance, as well as individuals in the field and home office with sales support responsibilities.

Weekly classes are sponsored and conducted by local life underwriters associations affiliated with The
National Association of Life Underwriters (NALU). Leading successful agents who are members of these
associations serve as moderators for the classes.

» The Advanced Business Planning Course focuses on insurance planning techniques which can assist
the owners of small businesses, including buy-sell agreements, qualified retirement plans, cafeteria plans
and methods for transferring viable business enterprises to the next generation. The course is part of the
newly introduced Advanced Sales Series, which also includes the Personal Estate & Retirement Planning
Course, offered during the current fall semester.

« The Fundamentals of Financial Services Course has been completely restructured and now is
available to students with or without NASD registration. This course enhances communication and data-
collecting skills, and assists agents in understanding clients’ financial objectives. It improves awareness
of registered investments for non-registered students and provides implementation capabilities for
registered students.

- more -
- 47 -
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LUTC Spring Courses
Page 2

« The Professional Growth Course has undergone three years of successful pilot testing. Ithas evolved
into a dynamic course which focuses on relationship marketing and market development as it guides
students toward good businessperson skills. The course includes a unique and practical software package,
PGC Goals.

« The Disability Income Course, a favorite for those interested in improving their knowledge and skills
within this attractive market, has been offered by LUTC for more than two decades. This year’s updated
edition features education and skills training on topics such as income replacement, applicable tax laws,
disability income buyout coverage, residual coverage and split dollar opportunities.

o The Multiline Skills Course provides property & casualty underwriters, as well as life underwriters,
with education and training to offer clients quality service and training through a total needs approach.
Thecourse helps students improve sales efficiency, increase productivity and build added professionalism.

An independent, nonprofit education and training organization, LUTC also offers classes each fall in
Personal Insurance, Business Insurance, Disability Income, Professional Growth and an additional
Advanced Sales Series Course in Personal Estate and Retirement Planning.

Each year, between 35,000 and 40,000 students enroll in more than 2,500 LUTC classes nationwide.
LUTC Courses provide continuing education (CE) credits in states with requirements. Courses also earn
credit toward the professional designation Life Underwriter Training Council Fellow (ILUTCF) which is
jointly conferred by LUTC and NALU.

November 1992

- 48 -
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PART B. RECOMMENDATIONS TO THE LEGISLATURE
PURSUANT TO SECTION 7113

(1) Capital funds required of Insurers

(i) 4 CMC Section 7306(h). Capital: other than life insurer.

It is recommended that the above subsection be amended
to require the minimum, paid-in capital stock for a non-life
domestic insurer to be increased to $200,000 and a paid-in
surplus of $100,000 for the transaction of any one class of
insurance. For each additional class of insurance to be transacted,
except life insurance, there shall be an additional paid-in capital of
$50,000 and surplus of $25,000.

However, an insurer having a paid-in capital stock of
$500,000 and surplus of $250,000 may be authorized to transact
all classes of insurance, except life insurance. One tenth or more
of an insurer’s statutory surplus shall be held on deposit with the
Insurance Commissioner in--the form of cash or acceptabie
securities for the benefit and protection of CNMI policyholders as
long as the insurer has any outstanding obligation arising out of
insurance transacted in the Commonwealth.

(ii) 4 CMC Section 7306(k). Life insurer: capital.

It is recommended that the above subsection be amended
to require the minimum paid-in capital required under this section
to be increased to $500,000 and a paid-in surplus of $250,000.
One tenth or more of a life insurer’s surplus shall be held on
deposit with the Insurance Commissioner in the form of cash or
acceptable securities for the benefit and protection of CNMI
policyholders as long as the insurer has any outstanding obligation
arising out of insurance transacted in the Commonwealth.

In addition to life insurance, an insurer may be authorized
to transact disability insurance provided there shall be an
additional paid-in capital of $200,000 and surplus of $100,000.
A life insurer shall not transact any other class of insurance other
than disability.
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(iiiy 4 CMC Section 7307. Foreign Insurers.

It is recommended that a new subsection be added to this
section to require foreign insurers to have at all times paid-in
capital of $1,000,000 or more and paid-in surplus not less than
$500,000. One tenth or more of a foreign insurer’s surplus shall
be held on deposit with the insurance Commissioner in the form
of cash or acceptable securities for the benefit and protection of
CNMI policyholders so long as the insurer has any outstanding
obligation arising out of insurance transacted in the
Commonwealth. Deposit requirements equivalent to the above
shall so be applicable to non-stock insurers.

{iv) 4 CMC Section 7308. Alien Insurers.

It is recommended that a new subsection be added to this
section to require alien insurers to have at all times paid-in capital
in an amount equivalent to $5,000,000 and a paid-in surplus of
not less than the equivalent of $2,500,000. One tenth or more
of an alien insurer’s paid-in surplus shall be held on deposit with
the Insurance Commissioner in the form of cash or acceptable
securities for the benefit and protection of CNMI policyholders so
long as the insurer has any outstanding obligation arising out of
insurance transacted in the Commonwealth.

(v) Deposits with the Commissioner pursuant to (i), (ii), (iii),
and (iv) shall be subject to the following:

1. Designation of Depositary

The Commissioner shall assign all deposits to the
Treasurer of the Commonweaith. Upon the request of the
insurer the Commissioner may designate to the Treasurer
any solvent financial institution having trust powers
domiciled in the Commonwealth, as the Commissioner’s
depositary to receive and hold any such deposit.

Any such deposit so held shall be at the expense of
the insurer. The CNMI government shall be responsible for

the safekeeping and return of all funds or securities so
required by the Insurance Act.
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2. Rights of the Insurer

So long as the insurer remains solvent and compiies
with the provisions of the Insurance Act it may:

A. Demand, receive, sue for and recover the income
from cash or securities deposited in accordance with
the Insurance Act;

B. Exchange and substitute for the deposited cash or
securities or any part thereof, cash or eligible
securities of equivaient or greater value; and

C. Inspect, at reasonable times, any deposit made in
accordance with the insurance Act.

3. Treatment of Deposit

Any deposit made to the Commonwealth Insurance
Commissioner under the Insurance Act shall be released
.V and returned:

A. Tothe insurerupon extinguishment by reinsurance or
otherwise of all liability of the insurer for the security
of which the deposit is held; or

B. To the insurer to the extent such deposit is in excess
of the amount required; or

C. Upon proper order of a court of competent
jurisdiction to the receiver, conservator, rehabilitator,
or liquidator of the insurer, or to any other properly
designated official or officials who succeed to the
management and control of the insurer’s assets.

4. Release of Deposit

No such release shall be made except upon application to
and the written order of the Commissioner. The
Commissioner shall have no personal liability for any such
release of any such deposit or part thereof so made by him
or her in good faith.

[Recommendations in subsection v are adapted from the Uniform

Deposit Law, Model Regulation Service--October 1990, National
Association of Insurance Commissioners.}
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(2) Limits of risks for classes of insurance

4 CMC Section 7306. Domestic insurers.

It is recommended that a new subsection be added to this section
to impose limits of risks for classes of insurance on domestic insurers.
Such insurer’s retention of risk shall be limited to not more than ten
percent (10%) of paid-in capital and surplus for any single risk, per ciass
of insurance, per policy contract, after the deduction for any reinsurance
taking effect simultaneously with the policy.

A corporate insurer may retain any net single risk in excess of ten
percent (10%) of its paid-in capital and surplus provided that not earlier
than five days before the effective date of retention of said risk, it shall
have deposited with the Commissioner a coliateral agreement and
collateral security, both subject to the Commissioner’s approval, in an
amount not less than that proportion which exceeds the foregoing
limitation.

[The above recommendation is adapted from Section 43110, the

insurance Law of Guam, Title XXXIX of the Government Code of Guam
and Chapter IV, Title 14, Guam Codes Annotated.]

(3) Requirements for organization of domestic insurers

4 CMC Section 7306. Domestic insurers.

(i) It is recommended that a new subsection be added to the
above section to require that, as part of the organization of a new
insurance company, all monies collected from the sale of stock
other than that amount permitted for the promotional cost shall be
heid in escrow as designated by the Commissioner until such time
as the company has been completely organized, has hired a
sufficient number of qualified full-time employees, and has
obtained a Certificate of Authority pursuant to Section 7301 of
the Insurance Act.

(i) it is recommended that another subsection shall be added
to require that the usual home office records of every domestic

insurer must be kept and maintained at all times within the
Commonwvealth.

-52 -

COMMONWEALTH REGISTER VOLUME- 16 NUMBER 01 JANUARY 15, 1994 PAGE 11397



(iii) It is further recommended that another subsection shall be
added to provide that the Commissioner shall have the right to
review, approve, or disapprove any management contract or
exclusive agency contract that may have been made between the
new insurance company and some individual, partnership or
corporation. The Commissioner shall have the authority to
promulgate or adopt such rules and reguiations to define certain,
definite standards by which to judge any such contract.

(4) Requirements for mergers, rehabilitation, and liguidation

Under study for their applicability to the Commonwealth are the

NAIC’s:
(a) Insurers Rehabilitation And Liquidation Model Act; and
(b) Administrative Supervision Model Act.

The findings of such study, if any, shall be reported in subsequent
annual reports of the Insurance Commissioner, unless sooner published.

(b) Insurance rates for certain classes of tariff insurance

(i) 4 CMC Section 7504(a). Approval (Rates).

it is recommended that the above subsection shall be
amended to require the Commissioner’s approval of all rates, in
addition to inciude rates for tariff lines (life insurance, motor
vehicle insurance and workers compensation insurance) before
they may be charged, advertised, publicized or otherwise
represented.

(ii) It is further recommended that a thorough study and
assessment be made pertaining to the necessity of revising rates
for tariff lines from those currently in use in the Commonwealth
by authorized insurers. A special task force shall undertake the
project upon the endorsement of the Commissioner.
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Members of such task force shall include representatives
from the Office of the Insurance Commissioner, Northern Marianas
Property and Casualty Insurance Association, authorized insurers
and other private or public individuals, firms, associations, or
corporations that may have a bonafide, participative interest in the
undertaking of such study. Upon its final deliberations and
conclusions, the task force shall prepare and present its report to
the Commissioner whom shall approve or disapprove the task
force’s recommendations pursuant to Section 7504.

ﬂ-54_

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11399



FIFTH ANNUAL REPORT t'{
OF THE INSURANCE COMMISSIONER ]

#
%

- 56 - )



T ABLE OF CONTENTS

DESCRIPTION PAGE

RECOMMENDATIONS TO THE LEGISLATURE
PURSUANT TO SECTION 7112...... ceesevtecanen ctseescn seesesas 60

NAMES OF ALIEN INSURANCE COMPANIES...:ce:.. oo
- Classes of Insurance Authorized in CNMI
and their General Agents

ceescsvssensceses 217

NAMES OF DOMESTIC INSURANCE COMPANIES. .. ceeveescosss eeesssess 219
- Classes of Insurance Authorized in CNMI
and their General Managers/Agents

NAMES OF FOREIGN INSURANCE COMPANIES. .. ¢eceeesonseccccse eesesee 221
- Classes of Insurance Authorized in CNMI
and their General Agents

LIST OF GENERAL AGENTS

....................................... 227
LIST OF SURPLUS LINES AGENTS/BROKERS....e¢ciceceeccosnnse eese. 233
LIST OF BROKERS . . . ittt ittt ittt eesnasssssssosonsssnoeens PP 234
LIST OF SUB-AGENT S . . ¢ttt etsecesesesonsosassososesessnsososas 238
LIST OF ADJUSTERS . ¢t e o et o esvsosossessssossassnsssecssnsossssocnsoes 245
LIST OF SOLICITORS . .. ettt esoeeesnssorencscassnenessasonsass ee. 246
ALTEN INSURANCE COMPANIES SECURITIES DEPOSITS/BOND.......... . 247
FINANCIAL STATEMENT OF LICENSED ALIEN INSURANCE COMPANIES
As of December 31, 1992 (in thousands).........c... ceesenenn 248
FINANCIAL STATEMENT OF LICENSED FOREIGN INSURANCE COMPANIES
As of December 31, 1992 (in thousands)........ceeeeeevecenn 249
FINANCIAL STATEMENT OF LICENSED DOMESTIC INSURANCE COMPANIES
As of December 31, 1992 (actual figures).......ccoeeeee.. .. 251

SUMMARY OF TOTAL LINES OF BUSINESS WRITTEN
BY PROPERTY AND CASUALTY COMPANIES .....ctteteeetccosconocns 252
For Calendar Year Ending December 31, 1992
EXHIBIT OF PREMIUMS AND LOSSES ON FIRE
EXHIBIT OF PREMIUMS AND LOSSES ON ALLTIED LINES .....cceceeeen 255

- 57 -

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11400



TABTLE OF CONTENTS

DESCRIPTION PAGE

EXHIBIT OF PREMIUMS AND LOSSES ON HOMEOWNERS MULTIPLE PERIL.. 256
EXHIBIT OF PREMIUMS AND LOSSES ON COMMERCIAL MULTIPLE PERIL.. 257

EXHIBIT OF PREMIUMS AND LOSSES ON OCEAN MARINE

.......... eesss 258
EXHIBIT OF PREMIUMS AND LOSSES ON INLAND MARINE.......e.e0... 259
EXHIBIT OF PREMIUMS AND LOSSES ON TYPHOON ......... ceveceanae . 260
EXHIBIT OF PREMIUMS AND LOSSES ON EARTHQUAKE ........cc.c00en 261
EXHIBIT OF PREMIUMS AND LOSSES ON ALL OTHER A & H ....c.0.... 262
EXHIBIT OF PREMIUMS AND LOSSES ON WORKERS' COMPENSATION ..... 263
EXHIBIT OF PREMIUMS AND LOSSES ON OTHER LIABILITY ........... 264
EXHIBIT OF PREMIUMS AND LOSSES ON
OTHER PRIVATE PASSENGER AUTO LIABILITY...... Ceceececc e eaena 265
EXHIBIT OF PREMIUMS AND LOSSES ON
OTHER COMMERCIAL AUTO LIABILITY ... cccecetecosscocacsnnsscanscs 266
EXHIBIT OF PREMIUMS AND LOSSES ON
PRIVATE PASSENGER AUTO PHYSICAL DAMAGE. ....cciieeeetcncannn 267
EXHIBIT OF PREMIUMS AND LOSSES ON
COMMERCIAL AUTO PHYSICAL DAMAGE. ... c. et ceeessescancsacacsans 268
EXHIBIT OF PREMIUMS AND LOSSES ON FIDELITY & SURETY....c.o0... 269
EXHIBIT OF PREMIUMS AND LOSSES ON OFFSHORE SURETY............ 270
EXHIBIT OF PREMIUMS AND LOSSES ON GLASS. . ...t cteesccesoacccnas 271
EXHIBIT OF PREMIUMS AND LOSSES ON BURGLARY AND THEFT......... 272
EXHIBIT OF PREMIUMS AND LOSSES ON BOILER AND MACHINERY....... 273
EXHIBIT OF PREMIUMS AND LOSSES
ON AGGREGATE WRITE-INS FOR OTHER LINES OF BUSINESS......... 274
EXHIBIT ON SURPLUS LINES. ...t ctctteetstosoasnscssscsoscnnseaass 275

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11401



TABLE O F CONTENTS

DESCRIPTION

SUMMARY OF LIFE INSURANCE ....ce0c0ceccoconss .ae
- Direct Premiums and Annuity Con51deratlon
for Calendar Year Ending December 31, 1992

SUMMARY OF LIFE INSURANCE DIRECT CLAIMS AND BENEFITS PAID..

For Calendar Year Ending December 31, 1992

EXHIBIT OF LIFE INSURANCE DIRECT CLAIMS AND BENEFITS PAID ..

SUMMARY OF LIFE INSURANCE POLICY ....cceeeccosnccssnenonccnsse

For Calendar Year Ending December 31, 1992

EXHIBIT OF LIFE INSURANCE POLICY ....ccctcreecssnssonanoansns

SUMMARY OF LIFE INSURANCE DIRECT DEATH BENEFITS INCURRED ...

For Calendar Year Ending December 31, 1992

EXHIBIT OF LIFE INSURANCE DIRECT DEATH BENEFITS INCURRED ...

SUMMARY OF ACCIDENT AND HEALTH INSURANCE ....ccectteececccnen

For Calendar Year Ending December 31, 1992

EXHIBITS OF ACCIDENT AND HEALTH INSURANCE....:.cccsoeeevccenns

‘- B9 -

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15,

1994 PAGE

276

277

278

281

282

285

286

11402



RECOMMENDATIONS TO THE LEGISLATURE
PURSUANT TO SECTION 7112

Since 1988, the year of the First Annual Report of the Insurance
Commissioner, the Commonwealith insurance industry kept pace with the
astronomical economic growth experienced in the CNMI, especially in Saipan.
In fact, between 1988 and 1992, an additional 11 insurers were incorporated
in the Commonwealth. The growth, however, began to show its vulnerability
in 1992 when the CNMI’s economy, previously thought to have been well-
insulated by the strong economies of asia, went the way of the general
recession that has afflicted nations’ economies, including Japan, since the its
advent in 1989.

With concerns of a lingering economic slowdown still uncertain, in
addition to depreciated land values, apprehensions of foreign investors, political
ineptitude, a government deficit and strained relationship with the U.S.
Congress, worries about the affordability, availability, much less the regulation
of insurance were perceived as minor, perhaps irrelevant, in comparison. In
spite of such views, however, insurance is a potent economic reality, totally
relevant and significant to the extent it impacts on society.

The recommendations to the legislature discussed below are intended to
address the more crucial concerns about what the regulation of insurance
should entail. Enforcement effectiveness and adequacy of these
recommendations, should any eventually become law, will depend greatly on
the extent that the recommendations in Part A of the Special Report to the
Leqislature Pursuant to 4 CMC Section 7113 are heeded.

For better clarity, the reader should consult the actual provision in the
Insurance Act that relates to a particular recommendation. Applicable statutory
provisions or other references are cited following each recommendation.
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RECOMMENDATIONS:

1. Insurance licensees

For the purpose of protecting the insurance public by regulating those
licensed to engage in the business of insurance, except as an insurer, IT
IS RECOMMENDED to amend the Insurance Act by adopting a tailored
version of the NAIC Agents and Brokers Licensing Model Act (See page
73, Exhibit A the actual model law.) and establishing minimum eligibility
requirements for licensure of the two major categories of prospective

licensees,

i.e. CNMI resident verses non-resident. Such requirements

may include but are not limited to the following:

For resident applicants.

A "resident" means any person who is a U.S. citizen, or of
Northern Marianas descent who has met all applicable residency
requirements and intends to reside permanently in the
Commonwealth, or otherwise a person classified as a permanent

resident of the Commonwvealth.

(1)
(2)

(3)

(4)

(5)

(6)

(7)

COMMONWEALTH REGISTER

Must be at least 18 years of age;
Must be a current registered voter;

Must not have been convicted of a felony or a crime
involving fraud within the last seven years as of the date of
the application;

Must be a high school graduate or equivalent;

Must pass a written exam administered by the
Commissioner;

Must provide any additional information reasonably
requested by the Commissioner in connection with the
application and pay all required fees; and

If applicant is not a natural person or sole proprietor, but a
partnership, association, firm, corporation, or other such
entity, the individual{s) designated in the application to act
under the license being applied for shall be required to meet
the requirements set forth in (1) through (6).

-61 -

VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11404



For non-resident applicants.

A "non-resident” means a person, regardless of citizenship, who
does not meet the qualifications of resident and whose sole

purpose for seeking an insurance license is for economic or other
profit.

(1) Must be at least 18 years of age;
(2) Must provide proof of citizenship;

(3) Must have valid license to transact insurance where
currently residing;

(4) Must not have been convicted of a felony or a crime
involving fraud within the last seven years as of the date of
the application;

(5) Must be a high school graduate or equivalent;

(6) Must pass a written exam administered by the
Commissioner; and

(7) Must provide any additional information reasonably
requested by the Commissioner in connection with the
application and pay all required fees; and

(8) If applicant is not a natural person or sole proprietor, but a
partnership, association, firm, corporation, or other such
entity, the individual(s) designated in the application to act

under the license being applied for shall be required to meet
the requirements set forth in (1) through (7).

[See also 4 CMC Sections 7303(a)(4) and 7303(g}{(1)(E}]
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2. Loss_reserves

For the purpose of protecting the insurance public by holding insurers
more accountable for loss liabilities, IT IS RECOMMENDED to require all
authorized insurers to establish and maintain loss reserves, or in the case
of foreign and alien insurers to provide proof thereof, in an amount
estimated in the aggregate to provide for the payment of all losses and
claims incurred in the Commonwealth, whether reported or unreported,
which are unpaid and for which such insurer may be liable and to provide
for the expenses of adjustment or settlement of losses and claims.

[See also (1) Exhibit B: Mode! Legislation to Modify Schedule "P", on
page 103; and (2) 4 CMC Sections 7306, 7307 and 7308.]

3. Insurance license and other fees

For the purpose of protecting the insurance public by promoting the
competency and enforcement effectiveness of insurance regulators, IT
IS RECOMMENDED:

(a) To repeal all references to insurance fees from Public Law 3-11 (4
CMC Division 1);

(b) To amend the Insurance Act for the provision of such fees
through the authority of the Commissioner to promulgate rules to
regulate such fees;

(c) To notify of the Commissioner’s intention to incorporate the
Proposed Schedule of Fees below into such rules and regulations
that he shall promulgate pursuant 3(b); and

(d) To use funds collected from such fees to train and educate staff
in the regulation of insurance.

[See also Part A of the Special Report to the Legislature Pursuant to
Section 7113.
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Proposed Schedule of Fees:

l. Certificate of Authority, initial and renewval thereof:

(1) Alien iNSUrer .....cvevveiiiiiiiiiiiiniiiiinae, $3,000.00

(2) DOMESTIC INSUrer ...ocvvvviiniiiiiiiiiniiiinnennas 1,500.00

(3) FOreign iNSUrer ..oovvvieerieeeirenenneneissionans 3,000.00 f
It Insurance licenses, initial and renewal thereof:

(1) General agent ...ocoeviiiiiiiiiarniinneriiieaans $ 350.00

(2) SUD-3GENT .ot 250.00

(3) Sub-agent (CNMI non-resident) .............. 300.00

(4) BroKer ...covocviiiiiiiiiiiiiiiii i, 500.00

(5) Broker (CNMI non-resident) ...........ooevnens 600.00

() AdJUSTEI .iiviiiiiiiiiii e i e reeeeenanens 200.00

(7) Adjuster (CNMI non-resident) ................. 240.00

(8) SONCITOr «vvvviiiiiiieiiiei e, 200.00

(9) Solicitor (CNMI non-resident) ................. 240.00

(10) Surplus Line ..o 750.00

(11) Surplus Line (CNMI non-resident) ........... 900.00
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. Filing and processing:
(1) Application to organize a domestic insurer ...... $ 250.00
(2) Initial applications only:

(a) Admission and certificate of authority:

(1) AlIEN INSUMET tiviiiriiiiiiieiieriiiirensesnneses 500.00
(2) DoOmMEStIC INSUIEI vvvivivriiiirvevarserresanannes 250.00
(3) Foreign inSurer .......coeevveiiinneiiiininnninnn, 500.00

(b) Insurance licenses (See Il.):

(1) ReSIdENT tovvireiiririiiiiiiiieriieiiereiannns 25.00
(2) Non-resident .....cvvvvivieeiiirrrniesrisenenns 50.00
(3) Amendment to certificate of authority
OF INSUraNCe liCBNSE...vvvvieieriiriiieireeieiiniranines 10.00
(4) Reinstatement of:
(a) Certificate of authority .....ccoovvvviiiiiinnn, $1,000.00
(b) Insurance liCeNSEe ..ccvvvviiiieiiiiiiiiiieeen, 100.00
(B) ANNUAl StAtEMENT ..vvviriieiiiiiieeiriiie e riineaeans 10.00
(6) Service of Process on Commissioner ............... 10.00
(7) Late filing penalty for:
(a) Extension of certificate of authority,
per day up to $1,200 maximum ................ 20.00
(b) Renewal of insurance license or notice
of intent not to renew insurance
license, per day up to $200
MAaXiMUM PEF YA .. evvrrrirreaarrteearrnieeaiienas 1.00
(c} Annual statement
per day up to $1,200 maximum ................ 20.00
(d) Surplus lines annual report,
per day up to $600 maximum ...........c...... 5.00
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V. Miscellaneous:

(1) Copies of documents or records on file
with the Commissioner, per page ......c..coceeueen. .50

(2) Certificate of the Commissioner under
his seal authenticating any
document or instrument (other than
a license or certificate of
1014 o] 14V 2N PP 5.00

(3) Listing of insurance licensees,
(o] AT g - U] =1 - S 5.00

(4) Annual Report of the

Insurance COMMISSIONET ..iviiuiiiiniiiieeiiieeinananns 25.00
(5) Copy of the Insurance ACt ........ccevvviiiiiiininnnns 25.00
V. The Commissioner by rule may reasonably fix other fees in

addition to the above.

4, Extension of certificate of authority

For the purpose of protecting the insurance public by defining the
insurer’s responsibility regarding the extension of its certificate of
authority, IT IS RECOMMENDED to amend 4 CMC Section 7303(g)(1)
to provide specific recourse against an insurer that fails to file a timely
application for the extension of its certificate of authority, unless such
insurer is found ineligible or otherwise barred from applying and is given
adequate prior notice of such status.

This amendment provision shall require the immediate suspension of an
insurer’s certificate of authority if, on or before the established extension
date, it fails to submit an application or request in writing for an
extension of time not to exceed 60 working days in which to file such
application. No further extensions shall be granted.
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A written request for an extension of time in which to file shall be
refused if such request is received after the extension date. An insurer
is deemed to have ample opportunity before such date to prepare and
submit such request. In addition to suspension, the insurer shall be
penalized $20 each day beyond the extension date up to a $1,200
maximum, but that an insurer shall be liable for the $1,200 maximum
should it fail to submit its application on or before the approved extended
filing date.

tf an insurer fails to file an application within 60 days after the extension
date or on or before the approved extended filing date, whichever is
later, the Commissioner, pursuant to Section 7201(k), shall give notice
for a hearing why the insurer’s certificate of authority should not be
revoked. If the Commissioner so finds that the certificate of authority
should be revoked, he shall prepare an order on hearing pursuant to
Section 7201(p). The order on hearing may subject the insurer to such
regulatory action as, be required to pay additional fines under Section
7301(m), withdraw from the CNMI, or be put on probation, the terms of
which shall be specified in such order of the Commissioner.

If the Commissioner finds that the insurer’s certificate of authority
should not be revoked, he shall prepare an order on hearing which may
subject the insurer to levied fines [{See Section 7301(m).] or other
regulatory actions pursuant to such order. The insureris held completely
responsibie to meet all applicable requirements for the extension of its
certificate of authority.

5. Annual financial statement: preparation

For the purpose of effecting uniform compliance regarding the
preparation of the annual financial statement required pursuantto 4 CMC
Sections 7306(0){1), 7307(d) and 7308(d), and to improve the
surveillance of the financial condition of insurers, IT IS RECOMMENDED
by the promulgation of regulations to require every admitted insurer to
subscribe and adhere to those instructions as published from time to
time by the NAIC for the purpose of preparing the insurer’s annual
financial statement.

Current NAIC instructions for property and casualty insurers include a
requirement for the preparation and submission of an annual audited
financial report in addition to the annual financial statement. Such
requirement, likewise, shall apply.
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If the above regulation is adopted on or prior to June 1, then the
preparation of annual financial statements as of December 31 of the year
in which the regulation is adopted must comply with such regulations.
If adoption occurs after June 1, then compliance thereto shall not be
required until the following year’s annual financial statement.

An insurer submitting a substantially deficient annual financial statement

shall be so informed by the Commissioner. Such insurer shall bear all
costs and penalties to resubmit a corrected annual financial statement.

0. Annual financial statement: submission

For the purpose of protecting the insurance public by defining the
insurer’s responsibility regarding the preparation and filing of the annual
statement pursuant to 4 CMC Sections 7306(o)(1), 7307(d) and
7308(d), IT IS RECOMMENDED to amend the foregoing sections to
provide specific recourse against an insurer that fails to submit its annual
statement as prescribed herein.

With reference to the cited sections above, every admitted insurer shall,
on or before April 1 of each year, file with the Commissioner an annual
financial statement, verified under oath, setting forth its financial
condition, transactions and affairs as of December 31 the year
preceding. However, Sections 7307(d) and 7308(d) shall be amended
such that a foreign or alien insurer with a financial year-end other than
December 31 shall disclose to the Commissioner such fact in its initial
application for admission and certificate of authority and, where
admission is approved, the Commissioner shall establish the rules by
which such insurer may satisfy filing requirements for the annual
financial statement.

In addition, amendments to these sections shall require the immediate
suspension of an insurer’s certificate of authority if, on or before April 1
of each year, it fails to submit its annual statement or request in writing
for an extension of time not to exceed 60 days in which to file such
annual statement. No further extensions may be granted.

A written request for an extension of time in which to file shall be
refused if such request is received after April 1. An insurer is deemed
to have reasonably ample opportunity before April 1 to ascertain whether
it is necessary to request for an extension of time in which to file.

' ég .
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In addition to suspension, an insurer shall be penalized $20 each day
past April 1 up to a maximum of $1,200, but that an insurer shall be
liable for the $1,200 maximum if it fails to submit its annual financial
statement on or before the approved extended filing date.

If an insurer fails to file its annual financial statement within 60 working
days after April 1 or on or before the approved extended filing date,
whichever is later, the Commissioner, pursuant to Section 7201(k)}, shall
give notice for a hearing why the insurer’s certificate of authority should
not be revoked.

If the Commissioner so finds that the certificate of authority should be
revoked, he shall prepare an order on hearing pursuant to Section
7201(p). The order on hearing may subject the insurer to

regulatory action such as to pay additional fines under Section 7301(m),
withdraw from the CNMI, or be put on probation, the terms of which
shall be specified in such order of the Commissioner.

If the Commissioner finds that the insurer’s certificate of authority
should not be revoked, he shall prepare an order on hearing which may
subject the insurer to pay additional fines [See Section 7301(m).] or
other regulatory actions pursuant to such order. The insurer is held
completely responsible to meet all applicable requirements for the
submission of its annual financial statement.

Examination of insurer

For the purpose of improving the surveillance of insurer solvency, IT IS
RECOMMENDED to amend the Insurance Act by incorporating a modified
version of the NAIC Model Law on Examinations. See Exhibit B and 4
CMC Section 7201(c) through (h). Exhibit C on page 105 is the actual
NAIC model law. '

insurance guaranty association

For the purpose of establishing a mechanism for the payment of covered
claims under certain insurance policies to avoid excessive delay in
payment and to avoid financial loss to claimants or policyholders because
of the insolvency of an insurer, to assist in the detection and prevention
of insurer insolvencies, and to provide an association to assess the cost
of such protection among insurers, IT IS RECOMMENDED to amend the
Insurance Act by incorporating a new chapter based on a modified
version of the NAIC Post-Assessment Property and Liability Insurance
Guaranty Association Model Act. See Exhibit D on page 115 the actual
NAIC model law.
- 69 -
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9. Sub-agent licensee

For the purpose of protecting the insurance public by restricting a sub-
agent’slicense, ITIS RECOMMENDED to amend 4 CMC Section 7303(b)
to add a new section to require a separate sub-agent license for each
insurer whom the sub-agent under the sub-agent appointment is
authorized to effectuate or countersign insurance contracts.

10. Workers Compensation Commission

For optimizing insurance regulatory activities through centralization under
the Insurance Commissioner, IT IS RECOMMENDED to consider a plan
to have the Office of the Insurance Commissioner assume the
responsibilities of the Northern Marianas Retirement Fund with regards
the administration of the Workers Compensation Commission. See also
Part A of the Special Report to the Legislature Pursuant to Section 7113.

Certainly, amendments would be required to Public Laws 3-107, 6-33,
and other laws that may be affected. Such a plan to assimilate the
functions of the Workers Compensation Commission into one regulatory
commission under the stewardship of the Commissioner, would yield
more efficient use of government resources and provide a higher level of
regulatory surveillance and enforcement effectiveness.

11. Surplus lines

For the protection of the insurance public by applying more stringent
requirements for placement of surplus lines insurance, IT IS
RECOMMENDED to amend the Insurance Act by adopting a modified
version of the NAIC Model Surplus Lines Law. See page 133 Exhibit E
the actual NAIC model.

The extent of adoption of the model law would either amend or repeal
4 CMC Section 7304 of the Insurance Act. This recommendation is
likely more implementable, as are most of the recommendations herein,
upon the impiementation of Part A of the Special Report.

12. Unauthorized insurers

For the protection of the insurance public by advocating stricter penalties
for the iliegal transaction of insurance by unauthorized insurers, IT IS
RECOMMENDED to amend 4 CMC Section 7505 of the Insurance Act
by adopting certain modified sections of the NAIC Unauthorized Insurers
Model Act. See page 149 Exhibit F the actual model law.
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14.

15.

Title insurance

For the protection of people seeking title insurance in the Commonwealth
by rightly recognizing that title insurance is a class of insurance and the
legal transaction thereof constitutes a valid insurance transaction and,
thus, should be subject to proper regulation, IT IS RECOMMENDED to
amend the Insurance Act by incorporating a modified version of the NAIC
Model Title Insurance Act. See page 161 Exhibit G the actual model.

Health maintenance organization

For the protection of people who are seeking to enroll in, or are current
members of health maintenance organizations in the Commonwvealth due
to the non-regulated status of such organizations under the Insurance
Act, ITIS RECOMMENDED to amend the Insurance Act by incorporating
a locally tailored version of the NAIC Health Maintenance Organization
Model Act. See page 181 the actual model law in Exhibit H.

The Commonwealth undoubtedly would benefit from such amendment
as the Insurance Act does not provide for the regulation of health
maintenance organizations. However, the amendment would be ill-
advised and meaningless if the Commissioner has not given assurance
that he has the necessary resources to enable effective enforcement of
said amendment. Please see Part A of the Special Report.

Withdrawal from the CNMI

For the protection of policyholders with policies or claims pending at the
time an insurer desires to withdraw from doing business in the
Commonwealth, IT IS RECOMMENDED to amend the Insurance Act by
adding a provision as follows:

Section . Withdrawal.
(a) An insurer who desires to withdraw from the CNMI must first
make application to the Commissioner for an order granting

permission to withdraw.

(b) Such application shall be accomplished by an affidavit of its
principal officer and general agent, that:

(1) It desires to withdraw and to permanently discontinue the
transaction of insurance business in the CNMI.

o7 -



(c)

(d)

(e)

(2) All its outstanding policies have wither expired or have
been reinsured, in which case it shall file an affidavit by the
reinsurer stating that it has reinsured certain policies of the
withdrawing company and setting forth in detail the policies
it has reinsured; and that

(3) All existing claims arising out of insurance transacted in the
CNMI! have been paid in full.

It shall cause publication of a notice of its intention to withdraw
in a newspaper of general circulation in the CNMI once a week for
four (4) consecutive weeks, and shall cause said newspaper to file
affidavit of publication with the Commissioner.

If any person shall object to such withdrawal within one (1) week
from the date of last publication, and give good and sufficient
cause therefore, the Commissioner may order that permission for
such withdrawal be refused.

If the insurer has complied with the provisions of this section and
no objection has been made, or if objection is made but without
good and sufficient cause, the Commissioner shall order
permission to withdraw and the withdrawing insurer shall deliver
to the Commissioner for cancellation its certificate of authority
and current licenses of its agents, sub-agents, and solicitors.
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AGENTS AND BROKERS LICENSING*MODEL ACT
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Section 1. Scope

EXHIBIT A

This Chapter governs the qualifications and procedures for the licensing of insurance agents, insurance
brokers, surplus lines brokers, insurance consultants and limited insurance representatives. These provi-
sions shall apply to any and all lines of insurance and types of insurers including but not limited to life,
heslth, property, liability, credit, title, fire or marine operating on a stock, mutual reciprocal, fraternal,
hospital or medical service plan, as set forth in Chapter (insert applicable chapter). For purposes of this
Chapter, all references to insurance shall include annuities unless context otherwise requires.

Section 2.

Definitions

As used in this Chapter, the following definitions apply:

A. Insurance Agent. An insurance agent is an individual, partnership, or corporation appointed by an

insurer to solicit applications for a policy of insurance or to negotiate a policy of insurance on its
behalf.

An individual, partnership, or corporation not duly licensed as an insurance agent, insurance
broker, surplus lines insurance broker, or limited insurance representative who solicits a policy of
insurance on behalf of an insurer shall be an insurance agent within the intent of this Chapter. and
shall thereby become liabie for all the duties, requirements, liabilities. and penalties to which an
insurance agent of such company is subject, and such company by compensating such person
through any of its officers, agents or employees for soliciting policies of insurance shall thereby
accept and acknowledge such person as its agent in such transaction.

. Insurance Broker. An insurance broker is any individual, partnership or corporation who, for
compensation, not being a licensed agent for the company in which a policy of insurance is placed.
acts or aids in any manner in negotiating contracts for insurance or placing risks or effecting
insurance for a party other than himself or itself.

An individual, partnership or corporation not.licensed as an insurance broker who solicits a policy
of insurance on behalf of others or transmits for others an application for a policy of insurance to or

Copyright NAIC 1990 - 73 - 210-1
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from an insurance company, or-offers or.assumes to.act in the negotiations of such insurance, shall
be an insurance.broker within the intent of this Chapter, and shall thereby-become:liabde. for all
the duties, requirements, liabilities and penalties to which such licensed brokers are subject.

C. Surplus Lines Insurance Broker. A surplus lines insurance broker is an individual, partnership or
corporation who solicits, negotiates or procures a policy of insurance in an insurance company not
licensed to transact business in this State which cannot be procured from insurers licensed to do
business in this State. All transactions under such license shall be subject to Chapter [insert
applicable chapter].

D. Limited Insurance Representative. A limited insurance representative is an individual, partner-
ship or corporation who is authorized by the Commissioner to solicit or negotiate contracts for a
particular line of insurance which the Commissioner may by regulation deem essential for the
transaction of business in this State and which does not require the professional competency
demanded for an insurance agent’s or insurance broker’s license.

E. Consultant. A consultant is an individual, partnership or corporation who, for a fee, holds himself
or itself out to the public as engaged in the business of offering any advice, counsel, opinion or
service with respect to the benefits, advantages or disadvantages promised under any policy of
insurance that could be issued in this State.

F. Person. A person shall mean any natural or artificial entity including, but not limited to, indi-
viduals, partnerships, associations, trusts or corporations.

Section 3. Duties

A. Agent: Limited Insurance Representative: Agent of Insurer. Every agent or limited insurance
representative who solicits or negotiates an application for insurance of any kind shall, in any
controversy between the insured or his beneficiary and the insurer be regarded as representing the

insurer and not the insured or his beneficiary. This provision shall not affect the apparent author-
ity of an agent.

B. Brokers: Agent of Insured. Every insurance broker or surplus lines insurance broker who solicits
an application for insurance of any kind shall, in any controversy between the insured or his
beneficiary and the insurer issuing any policy upon such application, be regarded as representing
the insured or his beneficiary and not the insurer; except any company which directly or through
its agents delivers in this State to any insurance broker a policy of insurance pursuant to the
application or request of such broker, acting for an insured other than himself. shall be deemed to
have authorized such broker to receive on its behalf pavment of any premium which is due on such
policy of insurance at the time of its issuance or delivery.

C. Any person that offers enrollment in more than one group contract of insurance shall. at a mini-
mum, be licensed as a limited insurance representative. No firm shall be required to maintain
more than one limited insurance representative license per location. This requirement shall not
apply to employer/employee relationships, nor to any such enrollments.

Section 4. General License Requirements
A. License Required: Liability; Validity of Contract; Penalty.

(1) No person shall act as or hold himself out to be an insurance agent. insurance broker, swplus
lines insurance broker. limited insurance representative or consultant unless duly licensed.

(2) No insurance agent, insurance broker, surplus lines insurance broker or limited insurance
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representative shall make application for, procure, negotiate for or place for others, any pol-
icies for any lines of insurance as to which he is not then qualified and duly licensed.

(2) An insurance agent, insurance broker or surplus lines insurance broker may receive qual-
ification for a license in one or more of the following lines:

1. Life insurance, annuity contracts, varia.ble annuities and variable life insurance.
2. Sickness, accident and health.
3. Credit life insurance and credit accident and health.
4. Fire and allied lines.
5. Vehicle liability and vehicle physical damage insurance.
6. Comprehensive personal and general liability coverage.
7. Marine and transportation.
8. Workmen’s compensation.
9. Credit and mortgage guarantee insurance.
10. Burglary and theft insurance.
11. Crop insurance.
12. Bail bonds.
13. Fidelity and surety insurance.
14. Homeowners’ and farmowners’ multiple peril insurance.
15. Commercial multiple peril insurance.
16. Property and/or casualty insurance sold in connection with a credit transaction.
17. Industrial fire (Optional.

(b) A limited insurance representative may receive qualification for a license without exam-
ination in one or more of the following lines:

1. Any ticket-selling agent of a common carrier who acts thereunder only with reference
to the issuance of insurance on personal effects carried as baggage. in connection with
the transportation provided by such common carrier, or applicants selling limited
travel accident insurance in transportation terminals.

o

Any other lines which the Commissioner finds by rule or regulation do not require the
professional competency demanded for an agent’s or broker's license.

(31 Noinsurance agent or limited insurance representative shall place a policy of insurance with
any insurer as to which he does not then hold a license as an insurance agent or limited
insurance representative under this Chapter.

Copyright NAIC 1996 - 75 - 2103
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B. Licensing of Organizations.

Q)

2)

A partnership or corporation may be licensed as an insurance agent, insurance broker, surplus
lines insurance broker, or limited insurance representative. Every member of the partnership
and every officer, director, stockholder and employee of the corporation personally engaged in
this state in soliciting or negotiating policies of insurance shall be registered with the Commis-
sioner as to its license, and each such member, officer, director, stockholder or employee shall
also qualify as an individual licensee. An additional license fee shall be paid as to each indi-
vidual registered as to the organization’s license; provided, however, that this section shall not
apply to a management association, partnership, or corporation, whose operations do not en-
tail the solicitation of insurance from the public.

The partnership or corporate licensee shall within ten working days notify the Commissioner
of every change relative to the individuals registered with the corporate or partnership license.

C. Controlled Business.

(§))

(2)

The Commissioner shall not grant, renew, continue or permit to continue any license if he
finds that the license is being or will be used by the applicant or licensee for the purpose of
writing controlled business. Controlled business shall mean:

(a) Insurance written on the interests of the licensee or those of his immediate family or of his
employer; or

(b) Insurance covering himself or members of his immediate family or a corporation, associa-
tion or partnership, or the officers, directors, substantial stockholders, partners, or em-
ployees of such a corporation, association or partnership, of which he or a member of his
immediate family is an officer, director, substantial stockholder, partner associate, or em-
ployee; provided, however, that nothing in this section shall apply to insurance written in
connection with credit transactions.

Such a license shall be deemed to have been, or intended to be, used for the purpose of writing
controlled business, if the Commissioner finds that during any twelve (12) month period the
aggregate commissions earned from such controlled business has exceeded twenty-five percent
{25%) of the aggregate commission earned on all business written by such applicant or licensee
during the same period.

D. Commissions; Payment; Acceptance.

2104

(1) Noinsurer, insurance agent, insurance broker, surplus lines insurance broker or limited insur-

ance representative shall pay, directly or indirectly, any commission. brokerage or other valu-
able consideration to any person for services as an insurance agent. insurance broker. surplus
lines insurance broker or limited insurance representative within this State. unless such
person held at the time such services were performed a valid license for that line of insurance
as required by the laws of this State for such services; nor shall any person other than a person
duly licensed by this State as an insurance agent. insurance broker. surplus lines insurance
broker or limited insurance representative at the time such services were performed accept
any such commission, brokerage or other valuable consideration. Provided. however, any per-
son duly licensed under this Chapter may pay his commissions or assign his commissions. or
direct that his commissions be paid. to a partnership of which he is a member, emplovee or
agent, or to a corporation of which he is an officer, emplovee or agent: and provided further that
this section shall not prevent payment or receipt of renewal or other deferred commissions to or
by any person entitled thereto under this section.
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E. License Contents.

(1) The license shall state the name, resident address, and social security or IRS identification
number of the licensee, date of issue, the renewal or expiration date, the line or lines of insur-
ance covered by the license and such other information as the Commissioner deems proper for
inclusion in the license.

(2) The license of an insurance agent or limited insurance representative shall specify the name of
the particular insurer by which the licensee is appointed. An insurance agent or limited
insurance representative may represent as many insurers as may appoint him in accordance
with this Chapter.

F.  Term of License.

All licenses issued pursuant to this Chapter shall continue in force not longer than twelve (12)
months, but shall expire as of 12:01 a.m. o’clock on the first day of [insert month] next following
date of issuance unless the licensee prior thereto has filed with the Commissioner, on forms pre-
scribed and furnished by him, a request for renewal of such license for an ensuing twelve-month

period. Such request must be accompanied by payment of the renewal fee as provided in Section
5D.

G. Exceptions to Licensing Requirements.

No license as an insurance agent, insurance broker, surplus lines insurance broker, or limited
insurance representative shall be required of the following:

(1) Any regular salaried officer or employee of an insurance company, or of a licensed insurance
agent, insurance broker, surplus lines insurance broker or limited insurance representative if

such officer or employee’s duties and responsibilities do not include the negotiation or solicita-
tion of insurance. ’

(2) Persons who secure and furnish information for the purpose of group or wholesale life insur-
ance or annuities; or group, blanket or franchise health insurance; or for enrolling individuals
under such plans or issuing certificates thereunder or otherwise assisting in administering
such plans, where no commission is paid for such service.

(3) Employers or their officers or employees, or the trustees of any employee trust plan, to the
extent that such employers, officers, employees or trustees are engaged in the administration
or operation of any program of employee benefits for their own employees or the employees of
their subsidiaries or affiliates involving the use of insurance issued by a licensed insurance
company, provided that such employers, officers, employees or trustees are not in any manner
compensated, directly or indirectly, by the insurance company issuing such insurance.

(4) Employees of a creditor who enroll debtors under a group policy, provided such employees
receive no commission.

(5) Persons representing fraternal organizations, who are excluded in accordance with the provi-
sions of Section 12 of this Chapter.

(6) Limited insurance representative, if separately licensed under the insurance code of this state.
Section 3. License Requirements
The Commissioner shall not issue, continue or permit to continue any license of an insurance agent.

insurance broker, surplus lines insurance broker or limited insurance representative except in compliance
with the following:

A. Application. Application shall be made to the Commissioner by the applicant on a form prescribed
by the Commissioner. ’
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B> Appointment by the company. The application for an insurance-agentwor limited insurance repre-
-sentative license shall be accompanied by a written appointment..Such-appointmentshall be made-
by an officer of the insurer designating the applicant as an insurance agent or limited insurance
representative for such lines of insurance as the applicant will be authorized to write for said

insurer, All appointments for any licensee shall be submitted on behalf of the appointing insurer,

on a form prescribed by the Commissioner, and shail remain in force until the annual renewal date
-which shall be (insert date].

C. Age. Every applicant for an insurance agent or limited insurance representative licensed under
this Chapter, except a partnership or corporation, must be eighteen (18) years or more of age.

D. Fees. All applications shall be accompanied by the applicable fees. An appointment shall termi-
_nateupon failure to pay the prescribed annual renewal fee.

(1) Initial Licensing
Residents—
Nonresidents—
(2) Annual renewal—
(3) Initial Exam—
Subsequent Exams—
(4) Initial appointment—
(5) Annual Renewal of Appointment—
The following fees are for brokers’ licenses:
(6) Initial fee—
Residents—
Nonresidents—
(7) Annual renewal—
Residents—
Nonresidents—
The following fees are for surplus lines brokers:
(8) Initial fee—
(9) Annual renewal—

The following fees are for consultants:
{(10) Initial fee—

(.1 1) Annual repewal—

210-6 - 78 -

COMMONWEALTH REGISTER. VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11421



E.

Model Regulation Service—July 1990

Resident-Nonresidant Licenses, The Commissioner shall issue an insurance agent’s license, insur-

_,.ancebmkershmnandahmﬁedmmncerepmenmuvesheemewanydulyquahﬁedmdent

or nonresident, individual, partnership or corporation of the state as follows:

8))

2)

Copyright NAIC 1990 ' - 79 -

Resident.

An applicant may qualify as a resident if he resides in this State or maintains his principal
place of business in this State. Any license issued pursuant to any such application claiming
residency for licensing purposes, as defined herein, in this State shall constitute an election of
residency in this State and shall be void if the licensee while holding a resident license in this
State, also holds or makes application for a license in, or thereafter claims to be a resident of
any other state or other jurisdiction or ceased to be a resident of this State; provided, however, if
the applicant is a resident of a community or trade area, the border of which is contiguous with

the state line of this State, the applicant may qualify as a resident in such states and hold a
license from each state.

Nonresident.

(a) An applicant may qualify for a license under this Chapter as a nonresident only if he holds
a like license in the United States, province of Canada or other foreign country. A license
issued to a nonresident of this State shall grant the same rights and privileges afforded a
resident licensee, except as provided in Subparagraph (f) of this paragraph.

(b) The Commissioner shall not issue a license to any nonresident applicant until he files with
the Commissioner his designation of the Commissioner and his successors in office to be
his true and lawful attorney, upon whom may be served all lawful process in any action,
suit, or proceeding instituted by or on behalf of any interested person arising out of the
applicant’s insurance business in this State. Such designation shall constitute an agree-
ment that such service of process is of the same legal force and validity as personal service
of process in this State upon such person.

Such service of process upon any such licensee in any such action or proceeding in any
court of competent jurisdiction of this State may be made by serving the Commissioner
with appropriate copies thereof and the payment to him of a fee of [insert amount). The
Commissioner shall forward a copy of such process by registered or certified mail to the
licensee at his last known address of record or principal piace of business, and shall keep a
record of all process so served upon him.

{c}) Service of process upon any such licensee in any action or proceeding instituted by the
Commissioner under this subsection shall be made by the Commissioner by mailing such
process by registered or certified mail to the licensee at his last known address of record or
principal place of business.

Such service of process is sufficient, provided notice of each service and a copy of the
process are sent within ten (10) days thereafter to the licensee at his last known address of
record or principal place of business by registered or certified mail return receipt requested.

If the Commissioner revokes or suspends any nonresident’s license through a formal pro-
ceeding under this Chapter, he shall promptly notify the appropriate Commissioner of the
licensee’s residence of such action and of the particulars thereof.

(d) A nonresident of this State may be licensed without taking an otherwise required written
examination if the Commissioner of the state of the applicants residence certifies that the
applicant has passed a similar written examination. or has been a continuous holder prior

to the time such written examination was required. of a license like the license being
applied for in this State.
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(e} Notwithstanding other provisions of this Chapter, no new bond shal] be required for a
nonresident insurance broker if the Commissioner issatisfied-that the existingbond cov-
ers his insurance business in this State.

(f) Whenever, by the laws or regulations of any other state or jurisdiction, any limitation of
rights and privileges, conditions precedent, or any other requirements are imposed upon
residents of this State who are nonresident applicants or licensees of such other state or
jurisdiction in addition to, or in excess of, those imposed on nonresidents under this Chap-

ter, the same such requirements shall be imposed upon such residents of such other state
or jurisdiction.

(g) A nonresident who complies with the continuing education requirements of the indi-
vidual'’s state of residence is exempt from the continuing education requirements for resi-
dent producers.

(3) Additional License Requirement—Surplus Lines Insurance Broker.

An applicant for a surplus lines insurance brokers license must be licensed in this State as a
resident insurance agent or insurance broker qualified as to the line or lines to be written.

(4) Character.

An applicant for any license under this Chapter must be deemed by the Commissioner to be
competent, trustworthy, financially responsible, and of good personal and business reputation.

(5) Experience Requirements—Insurance Brokers.

Each applicant for an insurance broker’s license must have had not less than two (2) years’
experience as an insurance agent or in comparable employment for an insurance company,
agency or brokerage firm during the three (3) years immediately preceding the date of applica-
tion. The application for an insurance broker’s license must be accompanied by an affidavit
from the employer or insurer to the effect that the applicant was so engaged in such required
responsible insurance duties.

(6) Examination.

{a) After completion and filing of the application with the Commissioner, except as provided
in Section 6 of this Chapter. the Commissioner shall subject each appiicant for license as
an insurance agent, insurance broker, surplus lines insurance broker, consultant or lim-
ited insurance representative to a written examination as to his competence to act as such
licensee which he must personally take and pass to the satisfaction of the Commissions

(b) Ifthe applicant is a partnership or corporation, the examination shall be so taken by each
individual who is to be named in or registered as to the corporate or partnership license.

tc} Each examination for a license shall be approved for use by the Commissioner and shalil
reasonably test the applicant’s knowledge as to the lines of insurance, policies and transac-
tions to be handied under the license applied for, of the duties and responsibilities of such a
licensee, and of the pertinent insurance laws of this State.

(d) All the lines of insurance which the applicant proposes to transact under the license
applied for shall have a separate examination.
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(e) Examination for licensing shall be at such reasonable times and places as are designated
by the Commissioner and such times and places shall be made public sixty (60) days after
the effective date of this law.

(f) The Commissioner shall give, conduct and grade all examinations in a fair and impartial
manner and without discrimination as between individuals examined.

(2) The applicant must pass the examination with a grade determined by the Commissioner
to indicate satisfactory knowledge and understanding of the line or lines of insurance for
which the applicant seeks qualification. Within ten (10) days after the examination, the
Commissioner shall inform the applicant and the appointing insurer, where applicable, as
to whether or not the applicant has passed. Formal evidence of said licensing shall be
issued by the Commissioner to the licensee within a reasonable time.

(h) An applicant' who has failed to pass the first examination for the ﬁcensé ap;;lied for may
take a second examination after a thirty (30) day waiting period. Examination fees for
subsequent examinations shall not be waived.

(i) Anapplicant who has failed to pass the first two(2) examinations for the license applied for
will not -be permitted to take a subsequent examination until the expiration of six (6)
months after the last previous examination.

(7) Denial of License.

(a) Ifthe Commissioner finds that the applicant has not fully met the requirements for licens-
ing, he shall refuse to issue the license and promptly notify the applicant and the appoint-
ing insurer, in writing, of such denial, stating the grounds therefore.

(b) If a license is refused, the Commissioner shall promptly refund the appointment fee ten-
dered with the license application. All other fees accompanying the application for license
as insurance agent, insurance broker, surplus lines insurance broker, consultant and lim-
ited insurance representative shall be deemed earned and shall not be refundable.

(8) Notification of Address Change.

Every licensed agent shall notify the Commissioner of any change in his residential or busi-
ness address within thirty (30) days of the change.

Section 6. Exemption from Examination
The following shall be exempt from the requirement for a written examination:

A. Any applicant for a license covering the same line or lines of insurance for which the applicant was
licensed under a like license in this State, other than a temporary license. within the twelve (12)
months next preceding the date of application, unless such previous license was revoked, sus-
pended, or continuation thereof was refused by the Commissioner.

B. Anapplicant who has been licensed under a like license in another state within twelve (12) months
prior to his application for a license in this State, and who files with the Commissioner and the
certificate of the public official having supervision of insurance in such other State as to the
applicant’s license and good standing in such state.

C. An applicant who has attained the designation of Chartered Life Underwriter shall only be re-

quired to take that portion of the examination for line 1 pertaining to rules, regulations and state
laws. : -
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D. An applicant who has attained the designation of Chartered Property and Casualty Underwriter
ghall only be required to take that portion of the examination for lines 4 through 17 pertaining to
rules, regulations and state law.

Section 7. Consultants o

A. No individual, partnership or corporation shall engage in the business of an insurance consultant
until a license therefore has been issued to him by the Commissioner; provided, however, that no
consultant license shall be required of the following:

(1) Attorneys licensed to practice law in this State acting in their professional capacity;
(2) A duly licensed insurance agent, insurance broker or surplus lines insurance broker;
(3) A trust officer of a bank acting in the normal course of his employment; or

(4) An actuary or a certified public accountant who provides information, recommendations, ad-
vice or services in his professional capacity.

B. An application for a license to act as an insurance consultant shall be made to the Commissioner
on forms prescribed by the Commissioner. Within a reasonable time after receipt of a properly
completed application form, the Commissioner shall hold a written examination for the applicant,
and may conduct investigations and propound interrogatories concerning the applicant’s qualifica-
tions, residence, business affiliations and any other matter which he deems necessary or advisable
to determine compliance with this Chapter or for the protection of the public.

C. In advance of rendering any service set forth in Section 2E, a written agreement on a form ap-
proved by the Commissioner shall be prepared by the consultant, and shall be signed by both the
consultant and the client. The agreement shall outline the nature of the work to be performed by )
the consultant and shall state his fee for the work. The consultant shall retain a copy of the '

agreement for not less than two years after completion of the services. The copy shall be available
to the Insurance Commissioner.

D. No person, firm, corporation or partnership may concurrently hold a consultant’s license and an

insurance agent, insurance broker, surplus lines insurance broker, or limited insurance represen-
tative’s license in any line.

E. No licensed consultant may employ, be employed by, or be in partnership with nor receive any
remuneration whatsoever, from any licensed insurance agent, insurance broker. surplus lines

insurance broker, limited insurance representative or insurer arising out of his activities as a
consultant.

F. Such license shall be valid for not longer than twelve (12) months and may be renewed annually
and extended in the same manner as an insurance agent’s license.

G. All requirements and standards relating to the denial, revocation or suspension of an insurance
agent’s license, including penalities, shall apply to the denial, revocation and suspension of an
insurance consultant’s license as nearly as practicable.

H. A consultant is obligated under his license, to serve with objectivity and complete loyalty the
interests of his client alone; and to render to his client such information, counsel, and service as
within the knowledge, understanding and opinion, in good faith, of the licensee. best serves the
client’s insurance needs and interests.
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Section 8. License Denial, Non-Renewal, or Termination

A. Causes.

(1) The Commissioner may suspend, revoke or refuse to continue or renew or refuse to issue any
license issued under this Chapter if, after notice to the licensee and to the insurer represented,
and hearing, he finds as to the licensee any one or.more of the following conditions:

(a) Any materially untrue statement in the license application;

() Any cause for which issuance of the license could have been refused had it then existed and
been known to the Commissioner at the time of issuance;

(¢) Violation of, or noncompliance with, any insurance laws, or for violation of any lawful rule,
regulation or order of the Commissioner or of a Commissioner of another state;

(d) Obtaining or attempting to obtain any such license through misrepresentation or fraud;

() Improperly withholding, misappropriating, or converting to his own use any moneys be-
ionging to policyholders, insurers, beneficiaries or others received in the course of his in-
surance business;

(f) Misrepresentation of the terms of any actual or proposed insurance contract;
(g Conviction of a felony or misdemeanor involving moral turpitude;

(h) The licensee has been found guilty of any unfair trade practice or fraud defined in this
Code;

(i) Inthe conduct of his affairs under the license, the licensee has used fraudulent, coercive, or
dishonest practices, or has shown himself to be incompetent, untrustworthy or financially
irresponsible;

() His license has been suspended or revoked in any other state, province, district or territory;
(k) Such licensee has forged another’s name to an application for insurance;

(1) Such applicant has been found to have been cheating on an examination for an insurance
license.

(2) Inthe event that the action by the Commissioner is to non-renew or to deny an application for a
license, he shall notify the applicant or licensee and advise the applicant or licensee in writing
of the reasons for the denial or non-renewal of the applicant’s or licensee’s license. The appli-
cant or licensee may make written demand upon the Commissioner within a reasonable time
for a hearing before the Commissioner to determine the reasonableness of the Commissioner’s
action. Such hearing shall be held within thirty (30) days from the date of receipt of the written
demand by the applicant and shall be held pursuant to [insert applicable section].

(3) The license of a partnership or corporation may be suspended, revoked. or refused if the Com-
missioner finds, after hearing, that an individual licensee’s violation was known or should
have been known by one or more of the partners, officers or managers acting on behalf of the
partnership or corporation and such violation was not reported to the insurance department
nor corrective action taken in relation thereto.
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(4) In addition to or in lieu of any applicable denial, suspension or revocation of a license, any
person violating this Chapter may, after hearing, be subject to a civil fine of not less than one
hundred dollars ($100) nor more than one thousand dollars($1,000). Suchfinemsaybe enfarced
under Chapter {insert applicable section].

Section 9. Hearings -
All hearings held pursuant to this Chapter shall be governed by (insert applicable section).
Section 10. Surrender of License, Loss or Destruction of License

A. The Commissioner shall promptly notify all appointing insurers, where applicable, and the licen-
see regarding any suspension, revocation or termination of license by the Commissioner.

-B. - Upon suspension, revocation or termination of the license of a resident of this State. the Commis-
sioner shall notify the Support and Services Office of the NAIC and the Insurance Commissioner of
each state for whom he has executed a certificate as provided for in accordance with Section 3E of
this Chapter. -

C. Upon suspension, revocation or termination of a license, the licensee shall forthwith deliver it to
the Commissioner by personal delivery or by mail.

D. Any licensee who ceases to maintain his residency in this State as defined in Section 5E shall
deliver his insurance license(s) to the Commissioner by personal delivery or by mail within thirty
(30) days after terminating said residency.

E. The Commissioner may issue a duplicate license for any lost, stolen or destroyed license issued
pursuant to this Chapter upon an affidavit of the licensee prescribed by the Commissioner concern-
ing the facts of such loss, theft or destruction.

Section 11. Termination Reports

A. Ifan appointment is terminated, the insurer shall promptly give written notice of said termination
and the effective date thereof to the Commissioner and to the licensee where reasonably possible.
The Commissioner may require the insurer to demonstrate that the insurer has made a reasonable
effort to give such notice to the licensee.

B. All such notices of termination shall be filed in due course on forms prescribed by the Commis-
sioner stating the cause and circumstances of such termination.

C. In the event the termination is for any of the causes listed under Section 8 of this Chapter. the
insurer shall so notify the Commissioner. Any information, document. record or statement pro-
vided pursuant to this section may be used by the Commissioner in any action taken pursuant to
Section 8; however, such information shall be deemed privileged in any civil action between the
reporting insurer and such terminated licensee.

Section 12. Representatives of Fraternal Benefit Societies
Representatives of fraternal benefit societies who solicit and negotiate insurance contracts shall be deemed
insurance agents and subject to the same licensing requirements as insurance agents, provided that no
insurance agent’s license shall be required of:
A. Any officer, empioyee or secretary of any such society, or of any subordinate lodge or branch thereof
who devotes substantially all of his time to activities other than the solicitation or negotiation of

insurance contracts and who receives no commission or other compensation directly dependent
upon the number or amount of contracts selicited or negotiated; or
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B. Any agent or representative of a society who devotes; or intends to devote, less than fifty percent
{(50%) of his time to the solicitation and procurement of insurance contracts for such society. Any
person who in the preceding calendar year has solicited and procured life insurance in excess of
fifty thousand doliars ($50,000) face amount, or, in the case of any other kind or kinds of insurance
which the society may write, on the persons of more than twenty-five (25) individuals and who has
received or will receive a commission or other compensation therefore, shall be presumed to be
devoting or intending to devote fifty percent (50%) of his time to the solicitation or procurement of
insurance contracts for such society.

Section 13. Countersignature and Related Laws: Repeal

Notwithstanding the provisions of this chapter, or any other laws of this State, there shall be no require-
ment that a licensed resident agent or broker must countersign, solicit, transact, take, accept, deliver,
record or process in any manner an application, policy, contract or any other form of insurance on behalf of a
nonresident agent or broker and/or an authorized insurer; or share in the payment of commissions, if any,
related to such business.

Section 14. Temporary Licensing

The Commissioner may issue a temporary license as an insurance agent or insurance broker for a period
not to exceed ninety (90) days without requiring an examination if the Commissioner deems that such
temporary license is necessary for the servicing of an insurance business in the following cases:

A. To the surviving spouse or next of kin, or to the administrator or executor or employee thereof, of a
~ licensed insurance agent who becomes deceased, or to the spouse, next of kin, employee or legal
guardian of a licensed insurance agent or insurance broker who becomes disabled;

B. To a member or employee of a partnership or officer or employee of a corporation, licensed as an
insurance agent, upon the death or disability of an individual designated in or registered as to the
license;

C. To the designee of a licensed insurance agent entering upon active service in the armed forces of
the United States of America;

D. To a trainee employed to collect and service a weekly or monthly premium debit. During the
temporary license period, his or her sales activities must be confined to weekly and monthly life.
health and industrial fire plans; or

E. In any other circumstance where the Commissioner deems that the public interest will best be
served by the issuance of such license.

Section 15. Rules and Regulations

The Commissioner of Insurance may adopt reasonable rules and regulations for the implementation and
administration of the provisions of this Chapter.

Section 16. Conflict with Other Laws

Alllaws and parts of laws of this State inconsistent with this Chapter are hereby superseded with respect to
matters covered by this Chapter.
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Section 17. Severability of Provisicns
K any provisions of this Chapter or the application thereof to any person or circumstance is held invalid, the
invalidity shall not affect other provisions or applications of this Chapter which can be given effect without
the invalid provision or application and for this purpose the provisions of this Chapter are severable.
Section 18. Effective Date

This Chapter shall take effect (insert datel.

Legislative History (all references are to the Proceedings of the NAIC1

1978 Proc. 1118, 21, 370, 381-393 (adopted).

1974 Proc. 112, 14,272, 276, (amended).

1986 Proc. 19-10, 22, 125, 132, 134 (amended).

1989 Proc. IT 13, 22.23, 161, 166-167, 169-178, 191-193 (amended and reprinted).
1990 Proc. I17, 13-14, 158-160, 192, 195 (amended).
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s A

“F:

AGENTS AND BROKERS LICENSING MODEL ACT

(RSN

The date in parentheses is the effective date of the legislation or regulation,
with latest
amendments.

T,

R P
R RRE . N LT, SR

NAXC-MEMBER MODEL/SIMILAR LEGIS. . RELATED LEGIS./REGS.

Alabama LA. CODE §§ 27-7-1 to 27-7-38
(1957/1988) (Property,
Casualty, & Surety Ins.
Reps.); §§ 27-8-1 to 27-8-28
(1971/1981) (Life and Disa-
bility Ins. Representatives).

4 gt

e 4k

Alaska ALASKA STAT. §§ 21.27.010 to
' 21.27.520 (1966/1990).

Arizona ARIZ. REV. STAT. ANN. §§
20-281 to 20-318 (1954/1987).

Arkansas ' ARK. STAT. ANN. §§ 23-64-101
to 23-64-229 (1959/1991).

California CAL. INS. CODE §§ 1621 to
1758.5 (1959/1990)
(Amendments eff. 1992).

Colorado COLO. REV. STAT. §§
10-2-201 to 10-2-221
(1977/1986) .

Connecticut CONN. GEN. STAT. §§ 38a-702 e
to 38a-718 (1949/1986).

Delaware DEL. CODE ANN. tit. 18 §§
1701 to 1738 (1953/1965).

D.C. D.C. CODE ANN. §§ 35-425 ¢o
35-428 (1934/1985) (Life
insurance); §§ 35-1301 to
35-1302 (1901/1985) (Agents
other than life insurance);
§§ 35-1534 to 35-1549
(1940/1985) (Fire, Casualtv
and Marine).

Florida FLA. STAT. §§ 626.011
626.711 (1959,/1990).

cr
(o]

NAIC Copyright 1991 . - 87 - 210-13
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NAIC MEMBER

Georgia

Guam

Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

210-16

COMMONWEALTH REGISTE

Model Regulation Service - October 1991

AGENTS AND BROKERS LICENSING -MODEL ACT

MODEL/SIMILAR LEGIS.

See page 218-10.

- 88 -

RELATED LEGIS./BEGS.

GA. CODE ANN. §§ 33-23-1 to
33-23-86 (1960/1989).

GUAM GOVT. CODE §§ 43250 to
43258 (1981).

HAWAII REV. STAT. §§
431-9-101 to 431:9-240
(1988).

IDAHO CODE §§ 41-1020 to
41-1079 (1973/1986).

IND. CODE §§ 27-1-15.5-1 to
27-1-15.5-20 (1977/1987).

IOWA CODE §§ 522.1 to 522.5
(1982).

KAN. STAT. ANN. §§ 40-240;
40-241 to 40-246a
(1927/1989) .

KY. REV. STAT. §§ 304.9-010
to 304.9-460 (1970/1986).

IA. REV. STAT. ANN. §§
22:1161 to 22:1182
(1958/1987) (Non-Life
Agents); §§ 22:1111 co
22:1124 (1964/1984) (Life
Agents) .

ME. REV. STAT. ANN. tit. 24-¢
§§ 1501 to 1542 (1970/198¢, -
See also §§ 1601 to 1857
(1970/1985).

MD. ANN. CODE art. 48A §§ 165
to 179 (1951/1989).

MASS. GEN. LAWS ch. 175 §§
162 to 177 (1969/1989).

NAIC Copyright 1991
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RAIC MEMBER MODEL/SIMILIAR LEGIS. RELATED LEGIS./REGS.
Michigan MICH. COMP. LAWS §§ 500.1200
to 500.1244 (1972/1989).
Minnesota : MINN. STAT. § 60A.17
(1969/1989).
Mississippi MISS. CODE ANN. 8§ 83-17-1 to
83-17-309 (1892/1985).
Missouri MO. REV. STAT. §§ 375.012 to
375.146 (1939/1987).
Montana See also page 218-10. MONT. CODE ANN. §§ 33-17-101
to 33-17-1114 (1959/1989).
Nebraska NEB. REV. STAT. §§ 44-4001 to
44-4044 (1985/1991).
Nevada | NEV. REV. STAT. §§ 683A.010
to 683A.490 (1971/1985).
New Hampshire N.H. REV. STAT. ANN. §§
402:15 to 402:26 (1913/1985).
New Jersey See page 218-10.
New Mexico . N.M. STAT. ANN. §§ 59A-11-1
to 59A-12-2 (1985/1986).
New York N.Y. INS. Law §§ 2101 cwo 2129
(1984/1986).
North Carolina See page .218-10.
North Dakota N.D. CENT. CODE
§§ 26.1-26-01 to 26.1-26-50
(1985).
Ohio ) OHIO REV. CODE ANN. §3§
3905.01 to 3905.99
(1917/1987) (Contains part of
model) .
Oklahoma OKLa. STAT. tit. 36 §§ 1421
To 1433 (1980,/1989).
NAIC Copyright 1991 - - 89 - 210-17

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11432



RAIC MEMBER

Oregon
Pennsylvania
‘Puerto Rico

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virgin Islands

Virginia

Washington

210-18
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"MODEL/SIMILAR LEGIS.

See page 218-10.

VT. STAT. ANN.

§8 4791 to 4812 (1974/1985).

tic.

- 90 -

8

-RELATED LEGIS./REGS.

OR. REV. STAT. §§ 744.005 to
744.665 (1967/1989).

PA. STAT. ANN. tit. 40 §§
25-101 to 25-412 (1921/1980).

P.R. LAWS ANN. tit. 26 §§ 901
to 948 (1974/1986).

R.I. GEN. 1AWS §§ 27-3-1 to
27-3-48.5 (1956/1987).

S.C. CODE ANN. §§ 38-45-10 to
38-45-150 (1988/1989)
(Insurance Brokers);

§§ 38-43-10 to 38-43-470
(1988) (Insurance Agents);

§§ 38-47-10 to 38-47-70
(1988) (Insurance Adjusters).

S.D. CODIFIED LAWS ANN. §§
58-30-1 to 58-30-113
(1966/1990) .

TEX. INS. CODE ANN. art.
21.01 to 21.15-5 (1951/1991).

UTAH CODE ANN. §§ 31A-23-101
to 31A-23-406 (1986).

V.I. CODE ANN. tit. 22 §§ 751
to 794 (1968).

VA. CODE §§ 38.2-1800 to
38.2-1845 (1986/1991).

WASH. REV. CODE ANN. §§

48.17.010 to 48.17.600
(1947/1985) .

NAIC Copyright 1991
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NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LECIS./REGS.

West Virginia W. VA. CODE §§ 33-12-1 to
33-12-28 (1957/1990).

Wisconsin WIS. STAT. §§ 628.01 to
628.12 (1975/1981); §§ 628.51
to 628.81 (1975/1981).

Wyoming WYO. STAT § 26-9-101 to
) 26-9-139 (1921/1985). See

also WYO. INS. REGS. ch. XVI
(1987).

NAIC Copyright 1992 , - -
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UNIFORM APPLICATION FOR
INDIVIDUAL RESIDENT/NON-RESIDENT LICENSE

(Please PRINT or TYPE)
Please read carefully and complete all necessary information.

STATE FOR WHICH APPLICATIONISSOUGHT ________( )Resident ( ) Non-Resident
PART I - IDENTIFICATION

A. Social Security No.
(Note: Your Social Security Number will only be used for purposes of computer identification in

issuing your license. If you choose not to give this number, please check here. () This will not
have any impact on the issuance of your license.)

B. Date of Birth / /

C. Full Legal Name of Applicant:

(Last) (First) {(Middle Name)
D. Home Address:
(Street)
(County) (City) (State) Zip Code)
E. Business Address:
(Street) (PO Box)
(City) (State) (Zip Code)
F. Home Phone No. ( ) Business Phone No. )

G. Ifresidence address has changed during iast 12 months, list former resident address for past
year:

(Street)

(City) (State) (Zip Code)

PARTII - LINES OF AUTHORITY REQUESTED (Check Appropriate Spaces)

( ) Life ( ) Accident & Health (Sickness, Disability)
( ) Property ( ) Casualty

{ ) Other (please specify)

Copyright NAIC 1988 ’ - 92 -
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Uniform Application for Individual Resident/Non-Resident License

PART III - BACKGROUND INFORMATION

A. Doyounowor have yoﬁ ever held an insurance license in another state or province of Canada?
If the license is still in force, attach a certification letter from the issuing state. If the license is
cancelled, attach a letter of clearance from the issuing state.

B. Have you had an insurance license cancelled, refused, suspended, revoked or subject to any
other disciplinary action? ( ) Yes ( ) No (If yes, provide full explanation on separate sheet of
paper.)

C. Have you ever been convicted of or pled nolo contendere to any felony? ( ) Yes ( ) No If yes,
attach certified copies of the final adjudication.

D. Are you an officer, director or employee of a lending institution (bank, savings and loan or
other such institution which accepts deposits and lends money) or of a bank holding company
or an affiliate of one of the above? ( ) Yes ( ) No
If yes, give name and address of institution.

PARTIV - APPLICANT’S CERTIFICATION
STATE OF

COUNTY OF

The undersigned, being first duly sworn, deposes and says that he has executed and read this appli-
cation; that to the best of his knowledge and belief the statements made in the application and in
any attachment are true and correct, and that he has read and understands the insurance laws of

the State of , for which application is made.
Signature of Applicant
SUBSCRIBED AND SWORN to before me on this day of 19
Notary Public

Legislative history (all references are to the Proceedings of the NAIC).

1985 Proc I 156-157 (text).
1985 Proc 1111, 22, 184, 203, 226 (adopted).
1988 Proc 19, 18, 91, 102, 110-111 (amended).
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STANDARD CERTIFICATION FORM

Editor's Note: The Standard Certification Form is to be used to verifv the status of an
agent who 1s seeking a non-resident license in another state.

Stateof
Department of Insurance
Licensing Unit

1. __(Address!

3. To: Whom it Mav Concern
1 Main Street
Anywhere, U.S.A 00000

[o/]

Official Records of the A

Date: 00/00/0000

Page: 1

Re: Clearance For:

1.D. 000-00-0000

Doe. John A.

__(Address)

Department of Insurance indicate the above named

has qualified by B. for the following lines of insurance:
C.  Life on  00/00/0000
Accident & Health on  00/00/0000
Variable Contract on  00/00/0000
Property on  00/00/0000
Casualty on  00/00/0000
Other on  00/00/0000

Following is the current licensing record for the above named:

No regulatory action has been taken against the licensee.

A. 1. The last active licenses for the above named were cancelled on 00/00/0000.

B. 1. At the time of cancellation, the licensee held the following type(s) of license(s):

~1

Licensel(s:

A. Agent - Life
Accident & Health
Variable Contract
Property
Casualty
Other

Copymight NAIC 1984

B. Broker - Life

- 94 -

Accident & Health
Variable Contract
Property

Casualty

Other

212-1
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Standard Certification Form

C. 3. Individual has (not) met the pre-licensing requirements of the state.
. 4. Individual has (not) met the continuing education requirements of the state.

i. Testimony where of, I hereto set my hand at (City) this (Date) day of .
tmonth) 19

Director of Insurance

T Oy TR
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INSTRUCTIONS FOR COMPLETING THE CERTIFICATION FORM

Area 1l

Should contain the name of the state, the name of the department, commission, division, section,
unit. etc.. issuing the Certification and the address of the issuer of the Certification.

Area 2
Should contain the date the Certification is issued and a page number.

Area 3

Should contain the name and address of the person or entity to which the Certification is sent.

Area 4

Should identify the document and contain the identification number (Social Security number or

tax identification number, if possible), name and address of the individual or entity whom the
Certification is for.

Area 5
This area should contain:
A.  The manner by which the individual qualified for licensure. Possibilities would include:
1. Passing the department’s written examination;
2. Being licensed prior to qualification law;
3. By Certification from the State of (name of state);
4. Exemption from examination which is not required for Limited License;
5. Holding a Temporary License pending completion of examination;
6. Holding a (CLU) (CPCU) designation;
7. An optional plan approved by the state.

B.  The linets) of insurance for which the individual is qualified and the date of qualification
for each. The general lines of insurance should be:

1. Life

2. Accident and Health
3. Variable Contract

4. Property

5. Casualty

Copyright NAIC 198+ - 9 - 212-3
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Types of Limited Licenses should be categorized under one of these general lines and the
Certification would, for example, read as follows:

Life -- Limited to Group Credit on 00/00/0000.
Casualty -- Limited to Crop-Hail on 00/00/0000.

Area 6

Should either state “No regulatory action has been taken against the licensee” or “Regulatory
action has been taken against the licensee.”

Area 7

This area should contain the following:

A.  Should state either “Licensed as an agent” or “Not licensed as an agent.” Where the

individual is currently licensed, the expiration date of the license(s) should also appear.
Note:

If the state does not issue agent licenses, the Certification should state “Not licensed as
an agent.”

Should state either “Licensed as a broker” or “Not licensed as a broker.” Where the
individual is currently licensed, the expiration date of the license should also appear.
Note:

If the state does not issue broker licenses, the Certification should state “Not licensed as
a broker.”

For states which license firms, this area should state either “Authorized member of the
following firm(s)” and list the firm name and identification (Social Security number or tax
identification number if possible) or state “Not an authorized member of a firm.” For states
which do not license firms, this area should state “(state name) does not license firms.”

States which recognized and license DBA’s (trade or assumed names) should include them

in this area. States which do not recognize or license DBA’s should state “Do not recognize
or license DBA's.”

States which have pre-licensing requirements should state either “Individual has met the
pre-licensing requirements of this state” or “Individual has not met the pre-licensing
requirements of this state.” States which do not have pre-licensing requirements or where

such requirements are not applicable to the individual should state “Pre-licensing re-
quirements not applicable.”

States which have continuing education requirements should state either “Individual has
met the continuing education requirements of this state” or “Individual has not met the
continuing education requirements of this state.” States which do not have continuing
education requirements or where such requirements are not applicable to the individual
should state “Continuing education requirements not applicable.”

212-4 - 97 -
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Area B

This area is self-explanatory.

Legislative History (all references are to the Proceedings of the NAIC).
1984 Proc. I1 9, 19, 191, 193, 195-197 (adopted).

. Copyright 1986 NAIC - 98 - 212-5
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STANDARD LETTER OF CLEARANCE

Editor's Note: The Standard Latter of Clearance is to be used in verifying the status of an agent's
license in his or her state of domicile when the agent is seeking to be licensed as a registered agent

in a new state.

State of

Department of Insurance
Licensing Unit

1. ___  (Address)

3. To: Whom it May Concern
1 Main Street

Anywhere. U.S.

5. The above names has qualified by A

2. Date:  00/00/0000
Page: 1

Re: Certification of Licensing
Authority for:

4. {Address)

for the following lines of insurance:

DATE ISSUED EXPIRATION DATE

B. Life 00/00/0000 00:00:0000
Accident & Health 00/00/0000 00/00/0000
Variable Contract 00/00/0000 00,00:0000
Property 00/00/0000 00.00:0000
Casualty 00/00/0000 00:00:0000
Other 00/00/0000 00:00:0000
6.  No regulatory action has been taken against the licensee.
7. Following is the current licensing record for the above named:
A, 1. Not currently licensed as a broker.
B 2. Authorized member of the following firmus): I.D. Firm Name:
C. 3. Individual operating under the trade name(s): Name:
D 1. Individual has tnot) met the pre-licensing requirements of this state:
E 5. Individual has (not) met the continuing education requirements of this state.
3. In testimony whereof. I . hereto set my hand at (City)
State) this (Date) day of (Month) 19
Director of Insurance
Copyright NAIC 195+ - 99 - 213'1
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INSTRUCTIONS FOR COMPLETING THE CERTIFICATION

Area 1

Should contain the name of the state, the name of the department, commission, division, section,
unit. etc.. issuing the Clearance and the address of the issuer of the Clearance.

Area 2

Should contain the date the Clearance is issued and a page number.

Area 3

Should contain the name and address of the person or entity to which the Clearance is sent.

Area 4

Should identify the document and contain the identification number (Social Security number or

tax identification number, if possible!, name and address of the individual or entity whom the
Clearance is for.

Area 5
This area should contain:
A.  The name of the state issuing the Clearance.
B.  The manner by which the individual qualified for licensure. Possibilities would include:
1. Passing the department’s written examination;
2. Being licensed prior to qualification law;
3. By Certification from the State of tname of state);
4. Exemption from examination which is not required for Limited License:
5. Holding a Temporary License pending completion of examination;
6. Holding a (CLU) (CPCU) designation;
.. An optional plan approved by the state.

C.  The linets) of insurance for which the individual has qualified and the date of quali- ¥
fication for each. The general lines of insurance should be:

1. Life

2. Accident and Health

.C,O

Variable Contract
4. Property
5. Casualty

213-2 - 100 -
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Types of Limited Licenses should be categorized under one of these general lines and
" the Clearance would, for example, read as follows:

Life -- Limited to Group Credit on 00/00/0000.
Casualty -- Limted to Crop-Hail on 00/00/0000.

Area 6

Should either state “No regulatory action has been taken against the licensee” or “Regulatory
action has been taken against the licensee.”

Area 7
This area should include:
A.  The date that the most recent license(s) held by the individual were cancelled.

B. If an individual held both an agent and broker license, both should be listed with the
various types of insurance directly below each. If either is not applicable to the indi-
vidual or the state does not issue either, it should be noted by the word “NONE.” If
the individual held a Limited License, it should be so identified.

C.  States which have pre-licensing requirements should state either “Individual has met
the pre-licensing requirements of this state” or “Individual has not met the pre-licen-
sing requirements of this state.” States which do not have pre-licensing requirements
or where such requirements are not applicable to the individual should state “Pre-
licensing requirements not applicable.”

D.  States which have continuing education requirements should state either “Individual
has met the continuing education requirements of this state” or “Individual has not
met the continuing education requirements of this state.” States which do not have
continuing education requirements or where such requirements are not applicable to
the individual should state “Continuing education requirements not applicable.”

Area 8

This area is self-expianatory.

Legislative History (all references are to the Proceedings of the NAIC).

1984 Proc. 11 9, 19, 191, 193, 198-200 (adopted).
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EXHIBIT B

MODEL LEGISLATION TO MODIFY SCHEDULE “P”

Table of Contents

Section 1. Property and Liability Reserve Requirements
Section 2. Inadequate Reserves

Section 3. Minimum Reserve Requirements for Certain Lines
Section 4. Power of Commissioner

Section 1. Property and Liability Reserve Requirements.

Each insurance company transacting business in this State shall, at all times, maintain reserves
in an amount estimated in the aggregate to provide for the payment of all losses and.claims
incurred, whether reported or unreported, which are unpaid and for which such company may
be liable and to provide for the expenses of adjustment or settlement of losses and claims.
Such reserves shall be computed in accordance with regulations made from time to time by
the (Commissioner, Superintendent, Director), after due notice and hearing, upon reasonable
consideration of the ascertained experience and the character of such kinds of business for the
purpose of adequately protecting the insured and securing the solvency of such company.

Section 2. Inadequate Reserves.

Whenever the loss and loss expense experience of such company shows the reserves, calculated
in accordance with such regulations, to be inadequate, the (Commissioner, Superintendent,
Director) may require such company to maintain additional reserves.

Section 3. Minimum Reserve Requirements for Certain Lines.

The minimum reserve requirements prescribed by the (Commissioner, Superintendent, Direc-
tor) in the regulations promulgated under authority of this section for unpaid losses and loss
expenses incurred during each of the most recent three years for coverages included in the
lines of business described in the annual statement as workmen’s compensation, liability other
than auto (B.l.), and auto liability (B.1.) shall not be less than the following: for workmen’s
compensation, 65% of premiums earned during each year less the amount already paid for
losses and expenses incidental thereto incurred during said year; for liability other than auto
(B.I.) and auto liability (B.L.), 60% of premiums earned during each year less the amount
already paid for losses and expenses incidental thereto incurred during said year.

Section 4. Power of Commissioner.

The (Commissioner, Superintendent, Director) may, by regulation, prescribe the manner and
form of reporting pertinent information concerning the reserves provided for herein.

Legislative History {all references are to the Proceedings of the NAIC).

1968 Proc. 11 498. 501-502. 567 (adopted..
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EXHIBIT C
MODEL LAW ON EXAMINATIONS

Table of Conients

Prefatory Drafting Cormment

Section 1. Purpose
Section 2. Definitions

Section 3. Authority, Scope and Scheduling of Examinations

Section 4. Conduct of Examinations
Section 3. Examination Reports
Section 6. Conflict of Interest
Section 7. Cost of Examinations
Section 8. Immunity from Liability
Prefatory Drafting Comment

This model act refieets a conceptual change with respect to the frequency and scope of on-site financial examinations of insurers. The
Act authorizes the Commissioner to conduct examinations whenever it is deemed necessarv and the Commissioner 1s given the
flexibility to decide the scope of the examination. Since criteria for determining when a company should be examined and the scope of

that examination and procedures to be emploved is a complex matter. the Act requires the Commissioner to observe the direction set
forth 1in the NAIC Examiner’'s Handbook with respect to these matters.

The objective of the Model Act is to direct Department resources to companies having or likely to have financial difficulty: however. all
companies are required to be examined once every five years, although the scope and extent of that exam will be based on the particular
attributes of the company to be examined.

The conceptual change reflected by this Model Law can be accomplished because over the last several years a variety of additional
financial regulatory tools have been developed and implemented including annual independent CPA audits. opinions on insurance

reserves by qualified actuaries, annual financial statement analyses and others which alleviate the necessity for comprehensive
periodic examinations.

This Model Act will not diminish the Commissioner’s authority to conduct examinations but rather will see that examinations are a
more effective part of the Department financial regulation and surveillance program.

Section 1. Purpose

The purpose of this Act is to provide an effective and efficient system for examining the activities, opera-
tions, financial condition and affairs of all persons transacting the business of insurance in this State anc
all persons otherwise subject to the jurisdiction of the Commissioner. The provisions of the Act are intended
to enable the Commissioner to adopt a flexible svstem of examinations which directs resources as mayv be

deemed appropriate and necessary for the administration of the insurance and insurance related laws of
this State.

Secton 2. Definitions
The following terms as used in this Act shall have the respective meanings hereinafter set forth:
A, "Commissioner” means the Commissioner of Insurance of this State.

Drafting Note: The title of the chief insurance regulatory official should be used here and throughout the law.

B. "Company” means any person engaging in or proposing or attempting to engage in anv

transaction or kind of insurance or surety business and any person or group of persons who mav
otherwise be subject to the administrative, regulatory or taxing authority of the Commissioner.

C. "Department” means the Department of Insurance of this State.

Copyright NAIC 1991 - 105 - 390-1
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D. “Examiner’ means any individual or firm having been authorized by the Commissioner to
conduct an examination under this Act.

E. “Insurer means {refer to appropriate definition in state insurance code).

F. “Person” means any individual, aggregation of individuals, trust, association, partnership or
corporation, or any affiliate thereof.

Section 3. Authority, Scope and Scheduling of Examinations

A. The Commissioner or any of his examiners may conduct an examination under this Act of any
company as often as the Commissioner in his or her sole discretion deems appropriate but shallata

minimum. S2nIUll Lo CHSIMILGion of eviry insurer licensed in whis State not less frequently than
once every five (5) years. In scheduling and determining the nature, scope and frequency of the
examinations, the Commissioner shall consider such matters as the results of financial statement
analyses and ratios, changes in management or ownership, actuarial opinions, reports of indepen-
dent Certified Public Accountants and other criteria as set forth in the Examiners’ Handbook
adopted by the National Association of Insurance Commissioners and in effect when the Commis-

sioner exercises discretion under this section.

B. For purposes of completing an examination of any company under this Act, the Commissioner may
examine or investigate any person, or the business of any person, in so far as such examination or

investigation is, in the sole discretion of the Commissioner, necessary or material to the examina-
tion of the company.

Drafting Note: In order to force a person outside the state to cooperate with any examination, it may be necessary to obtain judicial
enforcement of a subpoena.

C. Inlieu of an examination under this Act of any foreign or alien insurer licensed in this State, the
Commissioner may accept an examination report on the company as prepared by the Insurance
Department for the company’s state of domicile or port-ofentry state until January 1, 1994.
Thereafter, such reports may only be accepted if (1), the Insurance Department was at the time of
the examination accredited under the National Association of Insurance Commissioners' Finan-
cial Regulation Standards and Accreditation Program or (2) the examination is performed under
the supervision of an accredited Insurance Department or with the participation of one or more
examiners who are employed by such an accredited State Insurance Department and who, after a
review of the examination work papers and report, state under oath that the examination was

performed in a manner consistent with the standards and procedures required by their Insurance
Department.

Section 4. Conduct of Examinations

A. Upon determining that an examination should be conducted. the Commissioner or the Commis-
sioner’s designee shall issue an examination warrant appointing one or more examiners to perform
the examination and instructing them as to the scope of the examination. In conducting the exam-
ination. the examiner shall observe those guidelines and procedures set forth in the Examiners’
Handbook adopted by the National Association of Insurance Commissioners. The Commissioner
may also employ such other guidelines or procedures as the Commissioner may deem appropriate.

B. Every company or person from whom information is sought., its officers. directors and agents must
provide to the examiners appointed under Subsection A timely, convenient and free access at all
reasonable hours at its offices to all books, records, accounts, papers, documents and any or all
computer or other recordings relating to the property, assets, business and affairs of the company
being examined. The officers. directors. emplovees and agents of the company or person must
facilitate the examination and aid in the examination so far as it is in their power to do so. The

390-2 - 106 -
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refusal of any company, by its officers, directors, employees or agents, to submit to examination or
to comply with any reasonable written request of the examiners shall be grounds for suspension or
refusal of. or nonrenewal of any license or authority held by the company to engage in an insurance
or other business subject to the Commissioner's jurisdiction.-Any such proceedings for suspension,
revocation or refusal of any license or authority shall be conducted pursuant to Section {insert
reference to cease and desist statute or other law having a post-order hearing mechanism].

C. The Commissioner or any of his examiners shall have the power to issue subpoenas, to administer
oaths and to examine under oath any person as to any matter pertinent to the examination. Upon
the failure or refusal of any person to obey a subpoena, the Commissioner may petition a court of
competent jurisdiction, and upon proper showing, the Court may enter an order compelling the
witness to appear and testify or produce documentary-evidence. Failure to obey the court order

shall be punishable as contempt of court. [or “Such subpoenas may be enforced pursuant to the
provisions of Section of this Code.”’}

D. When making an examination under this Act, the Commissioner may retain attorneys.
appraisers, independent actuaries, independent certified public accountants or other professionals

and specialists as examiners, the cost of which shall be borne by the company which is the subject
of the examination.

E. Nothing contained in this Act shall be construed to limit the Commissioner’s authority to termi-
nate or suspend any examination in order to pursue other legal or regulatory action pursuant to
the insurance laws of this State. Findings of fact and conclusions made pursuant to any examina-
tion shall be prima facie evidence in any legal or regulatory action.

F. Nothing contained in this Act shall be construed to limit the Commissioner’s authority to use and,
if appropriate, to make public any final or preliminary examination report, any examiner or
company workpapers or other documents, or any other information discovered or developed during
the course of any examination in the furtherance of any legal or regulatory action which the
Commissioner may, in his or her sole discretion, deem appropriate.

Section 3. Examination Reports
A. General Description

All examination reports shall be comprised of only facts appearing upon the books. records. or
other documents of the company, its agents or other persons examined. or as ascertained from the
testimony of its officers or agents or other persons examined concerning its affairs. and such
conclusions and recommendations as the examiners find reasonably warranted from the facts.

B. Filing of Examination Report

No later than sixty (60) days following completion of the examination. the examiner in charge shal!
file with the Department a verified written report of examination under oath. Upon receipt of th.
verified report. the Department shall transmit the report to the company examined. together with
a notice which shall afford the company examined a reasonable opportunity of not more thar
thirty (30) days to make a written submission or rebuttal with respect to any matters contained in
the examination report.

C. Adoption of Report on Examination
Within thirty (30) days of the end of the period allowed for the receipt of written submissions o,

rebuttals, the Commissioner shall fully consider and review the report, together with any writter

submissions or rebuttals and any relevant portions of the examiner’s workpapers and enter ar:
order:

Copyright NAIC 1991 - 107 - 390..
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(1) -Adopting the examination report as filed or with modification or corrections. If the examina-
tion report reveals that the company is operating in violation of any law, regulation or prior
order of the Commissioner, the Commissioner may order the company to take any action the
Commissioner considers necessary and appropriate to cure such violation; or

(2) Rejecting the examination report with directions to the examiners to reopen the examination
for purposes of obtaining additional data, documentation or information, and refiling pursuant
to Subsection A above; or

(3) Calling for an investigatory hearing with no less than twenty (20) days notice to the company
for purposes of obtaining additional documentation, data, information and testimony.

D. Orders and Procedures

(1) All orders entered pursuant to Subsection C(1) above shall be accompanied by findings and
conclusions resulting from the Commissioner’s consideration and review of the examination
report. relevant examiner workpapers and any written submissions or rebuttals. Any such
order shall be considered a final administrative decision and may be appealed pursuant to the
{insert name of State Administrative Review Law], and shall be served upon the company by
certified mail, together with a copy of the adopted examination report. Within thirty (30) days

. of the issuance of the adopted report, the company shall file affidavits executed by each of its

directors stating under oath that they have received a copy of the adopted report and related
orders.

(2) Any hearing conducted under Subsection C(3) above by the Commissioner or authorized repre-
sentative, shall be conducted as a nonadversarial confidential investigatory proceeding as
necessary for the resolution of any inconsistencies, discrepancies or disputed issues apparent
upon the face of the filed examination report or raised by or as a result of the Commissioner’s
review of relevant workpapers or by the written submission or rebuttal of the company. Within
twenty (20) days of the conclusion of any such hearing, the Commissioner shall enter an order
pursuant to Subsection C(1) above.

(a) The Commissioner shall not appoint an examiner as an authorized representative to con-
duct the hearing. The hearing shall proceed expeditiously with discovery by the company
-limited to the examiner’s workpapers which tend to substantiate any assertions set forth

in anyv written submission or rebuttal. The Commissioner or his representative may issue
subpoenas for the attendance of any witnesses or the production of any documents deemed
relevant to the investigation whether under the control of the Department. the company

or other persons. The documents produced shall be included in the record and testimony

taken by the Commissioner or his representative shall be under oath and preserved for the
record.

Nothing contained in this section shall require the Department to disclose any informa-
tion or records which would indicate or show the existence or content of any investigation
or activity of a criminal justice agency.

(b) The hearing shall proceed with the Commissioner or his representative posing questions
to the persons subpoenaed. Thereafter the company and the Department may present
testimony relevant to the investigation. Cross examination shall be conducted only by the
Commissioner or his representative. The company and the Department shall be permitted
to make closing statements and may be represented by counsel of their choice.

3304 - 108 -
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E. Publicationand Use

(1) Upon the adoption of the examination report under Subsection C(1) above, the Commissioner
shall continue to hold the content of the examination report as private and confidential infor-
mation for a period of {insert number] days except to the extent provided in Subsection B.
Thereafter, the Commissioner may open the report for public inspection 50 long as no court of
competent jurisdiction has stayed its publication.

DrdtingNote:Thetimepeﬁodmymmdwmemmtnfﬁmedhndhammnekmmmmm
law or it should at a minimum aliow a company adequate time, not less than two (2) days following receipt of the adopted report to
obtain an equitable stay if provided for under state law.

(2) Nothing contained in this Code shall prevent or be construed as prohibiting the Commissioner
from disclosing the content of an examination report, preliminary examination report or
results, or any matter relating thereto, to the insurance department of this or any other state
or country, or to law enforcement officials of this or any other state or agency of the federal
government at any time, so long as such agency or office receiving the report or matters
relating thereto agrees in writing to hold it confidential and in a manner consistent with this
Act. ‘

(3) Inthe event the Commissioner determines that regulatory action is appropriate as a result of
any examination, he or she may initiate any proceedings or actions as provided by law.

F.  Confidentiality of Ancillary Information

All working papers, recorded information, documents and copies thereof produced by, obtained by
or disclosed to the Commissioner or any other person in the course of an examination made under
this Act must be given confidential treatment and are not subject to subpoena and may not be
made public by the Commissioner or any other person, except to the extent provided in Subsection
E above. Access may also be granted to the National Association of Insurance Commissioners.
Such parties must agree in writing prior to receiving the information to provide to it the same
confidential treatment as required by this section, unless the prior written consent of the company
to which it pertains has been obtained.

Drafting Note: As an alternative, states may make reference to their public records law as follows: “All working papers. recorded
information, documents and copies thereof produced by, obtained by or disclosed to the Commissioner or any other person in the course

of an examination made under this Act may be held by the Commissioner as a record not required to be made publiic pursuant to {cite
public records laws).

Section 6. Conflict of Interest

No examiner may be appointed by the Commissioner if such examiner. either directly or indirectly. has a
conflict of interest or is affiliated with the management of or owns a pecuniary interest in any person
subject to examination under this Act. This section shall not be construed to automatically preciude an
examiner from being:

A. A policyholder or claimant under an insurance policy;

B. A grantor of a mortgage or similar instrument on the examiner’s residence to a regulated entity if
done under customary terms and in the ordinary course of business;

C. Aninvestment owner in shares of regulated diversified investment companies: or

D. A settlor or beneficiary of a “blind trust” into which any otherwise impermissible holdings have
been placed.

Copyright NAIC 1991 - 109 - 390-5
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Notwithstanding the requirements of this section, the Commissioner may retain from time to time; on-an
individual basis, qualified actuaries, certified public accountants, or other similar individuals who are
independently practicing their professions, even though said persons may from time to time be similarly
employed or retained by persons subject to examination under this Act.

Section 7. Cost of Examinations

Drafting Comment: The NAIC Model State Insurance Department Funding Bill or such funding mechanism as may be currently
authorized by law should be incorporated here by reference. Any funding mechanism should assure that the manner in which
examinations are funded does not influence the acheduling, scope or conduct of examination.

Section 8. Immunity from Liability

A. No cause oi action shall arise nor shall any liability be imposed against the Commissioner, the
Commissioner's authorized representatives or any examiner appointed by the Commissioner for
any statements made or conduct performed in good faith while carrying out the provisions of this
Act.

B. No cause of action shall arise, nor shall any liability be imposed against any person for the act of
communicating or delivering information or data to the Commissioner or the Commissioner’s
authorized representative or examiner pursuant to an examination made under this Act, if such
act of communication or delivery was performed in good faith and without fraudulent intent or the
intent to deceive.

C. This section does not abrogate or modify in any way any common law or statutory privilege or
immunity heretofore enjoyed by any person identified in Subsection A.

D. A person identified in Subsection A shall be entitled to an award of attorney’s fees and costs if he or
she is the prevailing party in a civil cause of action for libel, slander or any other relevant tort
arising out of activities in carrying out the provisions of this Act and the party bringing the action
was not substantially justified in doing so. For purpoeses of this section a proceeding is “substan-
tially justified” if it had a reasonable basis in law or fact at the time that it was initiated.

Legislative Historv (all references are to the Proceedings of the NAIC!
1991 Proc I8, 14. 26. 27-31 (adopted).

This replaces an earlier model law entitled: Standard Law Relating to Procedures in Examining the Affatrs of Insurance Companues
1956 Proc. I1328. 329-333 (adopted!
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MODEL LAW ON EXAMINATIONS

The date in parentheses is-the effective date of the legislation or regulation, with latest

amendments.
NAIC MEMBER MODEL/SIMILAR LEGIS.

Alabama

Alaska ALASKA STAT. §§ 21.06.120
t0 21.06.170 (1966/1992).

Arizona

Arkansas ARK. STAT. ANN. §§ 23-61-201
to 23-61-302 (1959/1991).

California CAL. INS. CODE §§ 730 to 738
(1935/1992).

Colorado COLO. REV. STAT. §§ 10-1-201
to 10-1-207 (1992).

Connecticut CONN. GEN. STAT. § 38a-14
(1949/1992).

Delaware

D.C.

Florida

Georgia

Guam

Hawaii

Idaho

NAIC Copyright 1992 - 111 -

RELATED LEGIS/REGS.

ALA. CODE 8§ 27-2-20 to
27-2-27 (1971).

ARIZ. REV. STAT. ANN. §§
20-142, 20-156 to 20-160
(1954/1989).

DEL. CODE ANN. tit. 18 §§ 322
to 333 (1956/1991).

D.C. CODE ANN. § 35418
(1934/1973) (Life); § 35-1513
(1940/1973) (P/C).

FLA. STAT. §§ 624.316 to
624.322 (1959/1990).

GA. CODE ANN. §§ 33-2-11to
33-2-16 (1960/1992).

GUAM GOV'T. CODE §§ 43028 to
43031 (1981).

HAWAII REV. STAT. §§ 431:2-301
to 431:2-308 (1988).

IDAHO CODE §§ 41-219 to
41-230 (1961/1984).

390-7
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Illinois

Iowa

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Nevada

390-8
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MODEL LAW ON EXAMINATIONS

MODEL/SIMILAR LEGIS.
SB 267 (1991).

IND. CODE §§ 27-1-3.1-1
to 27-1-3.1-18 (1991).

IOWA CODE §§ 507.1 to 507.17
(1965/1992).

KAN. STAT. ANN. §§ 40-222
(1991).

LA. REV. STAT. ANN. §§
20:1301 to 20:1302 (1979/1992).

MINN. STAT § 60A.031
(1961/1992).

HB 606 (1992)
MO. REV. STAT. §§ 374.202

to 374.207 (1992).

Bulletin CB-80 contains scaie
standards from model; regulation
pending (1992).

- 112 -

RELATED LEGIS/REGS.

KY. REV. STAT §§ 304.2-210 to
304.2-300 (1970/1982).

ME. REV. STAT. ANN. tit. 24-A
§§ 221 to 228 (1970/1992).

MD. ANN. CODE art. 48A §§ 30
to 34 (1963/1981).

MASS. GEN. LAWS ch. 175 § 4
(1941/1987).

MICH. COMP. LAWS § 500.222
(1957/1959). :

MISS. CODE ANN. §§ 83-1-23
to 83-1-27 (1972/1984).

MONT. CODE ANN. §§ 33-1-401
to 33-1-413 (1959/1979).

EB. REV. STAT. §§ 44-105
to 44-111.01 (1957/1989).

NEV. REV. STAT. §§ 679B.230
to 679B.300 (1971/1983)

NAIC Copyright 1992




NAIC MEMBER

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

QOklahoma

Oregon

Pennsylvania

Puerto Rico

Rhode Island

South Caroiina

South Dakota

NAIC Copyright 1992
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MODEL LAW ON EXAMINATIONS

MODEL/SIMILAR LEGIS,

N.H.REV. STAT. ANN. § 400-A:37
(1979/1992).

N.C. GEN. STAT. §§ 58-2-131

-58-2-133 (1991).

OKLA. STAT. tit. 36 §§ 309.1 to
309.7 (1991).

SB 1086 pending (1991).

R.I. GEN. LAWS §§ 27-13.1-1
to 27-13.1-7 (1992).

S.C. CODE ANN. §§ 38-13-10
to 38-10-60 (1992).

SB 59 (1992).

- 113 -

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01

RELATED LEGIS/REGS.

N.J. REV. STAT. §§ 17:23-4 to
17:23-7 (1958).

N.M. STAT. ANN. §§ 59A-4-4 to
59A-4-14 (1985/1991).

N.Y. INS. LAW § 309 to 313
(1984).

N.D. CENT. CODE §§ 26.1-03-19
to 26.1-03-22 (1983/1989).

OHIO REV. CODE ANN. §§
3901.07 to 3901.071
(1978/1991).

OR. REV. STAT. §§ 731.300 to
731.316 (1967/1981).

PA. STAT. ANN. tit. 40 §§
40-1-214 to 40-1-221
(1921/1947).

P.R. LAWS ANN. tit. 26 §§ 214
to 226.

R.I. GEN. LAWS §§ 27-1-11
to 27-1-12 (1896/1953); §§ 27-13-1
to 7-13-5 (1896/1982).

S.D. CODIFIED LAWS ANN. §§
58-3-1 to 58-3-15
(1966/1977).

390-9
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Tennessee

Texas

Utah

Vermont

Virgin Islands

Virginia

Washington

West Virginia

Wisconsin

Wyoming

390-10
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MODEL/SIMILAR LEGIS.

VT. STAT. ANN. tit. 8 §§ 3563
to 3576 (1967/1992).

VA. CODE §§ 38.2-1317 to
38.2-1321.1 (1986/1992).

- 114 -

RELATED LEGIS/REGS.

TENN. CODE ANN. § 56-1-401
(1932); §§ 56-1-408 to
56-1-413 (1895/1971).

TEX. INS. CODE ANN. art. 1.15
to'1.19 (1951/1985).

UTAH CODE ANN. §§ 31A-2-203
to 31A-2-205 (1985/1986), See also
UTAH INS. REG. R590-150-1 to
590-150-4 pending (1992).

V.1. CODE ANN. tit. 22 §§ 101
to 108 (1968).

WASH. REV. CODE ANN. §§
48.03.010 to 48.03.070
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W.VA. CODE § 33-2-9
(1957/1991).

WIS. STAT. §§ 601.43 to
601.45 (1969/1985).

WYO. STAT. §§ 26-2-116 to
26-2-124 (1925/1992).
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POST-ASSESSMENT PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION MODEL ACT
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Section 1. Title

This Act shall be known as the [state] Insurance Guaranty Association Act.

Section 2. Purpose

The purpose of this Act is to provide a mechanism for the payment of covered claims under
certain insurance policies to avoid excessive delay in payment and to avoid financial loss to
claimants or policyholders because of the insolvency of an insurer, to assist in the detection and

prevention of insurer insolvencies, and to provide an association to assess the cost of such pro-
tection among insurers.

Section 3. Scope
This Act shall apply to all kinds of direct insurance. but shall not be applicable to the following:
(1) life. annuity. health or disability insurance:

(2)  mortgage guaranty. financial guaranty or other forms of insurance offering protec-
tion against investment risks;

{3)  fidelity or surety bonds, or any other bonding obligations;

(4)  credit insurance, vendors’ single interest insurance. or collateral protection insur-
ance or any similar insurance protecting the interests of a creditor arising out of a
creditor-debtor transaction.

Copyright NAIC 1987 - 115 - 540-1

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE

EXHIBIT D

11456



Guaranty Funds — Property and Liability

(5) insurance of warranties or service contracts;
(6) title insurance;
(7) ocean marine insurance;

(8) any transaction or combination of transactions between a person (including affiliates
of such person) and an insurer (including affiliates of such insurer) which involves

the transfer of investment or credit risk unaccompanied by transfer of insurance
risk; or

(9)  any insurance provided by or guaranteed by government.

Comment: This bill focuses on property and liability kinds of insurance and therefore exempts those kinds of insurance
deemed to present problems quite distinct from those of property and liability insurance. The bill further precludes from
its scope certain types of insurance that provide protection for investment and financial risks. Financial guaranty is one
of these.

“Financial guaranty insurance” includes any insurance under which loss is payable upon proof of occurrence of any of
the following events to the damage of an insured ciaimant or obligee:

1. Failure of any obligor or obligors on any debt instrument or other monetary obligation. including common
or preferred stock, to pay when due the principal, interest. dividend or purchase price of such instrument
or obligation. whether such failure is the result of a financial default or insolvency and whether or not
such obligation is incurred directly or as guarantor by. or on behalf of. another obligor which has also
defaulted:

2. Changes in the level of interest rates whether short term or long term, or in the difference between
interest rates existing in various markets;

3. Changes in the rate of exchange of currency, or from the inconvertibility of one currency into another
for any reason;

4. Changes in the value of specific assets or commodities, or price levels in general.
“Credit insurance” as used here is intended to mean insurance on accounts receivable.
It is intended that the terms “disability insurance” and “accident and health insurance.” and “health insurance” be
synonymous. Each state will wish to examine its own statutes to determine which is the appropriate phrase. In addition,
states that have not enacted the Life and Health Insurance Guaranty Association Model Act. and that aliow property

and casualty insurers to write health insurance, may wish to delete health insurance written by property and casualty
insurers from the list of scope exclusions.

Section 4. Construction

This Act shall be liberally construed to effect the purpose under Section 2 which will constitute
an aid and guide to interpretation.

Section 5. Definitions
As used in this Act:
[Optional

(1, “Account” means any one of the three accounts created by Section 6.]

Comment: This definition should be used by those states wishing to create separate accounts for assessment purposes.

For a note on the use of separate accounts for assessments see the comment after Section 6. If this definition is used.
all subseguent sections should be renumbered.
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(1) “Affiliate” means a person who directly, or indirectly, through one or more inter-
mediaries, controls, is controlled by, or is under common control with an insolvent
insurer on December 31 of the year next preceding the date the insurer becomes an
insolvent insurer.

(2)  “Association” means the [state] Insurance Guaranty Association created under Sec-
tion 6.

(3) “Claimant” means any insured making a first party claim or any person instituting
a liability claim, provided that no person who is an affiliate of the insolvent insurer
may be a claimant.

(4) “Commissioner” means the Commissioner of Insurance of this State.

(5)  “Control” means the possession, direct or indirect, of the power to direct or cause
the direction of the management and policies of a person, whether through the
ownership of voting securities, by contract other than a commercial contract for
goods or nonmanagement services, or otherwise, unless the power is the result of
an official position with or corporate office held by the person. Control shall be
presumed to exist if any person, directly or indirectly, owns, controls, holds with the
power to vote, or holds proxies representing, ten percent or more of the voting
securities of any other person. This presumption may be rebutted by a showing that
control does not exist in fact.

(6) “Covered claim” means an unpaid claim, including one for unearned premiums,
submitted by a claimant, which arises out of and is within the coverage and is subject
to the applicable limits of an insurance policy to which this Act applies issued by
an insurer, if such insurer becomes an insolvent insurer after the effective date of
this Act and:

(a) the claimant or insured is a resident of this state at the time of the insured
event, provided that for entities other than an individual, the residence of a
claimant or insured is the state in which its principal place of business is
located at the time of the insured event; or

(b)  the property from which the claim arises is permanently located in this state.

“Covered claim” shall not include any amount awarded as punitive or exemplary
damages; sought as a return of premium under any retrospective rating plan: or
due any reinsurer, insurer, insurance pool, or underwriting association as subro-
gation recoveries or otherwise.

Comment: The subcommittee feels that the claims covered by the Association should include all claims, including
unearned premiums, arising from the policies of the insolvent insurer. A state may wish to exclude unearned premiums.
in which case “excluding” should be substituted for “including” in the first line. However. recovery from this state’s
Association should be limited to persons having sufficient contacts with the state. The subcommittee does not feel that
coverage should be extended to elements of the insurance industry which know or reasonably can be expected to know
the financial condition of various companies.

(7y  “Insolvent insurer” means an insurer licensed to transact insurance in this state.
either at the time the policy was issued or when the insured event occurred, and
against whom an order of liquidation with a finding of insolvency has been entered
after the effective date of this Act by a court of competent jurisdiction in the insurer's
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state of domicile or of this state under the provision(s) of Section of __ __ and
which order of liquidation has not been stayed or been the subject of a writ of
supersedes or other comparable order.

(8) “Member insurer” means any person who:

(a)  writes any kind of insurance to which this Act applies under Section 3, includ-
ing the exchange of reciprocal or inter-insurance contracts; and

(b) is licensed to transact insurance in this state (except at option of state).

Comment: A state may wish to exempt from the Act certain kinds of companies: such as farmer, county, township or
assessment mutuasls. fraternals or nonprofit service plans.

(9) “Net direct written premiums” means direct gross premiums written in this state
on insurance policies to which this Act applies, less return premiums thereon and
dividends paid or credit to policyholders on such direct business. “Net direct written
premiums” does not include premiums on contracts between insurers or reinsurers.

(10) ‘“Person” means any individual, corporation, partnership, association or voluntary
organization.

Comment: In some states it may be necessary to add reciprocails and insurance exchanges to this definition. Each state
will wish to examine its own statutes to determine whether this definition and the others listed above shouid be deleted
and to determine whether additional definitions are necessary.

Section 6. Creation of the Association

There is created a nonprofit unincorporated legal entity to be known as the {state] Insurance
Guaranty Association. All insurers defined as member insurers in Section 5(8) shall be and
remain members of the Association as a condition of their authority to transact insurance in
this state. The Association shall perform its functions under a plan of operation established and
approved under Section 9 and shall exercise its powers through a board of directors established
under Section 7.

[Alternate Section 6. Creation of the Association

There is created a nonprofit unincorporated legal entitv to be known as the (state) Insurance
Guaranty Association. All insurers defined as member insurers in Section 5(8/ shall be and remain
members of the Association as a condition of their authority to transact insurance in this state.
The Association shall perform its functions under a plan of operation established and approved
under Section 9 and shall exercise its powers through a board of directors established under
Section 7. For purposes of administration and assessment, the Association shall be divided into
three separate accounts: (a) the workmen’s compensation insurance account, ( b/ the automobiie
insurance account; and (c; the account for all other insurance to which this Act applies.]

Comment: Although the Association is created here as a “nonprofit unincorporated legal entity,” each state will wish
to examine its law 1 determine whether some alteration in this terminology is desirable.

The alternate Section 6 should be used if a state, after examining its insurance market. determines that separate accounts
for various kinds of insurance are necessary and feasible. The major consideration is whether each account will have a
base sufficiently large to cover possible insolvencies. Such separate accounts will permit assessments to be generally
limited to insurers writing the same kind of insurance as the insolvent company. If this approach is adopted the provision
of alternate Sections 8(1)c! and 8(2)f) and optional Section 5(1} shouid also be used.
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Section 7. Board of Directors

{1) The board of directors of the Association shall consist of not less than five (5) nor
more than nine (9) persons serving terms as established in the plan of operation.
The members of the board shall be selected by member insurers subject to the
approval of the Commissioner. Vacancies on the board shall be filled for the remain-
ing period of the term by a majority vote of the remaining board members subject
to the approval of the Commissioner. If no members are selected within sixty days
after the effective date of this Act, the Commissioner may appoint the initial mem-
bers of the board of directors.

12)  In approving selections to the board, the Commissioner shall consider among other
things whether all member insurers are fairly represented.

(3)  Members of the board of directors may be reimbursed from the assets of the Asso-
ciation for expenses incurred by them as members of the board of directors.

Comment: The number of members on the board of directors may be left open to some extent. as it is here. or it may
be specified. The same holds true for the terms of office. A state may also wish to provide that a majority of the members
of the board represent domestic insurers.

Section 8. Powers and Duties of the Association
(1)  The Association shall:

a)  be obligated to pay covered claims existing prior to the determination of the
insolvency arising within thirty days after the determination of insolvency,
or before the policy expiration date if less than thirty days after the deter-
mination of insolvency, or before the insured replaces the policy or causes its
cancellation, if he does so within thirty days of the determination. Such obli-
gation shall be satisfied by paying to the claimant an amount as follows:

) the full amount of a covered claim for benefits under a workers’ com-
pensation insurance coverage;

tii) - an amount not exceeding $10,000 per policy for a covered claim for the
return of unearned premium;

(i) an amount not exceeding $300,000 per claimant for all other covered
claims.

In no event shall the Association be obligated to pay a claimant an amount in excess
of the obligation of the insoivent insurer under the policy or coverage from which
the claim arises. Notwithstanding any other provisions of this Act. a covered claim
shali not include any claim filed with the Guaranty Fund after the final date set by
the court for the filing of claims against the liquidator or receiver of an insolvent
insurer. The Association shall pay oniy that amount of each unearned premium
which is in excess of $100.

Comment: The obiigation of the Association is limited to covered claims unpaid prior to insolvency. and to claims arising
within thirty days after the insolvency. or until the policy is cancelled or replaced by the insured. or it expires. whichever
is earlier. The basic principle is to permit policvholders to make an orderly transition to other companies. There appears
to _be noreason why the Association should become in effect an insurer in competition with member insurers by continuing
existing poiicies. possibly for several vears. It is also felt that the control of the policies is properly in the hands of tne
hquidator. Finally. one of the major objections of the public to rapid termination, loss of unearned premiums with no
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corresponding coverage. is ameliorated by this bill since unearned premiums are permissible claims. up to $10.000.
against the Association. The deductible amount ($1001 and the maximums ($10.000 for the return of unearned premium:
$300.000 for all other covered ciaims) represent the subcommittee's concept of practical limitations. but each state will
wish to evaluate these figures. ’

[Alternate Section 8(1)(a)
(1) The Association shall:

(a) be obligated to pay covered claims existing prior to the determination of the
insolvency arising within thirty days after the determination of insolvency, or
before the policy expiration date if less than thirty davs after the determination
of insolvency, or before the insured replaces the policy or causes its cancellation,
if he does so within thirty days of the determination. Such obligation shall
extend to covered claims reported pursuant to an optional extended period to
report claims sold to the insured by the liquidator. The obligation as to covered
claims shall be satisfied by paving to the claimant an amount as follows:

(i) . the full amount of a covered claim for benefits under a workers’ com-
pensation insurance coverage;

(iiy an amount not exceeding $10,000 per policy for a covered ciaim for the
return of unearned premium;

(iii/ an amount.n.ot exceeding $300,000 per claimant for all other covered
claims.

In no event shall the Association be obligated to pay a claimant an amount in
excess of the obligation of the insolvent insurer under the policy from which
the claim arises. Notwithstanding any other provision of this Act, a covered
claim shall not include any claim filed with the Guaranty Fund after the earlier
of the final date for the filing of claims against the liquidator or receiver of an
insolvent insurer or eighteen months after the order of liquidation. The Asso-
ciation shall pay only that amount of each unearned premium which is in excess
of $100.]

Comment: The alternate Section 8(11a) should be used if the state includes a provision in its liquidation law giving
the liquidator authonty to seil a limited extended reporting period for claims-made policies.

(bl be deemed the insurer to the extent of its obligation on the covered claims
and to such extent shall have all rights. duties and obligations of the insoivent
insurer as if the insurer had not become insolvent.

te) assess insurers amounts necessary to pay the obligations of the Association
under Section 8(1)a} subsequent to an insolvency, the expenses of handling
covered claims subsequent to an insolvency, and other expenses authorized
by this Act. The assessments of each member insurer shall be in the proportion
that the net direct written premiums of the member insurer for the calendar
year preceding the assessment bears to the net direct written premiums of all
member insurers and for the calendar year preceding the assessment. Each
member insurer shall be notified of the assessment not later than thirty days
before it is due. No member insurer may be assessed in any year an amount
greater than two percent of that member insurer’s net direct written premiums
for the calendar vear preceding the assessment. If the maximum assessment,
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together with the other assets of the Association, does not provide in any one
year an amount sufficient to make all necessary pavments. the funds available
shall be prorated and the unpaid portion shall be paid as soon thereafter as
funds become available. The Association shall pay claims in any order which
it may deem reasonable, including the payment of claims as such are received
from the claimants or in groups or categories of claims. The Association may
exempt or defer, in whole or in part, the assessment of any member insurer,
if the assessment would cause the member insurer’s financial statement to
reflect amounts of capital or surplus less than the minimum amounts required
for a certificate of authority by any jurisdiction in which the member insurer
is authorized to transact insurance; provided, however, that during the period
of deferment, no dividends shall be paid to shareholders or policyholders.
Deferred assessments shall be paid when such payment will not reduce capital
or surplus below required minimums. Such payments shall be refunded to
those companies receiving larger assessments by virtue of such deferment, or
at the election of any such company, credited against future assessments.

[Alternate Section 8(1)(¢e)

(c)

Copyright NAIC1987

Allocate claims paid and expenses incurred among the three accounts sepa-
rately, and assess member insurers separately for each account, amounts nec-
essary to pay the obligations of the Association under Section 8(1)( a) subsequent
to an insolvency, the expenses of handling covered claims subsequent to an
insolvency and other expenses authorized by this Act. The assessments of each
member insurer shall be in the proportion that the net direct written premiums
of the member insurer for the calendar vear preceding the assessment on the
kinds of insurance in the account bears to the net direct written premiums of
all member insurers for the calendar year preceding the assessment on the
kinds of insurance in the account. Each member insurer shall be notified of
the assessment not later than thirty days before it is due. No member insurer
may be assessed in any one year on any account an amount greater than two
percent of that member insurer’s net direct written premiums for the calendar
year preceding the assessment on the kinds of insurance in the account. If the
maximum assessment, together with the other assets of the Association in any
account, does not provide in any one year in any account an amount sufficient
to make all necessary payments from that account, the funds available shall be
pro-rated and the unpaid portion shall be paid as soon thereafter as funds
become available. The Association shall pay claims in any order which it deems
reasonable, including the pavment of claims as such are received from the
claimants or in groups or categories of claims. The Association mav exempt or
defer, in whole or in part, the assessment of any member insurer, if the assess-
ment would cause the member insurer's financial statement to reflect amounts
of capital or surpius less than the minimum amounts required for a certificate
of authority by any jurisdiction in which the member insurer is authorized to
transact insurance; provided, however, that during the period of deferment, no
dividends shall be paid to shareholders or policvholders. Deferred assessments
shall be paid when such payment will not reduce capital or surplus below
required minimums. Such payments shall be refunded to those companies
receiving larger assessments by virtue of such deferment. or at the election of
any such company, credited against future assessments. Each member insurer
may set off against any assessment, authorized payments made on covered
claims and expenses incurred in the payment of such claims by the member
insurer if thev'are chargeable to the account for which the assessment is made.]
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Comment: The maximum assessment per year may be varied from state to state depending on the size of the base. The
figure used should produce sufficient funds to handie any possible insoivency. keeping in mind that the total amount
may not be needed in one year. The two percent maximum used here would have produced in 1968 on a nationwide
basis, from the kinds of insurance to which this Act applies, approximately $500.000.000.

(d) investigate claims brought against the Aasociation and adjust, compromise,
settle and pay covered claims to the extent of the Association’s obligation and
deny all other claims and may review settlements, releases and judgments to
which the insolvent insurer or its insureds were parties to determine the extent
to which such settlements. releases and judgments may be properly contested.

{e)  notify such persons as-the Commissioner directs under Section 10(2Xa).

Comment: The liquidation statutes of the state may describe the persons to be notified by the liquidator, but since this
Association provides a distinctive service, the Commissioner may wish to require a separate notification by it.

H handle claims through its employees or through one or more insurers or other
persons designated as servicing facilities. Designation of a servicing facility
is subject to the approval of the Commissioner, but such designation may be
declined by a member insurer.

(g) reimburse each servicing facility for obligations of the Association paid by

" the facility and for expenses incurred by the facility while handling claims

on behalf of the Association and shall pay the other expenses of the Association
authorized by this Act.

(2) The Association may:

(a)  employ or retain such persons as are necessary to handle claims and perform
other duties of the Association;

(b} borrow funds necessary to effect the purposes of this Act in accord with the
plan of operation;

ic) sue or be sued:

(d'  negotiate and become a party to such contracts as are necessary to carry out
the purpose of this Act;

te}  perform such other acts as are necessary or proper to effectuate the purpose
of this Act;

HH refund to the member insurers in proportion to the contribution of each mem-
ber insurer to the Association that amount by which the assets of the Asso-
ciation exceed the liabilities, if at the end of any calendar year, the board of
directors finds that the assets of the Association exceed the liabilities of the
Association as estimated by the board of directors for the coming year.
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[Alternate Section 8(2)(P)

(f/  Refund to the member insurers in proportion to the contribution of each member

. insurer to that account that amount by which the assets of the account exceed

the liabilities, if at the end of any calendar year, the board of directors finds

that the assets of the Association in any account exceed the liabilities of that
account as estimated by the board of directors for the coming year.]

Comment: The subcommittee feels that the board of directors should determine the amount of the refunds to members
when the assets of the Association exceed its liabilities. However, since this excess may be quite small. the board is

given the option of retaining all or part of it to pay expenses and poasibly remove the need for a relatively small
assessment at a later time.

Section 9. Plan of Operation

(1) (a) The Association shall submit to the Commissioner a plan of operation and
any amendments thereto necessary or suitable to assure the fair, reasonable
and equitable administration of the Association. The plan of operation and
any amendments thereto shall become effective upon approval in writing by
the Commissioner.

(b)  If the Association fails to submit a suitable plan of operation within ninety
days following the effective date of this Act, or if at any time thereafter the
Association fails to submit suitable amendments to the plan; the Commis-
sioner shall, after notice and hearing; adopt and promuigate such reasonable
rules as are necessary or advisable to effectuate the proyvisions of this Act.
Such rules shall continue in force until modified by the Commissioner or
superseded by a plan submitted by the Association and approved by the Com-
missioner,

(2)  All member insurers shall comply with the plan of operation.

(3)  The plan of operation shall: .

(a) establish the procedures whereby all the powers and duties of the Association
under Section 8 will be performed;

(b)  establish procedures for handling assets of the Association;

tc)  establish the amount and method of reimbursing members of the board of
directors under Section 7; .

{d)  establish procedures by which claims may be filed with the Association and
establish acceptable forms of proof of covered claims. Notice of claims to the
receiver or liquidator of the insolvent insurer shall be deemed notice to the
Association or its agent and a list of claims shall be periodically submitted to
the Association or similar organization in another state by the receiver or
liquidator;

Comment: On the general subject of the relationship of the Association to the liquidator, the subcommittee takes the
position that since this is a model state bill. it will be able to bind only two parties. the Association and the in-state
liquidator. Nevertheless, the provisions should be clear enough to outline the requests being made to out-of-state
liquidators and the requirements piaced on in-state liguidators in relation to out-of-state associations.
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(e)  establish regular places and times for meetings of the board of directors;

) establish procedures for records to be kept of all financial transactions of the
Association, its agents and the board of directors;

(g) provide that any member insurer aggrieved by any final action or decision of
the Association may appeal to the Commissioner within thirty days after the
action or decision;

(hy  establish the procedures whereby selections for the board of directors will be
submitted to the Commissioner;

(i)  contain additional provisions necessary or proper for the execution of the
powers and duties of the Association.

(4) The plan of operation may provide that any or all powers and duties of the Asso-
- ciation, except those under Section 8(1)c¢) and 8(2)(b), are delegated to a corporation,
association or other organization which performs or will perform functions similar
to those of this Association or its equivalent in two or more states. Such a corporation,
association or organization shall be reimbursed as a servicing facility would be
reimbursed and shall be paid for its performance of any other functions of the
Association. A delegation under this subsection shall take effect only with the
approval of both the board of directors and the Commissioner, and may be made
only to a corporation, association or organization which extends protection not sub-
stantially less favorable and effective than that provided by this Act.

Comment: The subcommittee recognizes current discussion at both the regulatory and industry levels concerning the
possible creation of a nonfederal interstate organization to perform various functions relating to the protection of
policyholders and claimants from insurer insolvency. It is difficuit at present to predict the type of interstate arrangement
which may evolve. At the same time, the subcommittee would like to avoid the necessity of returning to each state
legislature if a desirable, nonfederal interstate approach is developed. Consequently, this subsection. with appropriate
standards and reguiatory safeguard, provides a highly flexible transition device. The subsection operates on the theory
of a revocable delegation of functions in the plan of operations if approved by the industry and the Commissioner. The
board of directors would continue in existence in each state which would, among other things, provide the commissioner
with a contact for his regulatory control. In addition, membership would continue to be mandatory state by state as
recognized under this bill and no new legislation would be necessary. This approach would permit the gndual development
(e.g. a partia] deiegation of powers) of an interstate system as opposed to an all or nothing choice. Finally. it shouid be
noted that the Association may not delegate its powers to assess or borrow money. Assessment would continue to be
made on a state by state besis in accordance with the provigions of the individual state statutes.

Section 10. Duties and Powers of the Commissioner
(1) The Commissioner shall:
(a)  notify the Association of the existence of an insolvent insurer not later than
three days after he receives notice of the determination of the insolvency. The
Association shall be entitled to a copy of any complaint seeking an order of

liquidation with a finding of insolvency against a member company at the
same time that such complaint is filed with a court of competent jurisdiction;

(b)  upon request of the board of directors, provide the Association with a statement
of the net direct written premiums of each member insurer.
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(20 The Commissioner may:

(a) require that the Association notify the insureds of the insolvent insurer and
any other interested parties of the determination of insolvency and of their
‘rights under this Act. Such'notification shall be by mail attheir last known
-address, where available, but if sufficient information for.notification by mail
is not available, notice by publication in a mewspaper of general circulation
shall be sufficient;

(b) suspend or revoke, after notice and hearing, the certificate of .authority to
transact insurance in this state of any member insurer which fails to pay an
.assessment-when due or fails to comply with the plan of operation. As an
alternative, the Commissicner may levy a fine on any member insurer which
fails to pay an assessment when due. Such fine shall not-exceed five percent
of the unpaid assessment per month, except that no fine shall be less than
$100 per month;

(&) revoke the designation of any servicing facility if he finds claims are being
handled unsatisfactorily.

(3)  Any final action or order of the Commissioner under this Act shall be subject to
judicial review in a court of competent jurisdiction.

Comment: This subsection may be omitted if the insurance statutes of a state provide for judicial review of all actions
or orders of the Commissioner.

Section 11. Effect of Paid Claims

(1) Any person recovering under this Act shall be deemed to have assigned his rights
under the policy to the Association to the extent of his recovery from the Association.
Every insured or claimant seeking the protection of this Act shall cooperate with
the Association to the same extent as such person would have been required to
cooperate with the insolvent insurer. The Association shall have no cause of action
against the insured of the insolvent insurer for any sums it has paid out except such
causes of action as the insolvent insurer would have had if such sums had been paid
by the insolvent insurer and except as provided in Subsection (2) below. In the case
of an insolvent insurer operating on a plan with assessment liability, payments of
claims of the Association shall not operate to reduce the liability of the insureds 1o
the receiver, liquidator or statutory successor for unpaid assessments.

(2) The Association shall have the right to recover from the following persons the
amount of any “covered claim” paid on behalf of such person pursuant to the Act:

(a)  any insured whose net worth on December 31 of the year next preceding the
date the insurer becomes an insolvent insurer exceeds $50 million and whose
liability obligations to other persons are satisfied in whole or in part by pav-
ments made under this Act; and

Comment: The reference to “liabilitv obligations” inciudes obligations under workers compensation insurance coverage-

(b) any person who is an affiliate of the insolvent insurer and whose liabilityv
obligations to other persons are satisfied in whole or in part by payments made
under this Act. - -
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Comment: The term “net worth” would not apply to state and local governmental units which, in accounting pariance,
have “fund balances” rather than net worth.

(3) The receiver, liquidator or statutory successor of an insolvent insurer shall be bound
by ‘settlements of covered claims by the Association or a similar-organization in
another state. The court having jurisdiction shall grant such claims priority equal
to that which the claimant would have been entitled in the.absence of this Act
.against the assets of the insolvent insurer. The expenses of the Association or similar
organization in handling claims shall be accorded the same priority as the liqui-

dator’s expenses. '

Comment: The-priority of claims against the assets of the insolvent insurer may be determined by the liquidation
‘statutes. States which-do not set.such priorities by the statute may wish to revise the language in this subsection. It

--goems probable that the courts would treat claims by the Association on-the basis of the underlying claim, as this
subsection requires, even in the absence of this provision.

(4)  The Association shall periodically file with the receiver or liquidator of the insolvent
insurer statements of the covered claims paid by the Association and estimates of
anticipated claims on the Association which shall preserve the rights of the Asso-
ciation against the assets of the insolvent insurer.

Section 12. Nonduplication of Recovery

(1) Any person having a claim against an insurer under any provision in an insurance
policy other than a policy of an insolvent insurer which is also a covered claim, shall
be required to exhaust first his right under such policy. Any amount payable on a
covered claim under this Act shall be reduced by the amount of any recovery under
such insurance policy.

(2)  Any person having a claim which may be recovered under more than one insurance
guaranty association or its equivalent shall seek recovery first, from the Association
of the place of residence of the insured except that if it is a first party claim for
damage to property with a permanent location, he shall seek recovery first from the
Association of the location of the property, and if it is a workers’ compensation claim.
he shall seek recovery first from the Association of the residence of the claimant.
Any recovery under this Act shall be reduced by the amount of recovery from anv
‘other insurance guaranty association or its equivalent.

Comment: This subsection does not prohibit recovery from more than one Association. but it does describe the Association
to be approached first and then requires that any previous recoveries from like Associations must be set off against
recoveries from this Association.

Section 13. Prevention of Insolvencies
To aid in the detection and prevention of insurer insolvencies:
(1)  The board of directors may, upon majority vote:

ta) make recommendations to the Commissioner for the detection and prevention
of insurer insolvencies; and

(b) - respond to requests by the Commissioner to discuss and make recommenda-
tions regarding the status of any member insurer whose financial condition
may be hazardous to policyholders or the public. Such recommendations shall
not be considered public documents.
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(2) The board of directors may, at the conclusion of any domestic insurer insolvency in
which the Association was obligated to pay covered claims, prepare a report on the
history and causes of such insolvency, based on the information available to the
Association and submit such report to the Commissioner.

Section 14. Examination of the Association

The Association shall be subject to examination and regulation by the Commissioner. The board
of directors shall submit, not later than March 30 of each year, a financial report for the preceding
calendar year in.a form approved by the Commissioner.

Section 15. Tax Exemption

The Association shall be exempt from payment of all fees and all taxes levied by this state or
any of its subdivisions except taxes levied on real or personal property.

Section 16. Recognition of Assessments in Rates

The rates and premiums charged for insurance policies to which this Act applies shall include
amounts sufficient to recoup a sum equal to the amounts paid to the Association by the member
insurer less any amounts returned to the member insurer by the Association and such rates
shall not be deemed excessive because they contain an amount reasonably calculated to recoup
assessments paid by the member insurer.

Comment: Although generally rates are prospective in nature, this section would permit recoupment of amounts assessed
in the past.

Section 17. Immunity

There shall be no liability on the part of, and no cause of action of any nature shall arise against
any member insurer, the Association or its agents or employees, the board of directors, or the
Commissioner or his representatives for any action taken or any failure to act by them in the
performance of their powers and duties under this Act.

Section 18. Stay of Proceedings

All proceedings in which the insolvent insurer is a party or is obligated to defend a party in any
court in this state shall be stayed for six months and such additional time thereafter as may pe
determined by the court from the date the insolvency is determined or an ancillary proceeding
is instituted in the state whichever is later, to permit proper defense by the Association of all
pending causes of action. As to any covered claims arising from a judgment under any decision.
verdict or finding based on the default of the insolvent insurer or its failure to defend an insured.
the Association either on its own behalf or on behalf of such insured may apply to have such
judgment, order, decision. verdict or finding set aside by the same court or administrator that

made such judgment, order. decision, verdict or finding and shall be permitted to defend such
claim on the merits.

The liquidator, receiver. or statutory successor of an insolvent insurer covered by this Act shal!
permit access by the board or its authorized representative to such of the insolvent insurer’s
records which are necessary for the board in carrying out its functions under this Act with regard
to covered claims. In addition. the liquidator, receiver or statutory successor shall provide the

board or its representative with copies of such records upon the request by the board and at the
expense of the board. :
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-General Comments: Each state may wish to consider the following when preparing this bill:

1. The addition of an effective date section.

2. The addition of a section amending the state retaliatory law so that assessments by insurance guaranty
associations or similar organizations are not considered in determining retaliatory taxation.

3. The addition of a section amending the state liquidation statute to permit or require the liquidator to
make periodic partial payments to the Association. This will serve to reduce the size and frequency of
assessments.

4. The addition of a section specifically permitting or prohibiting advertisements by member insurers which

include a reference to coverage of the insurance guaranty association.

'Recommendations: Formula to Recoup Assessments

The task force, in making the following recommendation. considered among other subjects the lines of business affected
how long a time period should the procedures apply the magnitude of the increment in the rate-making formula individual
policyhoider equity, and flexibility in the operation, surveillance and application of this recommendation.

It is recommended by the task force that the following formula be incorporated in the rate-making procedure of the
various states:

1. Insurance companies in a state having a.guaranty fund law may add .001 to “taxes, licenses and fees”
in their rate-making or rate review formulas for lines of business subject to the guaranty fund law under
the following conditions:

al The state’s guaranty fund total assessments paid and payable and accumulated through December
31 of the preceding vear have exceeded $§100.000 in that state for all accounts; and

(b) The difference between (i) and (ii} below is less than one-half percent of the subject premium in
the most recently available calendar year:

1} The amount generated by multiplving the sum of premiums subject to guaranty fund
assessment by .001 for the period the .00l increment may be in effect.

(i The amount of accumulated fund assessment paid or payable.

2. When the amount determined in 1(b) above exceeds one-half of one percent of premiums in the most
recently available calendar vear, the use of the .001 increment will not be permitted in future rate-
making or rate review. If additional or subsequent assessments are made the use of the .001 increment
may be reenacted subject to the criteria under 1(a) and 1(b) above.

3. In states where the assessment indicates the .001 increment is inadequate to recoup such assessment~
within a reasonable period of time, it is recommended by the task force that the increment be increit~cd
so that recoupment can be achieved in a reasonable period of time.

Legisiative Historv ( all references are to the Proceedings of the NAIC).

1970 Proc. I 218, 252, 253-262. 298 ( adopted).

1972 Proc. I 15, 16, 443, 477-478. 479480 (amended).

1973 Proc. I 9, 11, 140, 154, 155-157 (amended).

1973 Proc. I 18. 21, 370. 394. 396 t recoupment formula adopted).
1879 Proc. I 44. 46, 126. 217 tamended ;.

1981 Proc. I 47. 50, 175. 225 tamended).

1984 Proc. I 6. 31. 196, 326, 352 amended).

1986 Proc. 11 410—411 (Amendments adupted later printed here..
1987 Proc. [ 11. 18, 161. 421, 422. 429. 450-452 tamended..
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INSURANCE GUARANTY ASSOCIATION MODEL ACT

The date in parentheses is the effective date of the legislation or -regulation, with latest

amendments.
NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
Alabama ALA. CODE §§ 27-42-1to -

27-42-20 (1981) (Uses

separate account option).

Alaska ALASKA STAT. §§ 21.80.010
to 21.80.190 (1970/1985) (Uses
separate account option).

Arizona ARIZ. REV. STAT. ANN. §§
20-661 to 20-680 (1977/1992).
Arkansas ARK. STAT. ANN. §§ 23-90-101
to 23-90-123 (1977/1987).
California CAL. INS. CODE §§ 1063 to
1063.15 (1969/1992).
Colorado COLO. REV. STAT. §§ 10-4-501
to 10-4-519 (1963/1989) (Uses
separate account option.)
Connecticut CONN. GEN. STAT. §§

38a-836 to 38a-853 (1971/1990)
(Uses separate account option).

Delaware DEL. CODE ANN. tit.18
§§ 4201 to 4221 (1982/1991).
D.C. D. C. CODE ANN. §§ 35-1901
to 35-1917 (1973).
Florida FLA. STAT. §§ 631.50
to 631.70 (1982/1987).
Georgia GA. CODE §§ 33-36-1
to 33-36-19 (1970/1989).
Guam NO ACTION TO DATE
Hawaii HAWAII REV. STAT. §§

431:16-101 to 431:16-117 (1988).

Idaho IDAHO CODE §§ 41-3601
to 41-3621 (1970/1992) _
(Uses separate account option).

NAIC Copyright 1992 - 129 - 540-15
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NAIC MEMBER

HNlinois

Indiana

Iowa

Kansas

Kentucky

Louisiana

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

540-16
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POST-ASSESSMENT PROPERTY AND LIABILITY

MODEL/SIMILAR LEGIS.

ILL. REV. STAT.ch. 1. C.
$§ 532 to 553 (1977/1990)
(Uses separate account option).

IND. CODE §§ 27-6-8-1 to
27-6-8-19 (1973/1988) (Uses
separate account option.)

IOWA CODE §§ 515B.1 to
515B.26 (1970/1991).

KAN. STAT. ANN. §§
40-2901 to 40-2919 (1970/1986).

KY. REV. STAT. §§

304.36-010 to 304.36-170 (1972/1990).

LA. REV. STAT. ANN. §§
22:1375 to 22:1394 (1970/1992).

ME. REV. STAT. ANN. tit. 24-A
§§ 4431 to 4452 (1969/1990)
(Uses separate account option).

MD. ANN. CODE tit. 48A
§§ 504 to 519 (1971/1988).

MASS. GEN. LAWS ch. 175D
§§ 1 to 16 (1970/1989).

MINN. STAT. §§ 60C.01 to
60C.20 (1971/1991) (Uses
separate account option).

MISS. CODE ANN. §§
83-23-101 to 83-23-137 (1970/1992).

MO. REV. STAT. §§ 375.771 to
375.780 (1971/1991) (Uses
separate account option).

MONT. CODE ANN. §§
33-10-101 to 33-10-117 (1971).

- 130 -
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RELATED LEGIS/REGS.

MICH. COMP. LAWS §§ 500.7S(:.
to 500.7949 (1969/1982).
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NAIC MEMBER
Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

Puerto Rico

Rhode Island

NAIC Copyright 1992

Model Regulation Service - October 1992

POST-ASSESSMENT PROPERTY AND LIABILITY

INSURANCE GUARANTY ASSOCIATION MODEL ACT

MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.

NEB. REV. STAT. §§ 44-2401
to 44-2418 (1971/1990) (Uses
separate account option).

NEV. REV. STAT. §§ 687A.010
to 687A.160 (1971/1989).

N.H. REV. STAT. ANN. §§
404-B:1 to 404-B:18 (1970)
(Uses separate account option).

N.J. STAT. ANN. §§
17:30A-1 to 17:30A-20 (1974).

N.M. STAT. ANN. §§ 59A-43-1
to 59A-43-18 (1985/1989).
(Uses separate account option).

N.Y. INS. LAW §§ 7601 to 7614

(1984/1989).

N.C. GEN. STAT. §§ 568-48-1
to 58-48-130 (1971/1992) (Uses
separate account option).

N.D. CENT. CODE §§
26.1-42-01 to 26.1-42-15 (1985/1991).

OHIO REV. CODE ANN. §§
3955.01 to 3955.21 (1970)
(Uses separate account option).

OKLA. STAT. tit. 36 §§
2001 to 2019 (1980/1988)
(Uses separate account option).

OR. REV. STAT. §§ 734.510 to
734.710 (1971/1977).

PA. STAT. ANN. tit. 40
§§ 51-101 to 51-603 (1970).

P.R. LAWS ANN. tit. 26
§§ 3801 to 3819 (1974/1980)

R. 1. GEN. LAWS §§ 27-34-1

to 27-34-19 (1988/1991) (Uses
separate account option.)
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POST-ASSESSMENT PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION MODEL ACT

NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
South Carolina S. C. CODE ANN. §§ 38-31-10
to 38-31-180 (1988/1991)
(Uses separate account option).
South Dakota S. D. CODIFIED LAWS ANN.
§§58-29A-1 to 58-29A-53
(1970/1990)(Uses separate
accounts).
Tennessee TENN. CODE ANN. §§
56-12-101 to 56-12-119
(1971/1989).
Texas TEX. INS. CODE 21.28-C (1991)
(Uses separate account option).
Utah UTAH CODE ANN. §§ See also INS. DEPT. REG. 71-3
31A-28-201 to 31A-28-220 (1971).
(1986/1991) (Uses separate
account option).
Vermont VT. STAT. ANN. tit. 8
§§ 3611 to 3633 (1969/1979)
(Uses separate account option).
Virgin Islands NO ACTION TO DATE
Virginia VA. CODE §§ 38.2-1600 to
38.2-1623 (1986/1987).
Washington WASH. REV. CODE §§
48.32.010 to 48.32.930
(1971/1975-76) (Uses
separate account option).
West Virginia W. VA. CODE §§ 33-26-1
to 33-26-19 (1970) (Uses
gseparate account option).
Wisconsin WIS. STAT §§ 646.01 to 646.73
(1979/1988) ("Insurance Security
Fund").
Wyoming WYO. STAT §§ 26-31-101
to 26-31-117 (1971/1990).
- 132 -
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EXHIBIT E

MODEL SURPLUS LINES LAW

Table of Contents

Section 1. Short Title

Section 2. Purpose-Necessity for Regulation

Section 3. Definitions

Section 4. Placement of Surplus Lines Insurance
-Section 5. Eligible Surplus Lines Insurers Required

Section 6. Other Nonadmitted Insurers

Section 7. Withdrawal of Eligibility from a Surplus Lines Insurer
Section 8. Admitted Insurers—Waiver of Rate and Form Regulations
Section 9. Duty to File Evidence of Insurance and Affidavits

Section 10.  Surplus Lines Advisory Organizations

Section 11.  Evidence of the Insurance—Changes—Penalties

Section 12.  Licensee’s Duty to Notify Insured

Section 13.  Valid Surplus Lines Insurance’

Section 14.  Effect of Payment to Surplus Lines Licensee

Section 15.  Licensing of Surplus Lines Licensee

Section 16.  Surplus Lines Licensees May Accept Business from Other Agents or Brokers
Section 17.  Records of Surpius Lines Licensee

Section 18. Reports-Summary of Exported Business

Section 19.  Surplus Lines Tax

Section 20.  Collection of Tax :
Section21.  Suspension, Revocation or Nonrenewal of Surplus Lines Licensee’s License
Section 22.  Actions Against Surplus Lines Insurer-Service of Process
Section 23.  Penalties

Section 24.  Separability of Provisions

Section25.  Effective Date

Section 1. Short Title

This Act shall be known and may be cited as “The Surpius Lines Law.’

Section 2.

Purpose—Necessity for Regulation

This Act shall be liberally construed and appliéd to promote its underlying purposes which include:

A. Protecting persons seeking insurance in this state;

B.

insurers and exported from this state pursuant to this Act;

Permitting surplus lines insurance to be placed with reputable and financially sound nonadmitted

Establishing a system of regulation which will permit orderly access to surplus lines insurance in

this state and encourage admitted insurers to provide new and innovative types of insurance
available to consumers in this state; and

D. Protecting revenues of this state.

Section 3.

Definitions

As used in this Act:

A. “Admitted insurer’” means an insurer licensed to do an insurance business in this state.
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B. “Capital”, as used in the financial requirements of Section 5, means funds paid in for stock or other
evidence of ownership.

C. "“Commissioner” means the Commissioner of Insurance of this state.

~eaiv”

“Eligible surplus lines insurer” means a nonadmitted insurer with which a surplus lines licensee
may piace surplus lines insurance under Section 5 of this Act.

E. “"Export” means to place surplus lines insurance with a nonadmitted insurer.

“Kind of insurance” means one of the types of insurance required to be reported in the annual
statement which must be filed with the Commissioner by licensed insurers.

G. “Nonadmitted insurer”’ means an insurer not licensed to do an insurance business in this state.
This definition shall inciude insurance exchanges as authorized under the laws of various states.

H. “Producing broker” means the individual broker or agent dealing directly with the party seeking
insurance.

“Reciprocal State” means a state that has enacted provisions substantially similar to those con-
tained in:

(1) Sections 17d, 18D, 1¥A), 19(C), 1¥D) and 21(E) herein;

(2) The allocation schedule and reporting form contained in The NAIC Model Regulation on
Surplus Lines Taxation: and

Editor's Note: This model regulation does not yet exist, but is in the process of development.

(3) Section 6 of the NAIC Model Non-Admitted Insurance Act regarding taxation of premiums in '
independently procured insurance. '

Note: This may result in a broker having to pay greater than 100% tax.

J. “Surplus”, as used in the financial requirements of Section 3, means funds over and above
liabilities and capital of the company for the protection of policyholders.

K. “Surplus lines insurance” means any insurance in this state of risks resident. located or to e
performed in this state, permitted to be placed through a surplus lines licensee with a nonadmitted
insurer eligible to accept such insurance, other than reinsurance. wet marine and transportation
insurance. insurance independently procured, and life and health insurance and annuities.

L.

“Surplus lines licensee” means an individual (firm or corporation) licensed under Section 15 of this

Act to place insurance on risks resident, located or to be performed in this state with nonadmitted
insurers eligible to accept such insurance.

M. “Wet marine and transportation insurance”’ means:
(1) Insurance upon vessels, crafts, hulls and of interests therein or with relation thereto:

(2) Insurance of marine builders risks, marine war risks and contracts of marine protection and
indemnity insurance;

(3) Insurance of freights and disbursements pertaining to a subject of insurance coming within )
this subsection; and
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(4) Insurance of personal property and interests therein, in the course of exportation from or
importation into any country, or in the course of transportation coastwise or on inland waters,
including transportation by land, water or air from point of origin to final destination, in
connection with any and all risks or perils of navigation, transit or transportation, and while
being prepared for and while awaiting shipment, and during any delays, transshipment, or
reshipment incident thereto.

Section 4. Placement of Surplus Lines Insurance
Insurance may be procured through a surplus lines licensee from nonadmitted insurers if:

A. Each insurer is an eligible surplus lines insurer;

B. The full amount or kind of insurance cannot be obtained from insurers who are admitted to do
business in this state. Such full amount or kind of insurance may be procured from eligible surplus
lines insurers, provided that a diligent search is made among the insurers who are admitted to
transact and are actually writing the particular kind and class of insurance in this state; and

C. All other requirements of this Act are met.
Section 3. Eligible Surplus Lines Insurers Required

No surplus lines licensee shall place any coverage with a nonadmitted insurer, unless, at the time of
placement, such nonadmitted insurer:

A. Has established satisfactory evidence of good repute and financial integrity; and

B. Qualifies under one of the following paragraphs:

(1) Has capital and surplus or its equivalent under the laws of its domiciliary jurisdiction which
equals:

(a) (1) This state’s minimum capital and surplus requirements under the laws of this state. or

(2) $15,000,000, whichever is greater; except that nonadmitted insurers aiready qualified
under this Act shall have $10,000.000 by December 31, 1990; $12,500.000 by Decem-
ber 31, 1991; and $15,000,000 by December 31, 1992.

(b) The requirements of this paragraph may be satisfied by an insurer possessing less than
the aforementioned capital and surpius upon an affirmative finding of acceptabiliity by the
Commissioner. The finding shall be based upon such factors as quality of management.
capital and surplus of any parent company, company underwriting profit and investment
income trends, and company record and reputation within the industry. In no event shall
the Commissioner make an affirmative finding of acceptability when the surplus lines
insurer’s capital and surplus is less than $4,500,000.

(2) In the case of an “Insurance Exchange” created by the laws of individual states. maintains
capital and surplus, or the substantial equivalent thereof, of not less than 350.000,000 in the
aggregate. For Insurance Exchanges which maintain funds for the protection of all Insurance
Exchange policyholders, each individual syndicate shail maintain minimum capital and sur-
plus, or the substantial equivalent thereof, of not less than $3,000,000. In the event the Insur-
ance Exchange does not maintain funds for the protection of all Insurance Exchange

policyholders, each individual syndicate shall meet the minimum capital and surplus require-
ments of Section 5B(1).
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C. (1) Inaddition, an insurer not domiciled in one of the United States, its territories or Canada must
have in force in the United:States an irrevocable trust account in a qualified U.S. financial
institution, on behalf of U.S. policyholders of not less than $2,500,000 and consisting of cash,
securities, letters of credit, or of investments of substantially the same character and quality
as those which are eligible investments for the capital and statutory reserves of admitted
insurers authorized to write like kinds of insurance in this state. Such trust fund, which shall
be included in any calculation of capital and surplus or its equivalent, shall have an expiration
date which at no time shall be less than five (5) years; or

Drafting Note: The Commissioners may wish to establish the authority to set a higher level on a case by case basis.

(2) In the case of a Lloyd’s plan or other similar unincorporated group of individual insurers,
maintains a trust fund of not less than $50,000,000 as security to the full amount thereof for all
policyholders and creditors in the United States of each member of the group, and such trust

shall likewise comply with the terms and conditions established in Paragraph (1) for alien
insurers.

D. Has caused to be provided to the Commissioner a copy of its current annual statement certified by
such insurer. Such statement shall be provided at the same time it is provided to the insurer’s

domicile, but in no event no more than six (6) months after the close of the period reported upon and
which is either:

(1) Filed with and approved by the regulatory authority in the domicile of the nonadmitted
insurer; or

(2) Certified by an accounting or auditing firm licensed in the jurisdiction of the insurer’s
domicile.

In the case of an Insurance Exchange, the statement may be an aggregate combined statement of
all underwriting syndicates operating during the period reported.

Draiting Note: The foilowing subsection is for use by those states which desire to adopt a “white iist" for determining the eligmbiiity of
nonaarmtted insurers to write surpius lines insurance.

E. In addition to meeting the requirements in Subsections A to C, an insurer shall be an eligibie
surplus lines insurer if it appears on the most recent list of eligible surplus lines insurers published
by the Commissioner from time to time but at least semi-annually. Nothing in this section shall

require the Commissioner to place or maintain the name of any nonadmitted insurer on the list of
eligible surplus lines insurers.

Section 6. Other Nonadmitted Insurers

Drafting Note: This section is necessary only in states which have adopted Section 5E.

Only that portion of any risk eligible for export for which the full amount of coverage is not procurabie from
eligible surplus lines insurers may be placed with any other nonadmitted insurer which does not appear on
the list of eligible surplus lines insurers published by the Commissioner pursuant to Section 5E but
nonetheless meets the requirements set forth in Section 5A to C and any regulations of the Commissioner.
The surplus lines licensee seeking to provide coverage through an unlisted nonadmitted insurer shall
make a filing specifying the amountts) and percentage(s) of each risk to be placed, and naming the nonad-
mitted insurer(s) with which placement is intended. Within {insert number] days after placing the cover-
age, the surplus lines licensee shall also send written notice to the insured or the producing broker that the
insurance, or a portion thereof, has been placed with such nonadmitted insurer.
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Section 7. -Withdrawal of Eligibility from a Surplus Lines Insurer
If at any time the Commissioner has reason to believe that an eligible surplus lines insurer:
A. Isin unsound financial condition;
B. Isno longer eligible under Section 5;

C. Has willfully violated the laws of this state; or

D. Does not make reasonably prompt payment of just losses and claims in this state or elsewhere;

the Commissioner may declare it ineligible. The Commissioner shall promptly mail notice of all such
declarations to each surplus lines licensee.

Section 8. Admitted Insurers—Waiver of Rate and Form Regulations

An admitted insurer may issue, through any agent, broker or other representative, in the manner permit.
ted under the insurance law for other policies of the same kind, insurance covering the particular insured
for the amount of or kind of insurance which is exportable under Section 4; without regard to rate and form
requirements otherwise applicable, if the agent, broker or other representative placing such insurance

compiies with the filing requirements of Section 9A. Such insurance shall be subject to the premium tax
applicable to such admitted insurer.

Section 9. Duty to File Evidence of Insurance and Affidavits

Within [insert number] days after the placing of any surplus lines insurance, each producing broker shall
execute and each surplus lines licensee shall file;

A. A written report, which shall be kept confidential, regarding the insurance with the Commis-
sioner, including the following:

(1) The name and address of the insured;

(2) The identify of the insurer or insurers;

(3) A description of the subject and location of the risk;

‘4) The amount of premium charged foxf the insurance; and

(3) Such other pertinent information as the Commissioner may reasonably require; and

B. An affidavit on a standardized form furnished by the Commissioner. as to the diligent efforts to
place the coverage with admitted insurers and the results thereof. The affidavit shall affirm that
the insured was expressly advised in writing prior to placement of the insurance that:

(1) The surplus lines insurer with whom the insurance was to be placed is not iicensed in this state

and is not subject to its supervision; and

(2) In the event of the insolvency of the surplus lines insurer. losses will not be paid by the state

insurance guaranty fund.

Such affidavit shall be open to public inspection.
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Section 10. Surpius Lines Advisory Organizations

A. An advisory surplus lines organization of surplus lines licensees may be formed to:

(1) Facilitate and encourage compliance by its members with the laws of this state and the rules
and regulations of the Commissioner relative to surplus lines insurance;

(2) Provide means for the examination, which shall remain confidential, of all surplus lines cover-

age written by its members to determine whether such coverages comply with such laws and
regulations;

(3) Communicate with organizations of admitted insurers with respect to the proper use of the
surplus lines market; and

(4) Receive and disseminate to its members information relative to surplus lines coverages.

Every such advisory organization shall file with the Commissioner:

(1) A copy of its constitution, its articles of agreement or association or its certificate of
incorporation;

(2) A copy of its bylaws, rules and regulations governing its activities;

(3) A current list of its members;

(4) The name and address of a resident of this state upon whom notices or orders of the Commis-
sioner or processes issued at his direction may be served; and

(5) An agreement that the Commissioner may examine such advisory organization in accordance

with the provisions of this section.

The Commissioner shall. at least once in [insert number] years, make or cause to be made an
examination of each such advisory organization. The reasonable cost of any such examination shall
be paid by the advisory organization upon presentation to it by the Commissioner of a detailed
account of each cost. The officers, managers, agents and employees of such advisory organization
may be examined at any time, under oath, and shall exhibit all books, records, accounts. docu-
ments or agreements governing its method of operation. The Commissioner shall furnish two
copies of the examination report to the advisory organization examined and shall notify such
organization that it may, within twenty (20) days thereof, request a hearing on the report or on any
facts or recommendations therein. If the Commissioner finds such advisory organization or any

member thereof to be in violation of this Act, he may issue an order requiring the discontinuance of
such violation. ' '

Drafting Note: The foliowing Subsection D should be included only if it is in accord with the existing law and public policy of the state.

D. By order of the Commissioner a surplus lines licensee may be compelled to join an advisory

organization as a condition of continued licensure under this Act.

Section 11. Evidence of the Insurance—Changes—Penalties

A. Upon placing surplus lines insurance, the surplus lines licensee shall promptly deliver to the
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The certificate as described in Subsection D, cover note, binder or other evidence of insurance shall
be executed by the surplus lines licensee and shall show the description and location of the subject
of the insurance, coverages including any material limitations other than those in standard forms,
a general description of the coverages of the insurance, the premium and rate charged and taxes to
be collected from the insured, and the name and address of the insured and surplus lines insurer or
insurers and proportion of the entire risk assumed by each, and the name of the surplus lines
licensee and the licensee’s license number.

B. No surplus lines licensee shall issue or deliver any evidence of insurance or purport to insure or
represent that insurance will be or has been written by any eligible surplus lines insurer, or a
nonadmitted insurer pursuant to Section 6, unless he has authority from the insurer to cause the
risk to be insured, or has received information from the insurer in the regular course of business
that such insurance has been granted.

C. If, after delivery of any such evidence of insurance, there is any change in the identity of the
insurers, or the proportion of the risk assumed by any insurer, or any other material change in
coverage as stated in the surplus lines licensee’s original evidence of insurance, or in any other
material as to the insurance coverage so evidenced, the surplus lines licensee shall promptly issue
and deliver to the insured or the original producing broker an appropriate substitute for, or

endorsement of the original document, accurately showing the current status of the coverage and
the insurers responsible thereunder.

D. As soon as reasonably possible after the placement of any such insurance, the surplus lines
licensee shall deliver a copy of the policy or, if not available, a certificate of insurance to the insured
or producing broker to replace any evidence of insurance theretofore issued. Each certificate or
policy of insurance shall contain or have attached thereto a complete record of all policy insuring
agreements, conditions, exclusions, clauses, endorsements or any other material facts that would
regularly be included in the policy.

E. Any surplus lines licensee who fails to comply with the requirements of this section shall be
subject to the penalities hereinafter provided.

F.  Every evidence of insurance negotiated, placed or procured under the provisions of this Act i1ssued
by the surplus iines licensee shall bear the name of the licensee and the following legend in ten 101
point type: "“This is evidence of insurance procured and developed under the (insert state} Surplus
Lines Law. It is NOT covered by the [insert citation of guaranty fund statute]”’

Section 12. Licensee’s Duty to Notify Insured

No conrtract of insurance placed by a surplus lines licensee under this Act shall be binding upon the insured
and no premium charged therefor shall be due and payable until the surplus lines licensee shall have
notified the insured in writing, a copy of which shall be maintained by the licensee with the records of the
contract and available for possible examination, that:

A. The insurer with which the licensee places the insurance is not licensed by this state and is not
subject to its supervision; and

B. In the event of the insolvency of the surplus lines insurer. losses will not be paid by the state
insurance guaranty fund.

Nothing herein contained shall nullify any agreement by any insurer to provide insurance.
Section 13. Valid Surplus Lines Insurance

Insurance contracts procured under this Act shall be valid and enforceable as to all parties.
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Section 14. - Effect of Payment to Surplus Lines Licensee
A payment of premium to a surplus lines licensee.acting for a person other than himself in-negotiating,
continuing, or reviewing any policy of insurance under this Act shall be deemed to be payment to the
- insurer, whatever conditions or stipulations may be inserted in the policy or contract notwithstanding.
- Section 15. Licensing of Surplus Lines Licensee
A. No agent or broker licensed by the state shall procure any contract of surplus lines insurance with

any nonadmitted insurer, uniess he possesses a current surplus lines insurance license issued by
the Commissioner.

B. The Commissioner shall issue a surplus lines license to any qualified-holder of a current property
. and casualty broker’s or general agent’s license but-only when the broker ormgent has:

(1) Remitted the ${insert amount] annual fee to fhe Commissioner;
(2) . Submitted a completed license application on a form supplied by the Commissioner;

(3) Passed a qualifying examination approved by the Commissioner, except that all holders c-

license prior to the effective date of this Act:shall-be:deemed to-have.passed:such an examir..
tion; and

(4) Filed with the Commissioner, and mamtams during the term of the license, in force and
unimpaired, a bond in favor of this state in the penal sum of [insert amount] dollars, aggregate

liability, with corporate sureties approved by the Commissioner. The bond shall be conditioned

that the surplus lines licensee will conduct business in accordance with the provisions of this
Act and will promptly remit the taxes as provided by law. No bond shall be terminated unless
at least thirty (30) days prior written notice is given to the licensee and Commissioner. If the
Commissioner determines that a surplus lines licensee of a sister state is competent and
trustworthy; he may, in his discretion, issue a nonresident surplus lines agent’s license. A
nonresident licensee shall be limited in his authority to servicing of business negotiated else-

where and filing any appropriate taxes. A nonresident licensee shall not have authority to
solicit business.

Corporations, including foreign corporations, shall be eligible to be resident surplus lines licen-
sees, upon the following conditions:

(1) The corporate licensee shall list individuals within the corporation who have satisiied .
requirements of this Act to become surplus lines licensees; and

(2) Only those individuals listed on the corporate license shall transact surplus lines business.

Each surplus lines license shall expire on December 31st of each year and shall be renewed before
December 2nd of each year upon payment of the annual fee, and compliance with other provisions
of this section. Any surplus lines licensee who fails to apply for renewal of the license before

December 2nd shall pay a penalty of [insert amount] dollars and be subject to such other penalties
as provided by law before his license will be renewed.

Section 16. Surplus Lines Licensees May Accept Business from Other Agents or Brokers

A surplus lines licensee may originate surplus lines insurance or accept such insurance from any other

agent or broker duly licensed as to the kinds of insurance involved, and the surplus lines licensee may
compensate such agent or broker therefor.
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Section 17. - Records of-Surplus Lines Licensee
Each surplus lines licensee shall keep in his office in this state a full and true record of each surplus lines
insurance contract placed by or through him, inciuding a copy of the policy, certificate, cover note or other
evidence of insurance showing such of the following items as may be applicable:
A. Amount of the insurance and perils insured;
B. Brief description of the propérty insured and its location;
Groes premium charged;
Any return premium paid;
Rate of premium-charged upon the severai items of property;
Effective date of the contract, and the terms thereof;
Name and address of the insured;

oo ™ Eou a

Name and address of the insurer;

I.  Amount of tax and other sums to be collected from the insured; and
dJ.  Allocation of taxes by state as referred to in Section 19.
K.

Identity of the producing broker, any confirming correspondence from the insurer or its repiesen-
tative, and the application. '

The record of each contract shall be kept open at all reasonable times to examination by the Commissioner
without notice for a period not less than five (5) years following termination of the contract. In lieu of
maintaining offices in this state, each nonresident surplus lines licensee shall make available to the
Commissioner any and all records that he deems necessary for examination.

Section 18, Reports—Summary of Exported Business
On or before the end of the month following each {insert month, quarter, year}, each surpius lines licensee
shall file with the Commissioner, on forms prescribed by the Commissioner, a verified report in duplicate of
all surplus lines insurance transacted during the preceding period, showing:
A. Aggregate gross premiums written; |
Aggregate return premiums;

B.
C. Amount of aggregate tax remitted to this state; and
D.

Amount of aggregate tax remitted to each other state for which an allocation is made pursuant to
Section 19.

Drafting Note: States desiring to have taxes remitted annuaily may call for monthiy detailed iisting of business.
Section 19, Surplus Lines Tax

A. In addition to the full amount of gross premiums charged by the insurer for the insurance, every
person licensed pursuant to Section 15 of this Act shall coliect and pay to the Commissioner a sum
equal to [insert number]% of the gross premiums charged, less any return premiums, for surplus
lines insurance provided by such licensee pursuant to such license. Where the insurance covers
property or risks located, resident or to be performed both in and out of this state, the sum payable
shall be computed on that portion of the gross premiums allocated to this state pursuant to Subsec-

, - 141 -
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tion D of this section less the amount of gross premiums allocated to this stateand returned.to the
-insured. The tax on any portion of the premium unearned at termination of insurance having been
credited by the state to the licensee shall be -returned to the policyholder directly-bythe-surplus

lines licensee or through the producing broker, if any. The surplus lines hcensee mpmhxbxted from
rebating, for any reason, any part of such tax.

B. At the time of filing the [insert monthly, quarterly, annual} report as-set forth in-Section 18, each
surplus lines licensee shall pay the premium receipts tax due for the period covered by the report.

. If a surplus lines policy procured through a surplus lines licensee covers risks.only.partially
-resident, located or to be performed in this state, the tax payable shall be computed on the portions
of the premium which are attributable to the risks located or to be performed in:this state. In
-determining the amount of premiums taxable in this state, all premiums written, procured or
received in this state shall be.considered written on property-or risks located erwesident:in this
-gtate; except premiums which are properly allocated or apportioned and reported as taxable pre-
.miums of a reciprocal state. In no event shall the tax+payable to this state be lessthanithe tax due
pursuant to Subsection D of this section; provided, however, in the event that the amount of tax due
under this provision is less than $50 in any jurisdiction, it shall be payable in-the jurisdiction in
which the affidavit required in Section 9 is filed.

The Commissioner shall, at least annually furnish to the Commissioner, Director-or Superinten-

dent of a reciprocal state, as defined herein, a copy of all filings reporting an allocation of taxes as
required by this section.

Indetermining the amount of gross premiums taxable in this state for-a placement of surplus lines
insurance covering risks resident, located-or to be performed both within and without this state,
the tax due shall be computed on that portion of the policy premium that is attributable to risks
resident, located or to be performed in this state and which reiates to the kinds of insurance being

placed as determined by reference to an allocation schedule duly promulgated in a regulation by
the Commissioner.

(1) If a policy covers more than one classification:

(a) For any portion of the coverage identified by a classification on the Allocation Schedule.

the tax shall be computed by using the Allocation Schedule for the corresponding portion
of the premium;

(b) For any portion of the coverage not identified by a classification on the Allocation Sched-

ule. the tax shall be computed by using an alternative equitable method of allocation for
the property or risk;

(c)

For any portion of the coverage where the premium is indivisible, the tax shall be com-

puted by using the method of allocation which pertains to the classification describing the
predominant coverage.

(2) If the information provided by the surplus lines licensee is insufficient to substantiate the
method of allocation used by the surplus lines licensee, or if the Commissioner determines that

the licensee's method is incorrect, the Commissioner shall determine the equitable and appro-
priate amount of tax due to this state as follows:

(a) By use of the Allocation Schedule where the risk is appropriately identified in the schedule;

(b) Where the Allocation Schedule does not identify a classification appropriate to the cover-

age, the Commissioner may give signifitant weight to documented evidence of the under-
writing bases and other criteria used by the insurer. The Commissioner may also consider

' - 142 -
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other available information to the extent sufficient and relevant, including the percentage
of the insured’s physical assets in this state, the percentage of the insured’s sales in this
state, the percentage of income or resources derived from this state, and the amount of
premium tax paid to another jurisdiction for the policy.

Drafting Note: Paragraph (2) above may be included in the Act or in a separate regulation at the option of the department.

It is highly recommended that the attached sample Allocation Schedule and reporting form be adopted by regulation in conjunction
with the adoption of the above changes to the Model Surplus Lines Law. In order for the model law to work effectively, the allocation
schedules used by the states should be as uniform as possibie.

Editor's Note: The sample Allocation Schedule does not yet exist, but is in the process of development.

E. This section shall not apply to insurance of risks of the state government, its political subdivisions
or of any agency thereof

Section 20. Collection of Tax

If the tax collectible by a surpius lines licensee under this Act has been collected and is not paid within the
time prescribed, the same shall be recoverable in a suit brought by the Commissioner against the surplus
lines licensee and the surety on the bond filed under Section 15.

Section 21. Suspension, Revocation or Nonrenewal of Surpius Lines Licensee’s License
The Commissioner may suspend, revoke, or refuse to renew the license of a surplus lines licensee after
notice and hearing as provided under the applicable provision of this state’s laws upon any one or more of
the following grounds:
A. Removal of the resident surplus lines licensee’s office from this state;
B. Removal of the resident surplus lines licensee’s office accounts and records from this state during
the period during which such accounts and records are required to be maintained under Section 17
of this Act;

C. Closing of the surplus lines licensee’s office for a period of more than thirty (30) business days.
unless permission is granted by the Commissioner;

D. Failure to make and file requu-ed reports;

E. Failure to transmit required tax on surplus lines premiums to this state or any reciprocal state to
which a tax is owing;

F. Failure to maintain required bond;
G. Violation of any provision of this Act; or

H. For any cause for which an insurance license could be denied, revoked, suspended or renewal
refused under Sections [insert applicable citation].

Section 22. Actions Against Surplus Lines Insurer—Service of Process

A. A surplus lines insurer may be sued upon any cause of action arising in this state under any
surplus lines insurance contract made by it or evidence of insurance issued or delivered bv the
surplus lines licensee pursuant to the procedure provided in Section {insert applicable section
containing Unauthorized Insurers Process Act]. Any such policy issued by the surplus lines
licensee shall contain a provision stating the substance of this section and designating the person
to whom the Commissioner shall-mail process.

Copyright NAIC 1991 - 143 - 870-11
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B. Each surplus 1inés insurer assuming a surplus lines insurance shall be deemed thereby to have
subjected itself to this Act.

C. The remedies provided in this section are in addition to any other methods provided by law for
service of process upon insurers.

Section 23. Penalties

A. ‘Any surplus lines licensee who in this state represents or aids a nonadmitted insurer in violation of
this Act may be found guilty of a misdemeanor and subject to a fine not in excess of $1,000.

B. In addition to any other penalty provided for herein or otherwise provided by law, including any
suspension, revocation or refusal to renew a license, any person, firm, association or.corporation
violating any provision of this Act shall be liabie to a penalty not exceeding $1,000 for the first
offense, and not exceeding $2,000 for each succeeding offense.

C. The above penalties are not exclusive remedies. Penalties may also be assessed under the {trade
practices and fraud] statute of the insurance code of this state.

Section 24. Separability of Provisions

If any provisions of this Act, or the application of such provision to any person or circumstance. shall be
held invalid, the remainder of the Act and the application of such provision to persons or circumstances
other than those as to which it is held invalid, shall not be affected thereby.

Section 25. Effective Date

This Act shall take effect [insert appropriate datel.

Legisiative History all references are to the Proceedings of the NAIC.
1983 Proc 16, 36, 834, 900. 913-922 (adopted).

1985 Proc. 1111, 24, 702, 722, 723-724 (amended).

1986 Proc. 19-10, 24. 799, 813, 814-821 (amendedi

1990 Proc. 16, 30. 840-841, 897-898. 900-901 (amended..

1991 Proc. 19, 18, 908, 949, 950, 952-961 famended and reprinted)
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MODEL SURPLUS LINES LAW

The date in parentheses is the effective date of the legislation or regulation,
with latest amendments.

‘NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS./REGS.
Alabama ALA. CODE §§ 27-10-20 to
27-10-38 (1963/1980).
Alaska ALASKA STAT. §§ 21.34.010
to 21.34.900 (1984/1987).
Arizona ARIZ. REV. STAT. ANN. §§
20-407 to 20-420 (1954,1981).
Arkansas ARK., STAT. ANN. §§ 23-65-301
to 23-65-319 (1959/1985).
California CAL. INS. CODE §§ 1760 to
1780 (1935/1985).
Colorado COLO. REV. STAT. § 10-5-101
to 10-5-117 (1963/1982).
Connecticut CONN. ADMIN. CODE tit. 38
§§ 78-1 to 78-18 (1985/1990).
Delaware DEL. CODE ANN. tit. 18 §§
1901 to 1919 (1953).
D.C. NO ACTION TO DATE
Florida FLA. STAT. §§ 626.913 to
. 626.937 (1959/1990).
Georgia GA. CODE ANN. §§ 33-5-20 t©o
33-5-35 (1960/1985).
Guan GUAM GOV’ T. CODE §§ 43260
to 43266 (1966) ("Surplus
Line Broker or Agents").
Hawaii HAWAII REV. STAT.
§§ 431:8-300 to 431:8-320
(1988/1989).
NAIC Copyright 1991 - 145 - 870-13
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MODEL SURPLUS LINES LAW

NAIC MEMBER MODEL/SIMILAR LEGIS.

Idaho

Illinois

Indiana NO ACTION TO DATE
Iowa NO ACTION TO DATE

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts NO ACTION TO DATE

Michigan

Minnesota

Mississippi NO ACTION TO DATE

Missouri MO. REV. STAT. §§ 384.011
to 384.071 (1987/1989).

Montana MONT. CODE ANN. §§ 33-2-301
to 33-2-708 (1959/1989).

Nebraska NO ACTION TO DATE

870-14 : . - 146 -

RELATED LEGIS./REGS.

IDAHO CODE §§ 41-1211 to
41-1232 (1961/1976).

ILL. REV. STAT. ch. I.C.
§§ 445 to 445.1 (1980/1987).

KAN, STAT. ANN. §§ 40-246 to
40-246e (1982/1984).

KY. REV. STAT. §§ 304.10-010
to 304.10-210 (1970/1984).

LA. REV. STAT. ANN. §§
22:1257 to 22:1270
(1958/1985) .

ME. REV. STAT. ANN. cit. 24-A
§§ 2001 to 2019 (1970/1978).

MD. ANN. CODE art. 48A §§
183 to 199 (1963/1984).

MICH. COMP. LAWS §§ 500.1901
to 500.1955 (1981).

MINN. STAT. §§ 60A.195 to
60A.209 (1981/1987}.

NAIC Copyright 1991 -
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MODEL SURPLDS LINES LAW
NAIC MEMBER ‘MODEL/SIMILAR LEGIS. RELATED LEGIS./REGS.

Nevada : NEV. REV. STAT. §§ 685A.010
to 685A.220 (1971/1985).

New Hampshire NO ACTION TO DATE

New Jersey N.J. REV. STAT. §§ 17:22-6.40
to 17:226.69 (1960/1988).

New Mexico N.M. STAT. ANN. §§ 59A-14-1
to 59A-14-18 (1985).

New York N.Y. ADMIN. CODE tit. 1l §§
27.0 to 27.14 (1962/1990)
(Regulation 41) (Requires
allocation of premium tax).

North Carolina N.C. GEN. STAT. §§ 58-21-1 to
58-21-105 (1985/1986).

North Dakota N.D. CENT. CODE §§ 26.1-44-01
to 26.1-44-09 (1985).

Ohio NO ACTION TO DATE

Oklahoma OKLA. STAT. tit. 36 §§ 1101
to 1120 (1957/1959).

Oregon OR. REV. STAT. §§ 735.400 to

735.495 (1987/1989).

Pennsylvania PA. STAT. ANN. tit. 40 §§
15-101 to 15-116 (1966/1981).

Puerto Rico P.R. LAWS ANN. cit. 26 §§
1007 to 1018 (1961/1980).

Rhode Island R.I. GEN. LAWS §§ 27-3-38
to 27-3-42 (1959/1982).

South Carolina NO ACTION TO DATE

South Dakota S.D. CODIFIED LAWS ANN. §§
58-32-1 to 58-32-58
(1966/1990).

Tennessee TENN. CODE ANN. §§ 56-14-101

to 56-14-117 (1969/1985).
NAIC Copyright 1991 : ~ 147 - ' 870-15
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Texas

Utah

Vermont

Virgin Islands

Virginia

Washington

West Virginia

Wisconsin

Wyoming

870-16
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MODEL SURFPLUS LINES 1AW

MODEL/SIMITAR LEGIS.

VA. CODE §§ 38.2-4800 to

38.2-4815 (1986/1988).

- 148 -

RELATED LEGIS./REGS.

TEX. INS. CODE ANN. art.
1.14-2 (1967/1987).

UTAH CODE ANN. §§ 31A-15-103
to 31A-15-110 (1986/1987).

VT. STAT. ANN. tit. 8 §§
5021 to 5040 (1979/1990).

V.1. CODE ANN. tit. 22 §§ 653
to 667 (1968).

WASH. REV. CODE ANN. §§
48.15.040 to 48.15.170
(1947/1985) .

W. VA. CODE §§ 33-12-10 to
33-12-25 (1957/1981).

WIS. STAT. § 618.41
(1971/1981).

WYO. STAT. §§ 26-11-101 to
26-11-122 (1983).

NAIC Copyright 1991
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UNAUTHORIZED INSURERS MODEL ACT EXHIBIT F

Table of Contents

Introduction

Sectionl.  Purpose

Section2.  Definitions

Section3.  Certificate of Authority
Section4.  Violation

Section5.  Binding Transaction
Section6.  Legal or Administrative Procedures
Section7.  Enforcement and Definitions
Section8.  Penalty

Section 9.  Title

Section 10.  Severability

Introduction

An Act relating to the regulation and control of the conduct of persons not authorized to conduct
the business of insurance within this State.

Be it enacted by the Legislature of the State of [insert state]:
Section 1. Purpose

The purpose of this Act is to subject certain persons to the jurisdiction of the insurance commissioner
and the courts of this state in suits by or on behalf of the state. The legislature declares that it is
concerned with the protection of residents of this state against acts by persons not authorized to do
an insurance business in this state, by the maintenance of fair and honest insurance markets, by
protecting authorized insurers which are subject to regulation from unfair competition by unauthorized
persons, and by protecting against the evasion of the insurance regulatory laws of this state. In
furtherance of such state interest, the legislature herein provides methods for substituted service of
process upon such persons in any proceeding, suit or action in any court and substituted service of
any notice, order, pleading or process upon such persons in any proceeding by the commissioner of
insurance to enforce or effect full compliance with the insurance laws of this state. In so doing, the
state exercises its powers to protect residents of this state and to define what constitutes transactng
an insurance business in this state, and also exercises powers and privileges available to this state
by virtue of Public Law 79-15, 79th Congress of the United States, Chapter 20, 1st Sess., S.340. 59
Stat. 33; 15 U.S.C. §§ 1011 to 1015 inclusive, as amended, which declares that the business of
insurance and every person engaged therein shall be subject to the laws of the several states.

Section 2. Definitions

A. “Person” shall mean any natural or artificial entity, including, but not limited to, individuals,
partnerships, associations, trusts or corporations.

B. “Insurer” shall mean any person, reciprocal exchange, interinsurer, Lloyds insurer, fraternal
benefit society, and any other legal entity engaged in the business of insurance, including
agents, brokers, adjusters and third party administrators. Insurer shall also mean medical
service plans and hospital service plans as defined in Section [insert applicable section]
health maintenance organizations, prepaid limited health care service plans, dental,
optometric and other similar health service plans. For purposes of this Act, these foregoing
entities shall be deemed to be engaged in the business of insurance.

Copyright NAIC 1990 ~ 149 - 850-1
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C. [“Commissioner”] shall mean the [Commissioner] of Insurance of this state.

D. “Policy” or “contract” shall mean any contract of insurance, indemnity, medical or
hospital service, workers’ compensation, fidelity, suretyship, or annuity. ) J

Section 3. Certificate of Authority

A. It shall be unlawful for any person to transact insurance business in this state, as set forth
in Subsection B of this section, without a certificate of authority from the insurance
commissioner; provided, however, that this section shall not apply to:

(1) The lawful transaction of surplus lines insurance;
(2) The lawful transaction of reinsurance by insurers;

(3) Transactions in this state involving a policy lawfully solicited, written, and delivered
outside of this state covering only subjects of insurance not resident, located or
expressly to be performed in this state at the time of issuance, and which transactions
are subsequent to the issuance of such policy;

(4) Attorneys acting in the ordinary relation of attorney and client in the adjustment of
claims or losses;

(5) Transactions in this state involving group life and group sickness and accident or
blanket sickness and accident insurance or group annuities where: (i) the master policy
of such groups was lawfully issued and delivered in and pursuant to the laws of a state
in which the insurer was authorized to do an insurance business, to a group organized
for purposes other than the procurement of insurance, and where the policyholder is
domiciled or otherwise has a bona fide situs, and (ii) except for group annuities, the ,
insurer complies with [insert appropriate statutory reference to Sections 1 and 2 of the . )
NAIC Mass Marketed Life or Health Insurance Model Act]. The commissioner may :
require the insurer which has issued such master policy to submit such information as
the commissioner reasonably requires in order to determine if probable cause exists to
convene a hearing to determine whether the total charges for the insurance to the
persons insured are reasonable in relation to the benefits provided under such policy;

(6) Transactions in this state involving any policy of insurance or annuity contract issued
prior to the effective date of this act;

(7) Transactions in this state relative to a policy issued or to be issued outside this state
involving insurance on vessels, craft or hulls, cargos, marine builder’s risk, marine
protection and indemnity or other risk. including strikes and war risks commonly
insured under ocean or wet marine forms of policy.

B. Any of the following acts in this state effected by mail or otherwise by or on behalf of an
unauthorized insurer is deemed to constitute the transaction of an insurance business in
this state. The venue of an a.: committed by mail is at the point where the matter
transmitted by mail is delivered and takes effect. Unless otherwise indicated, the term
“insurer” as used in this section includes all corporations, associations, partnerships and
individuals engaged as principals in the business of insurance and also includes inter-
insurance exchanges and mutual benefit societies.

(1) The making of or proposing to make, as an insurer, an insurance contract;
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The making of or proposing to make, as guarantor or surety, any contract of guaranty
or suretyship as a vocation and not merely incidental to any other legitimate business
or activity of the guarantor or surety;

The taking or receiving of any application for insurance;

The receiving or collection of any premium, commission, membership fees, assessments,
dues or other consideration for any insurance or any part thereof;

The issuance or delivery of contracts of insurance to residents of this :state or to
persons authorized to do business in this state;

Directly or indirectly acting as anag'entﬁ)rorotherwmerepmenﬁngoraidingon
behalf of another, any person or insurer in the solicitation, negotiation, procurement or
effectuation of insurance or renewals thereof or in the dissemination of information as
to coverage or rates, or forwarding of applications, or delivery of policies or contracts,
or inspection of risks; a fixing of rates or investigation or adjustment of claims or
losses or in the transaction of matters subsequent to effectuation of the contract and
arising out of it, or in any other manner representing or assisting a person or insurer
in the transaction of insurance with respect to subjects of insurance resident, located
or to be performed in this state. The provisions of this subsection shall not operate to
prohibit full-time salaried employees of a corporate insured from acting in the capacity
of an insurance manager or buyer in placing insurance on behalf of such employer;

The transaction of any kind of insurance business specifically recognized as transacting
an insurance business within the meaning of the statutes relating to insurance;

The transacting or proposing to transact any insurance business in substance equivalent
to any of the foregoinginamanner_daignedtoevadetheprovisions of the statutes.

Offering any agreement or contract which purports to alter, amend or void coverage of
an insurance contract shall itself be deemed to be a contract of insurance.

The failure of an insurer transacting insurance business in this state to obtain a
certificate of authority shall not impair the validity of any act or contract of such
insurer and shall not prevent such insurer from defending any action at law or suit in
equity in any court of this state, but no insurer transacting insurance business in this
state without a certificate of authority shall be permitted to maintain an action in any
court of this state to enforce any right, ciaim or demand arising out of the transaction
of such business until such insurer shall have obtained a certificate of authority.

In the event of failure of any such unauthorized insurer to pay any claim or loss within
the provisions of such insurance contract, any person who assisted or in any manner
aided directly or indirectly in the procurement of such insurance contract shall be
liable to the insured for the full amount of the claim or loss in the manner provided by
the provisions of such insurance contract.

Violations

Whenever the commissioner believes, from evidence satisfactory to him. that any person is
violating or about to violate the provisions of Section 3 of this Act. the commissioner may, through
the attorney general of this state, cause a complaint to be filed in the [insert appropriate court]
Court to enjoin and restrain such person from continuing such violation or engaging therein or
doing any act in furtherance thereof. The court shall have jurisdiction of the proceeding and shall
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have the power to make and enter an order of judgment awarding such preliminary or final
injunctive relief as in its judgment is proper.

Section 5. Binding Transaction

A. Any act of transacting an insurance business as set forth in Section 3 of this Act by any
unauthorized insurer is equivalent to and shall constitute an irrevocable appointment by
such insurer, binding upon him, his executor or administrator, or successor in interest if a
corporation, of the secretary of state or his successor in office, to be the true and lawful
attorney of such insurer upon whom may be served all lawful process in any action, suit or
proceeding in any court by the commissioner of insurance or by the state and upon whom
may be served any notice, order, pleading or process in any proceeding before the commis-
sioner of insurance and which arises out of transacting an insurance business in this state
by such.insurer. Any act of transacting an insurance business in this state by any
unauthorized insurer shall be signification of its agreement that any such lawful process
in such court action, suit or proceeding and any such notice, order, pleading or process in
such administrative proceeding before the commissioner of insurance so served shall be of

the same legal force and validity as personal service of process in this state upon such
insurer.

B. Service of process in such action shall be made by delivering to and leaving with the
secretary of state, or some person in apparent charge of his office, two copies thereof and
by payment to the secretary of state of the fee prescribed by law. Service upon the secretary
of state as such attorney shall be service upon the principal.

C. The secretary of state shall forthwith forward by certified mail one of the copies of such
process or such notice, order, pleading or process in proceedings before the commissioner
to the defendant in such court proceeding or to whom the notice, order, pleading or process
in such administrative proceeding is addressed or directed at its last known principal
place of business and shall keep a record of all process so served on him which shall show
the day and hour of service. Such service is sufficient, provided:

(1) Notice of such service and a copy of the court process or the notice, order, pleading or
process in such administrative proceeding are sent within ten (10) days thereatter by
certified mail by the plaintiff or the plaintiff’s attorney in the court proceeding or by
the commissioner of insurance in the administrative proceeding to the defendant in the
court proceeding or to whom the notice, order, pleading or process in such administrative
proceeding is addressed or directed at the last known principal place of business of the
defendant in the court or administrative proceeding;

(2) The defendant’s receipt or receipts issued by the post office with which the letter is
registered, showing the name of the sender of the letter and the name and address of
the person or insurer to whom the letter is addressed, and an affidavit of the plaintiff or
the plaintiff’s attorney in court proceeding or of the commissioner of insurance in
administrative proceeding, showing compliance therewith are filed with the clerk of
the court in which such action, suit or proceeding is pending or with the commissioner
in administrative proceedings, on or before the date the defendant in the court or
administrative proceeding is required to appear or respond thereto, or within such
further time as the court or commissioner of insurance may allow.

D. No plaintiff shall be entitled to a judgment or a determination by default in any court or
administrative proceeding in which court process or notice, order, pleading or process in

proceedings before the commissioner of insurance is served under this section until the
expiration of forty-five (45) days from the date of filing of the affidavit of compliance.
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E. Nothing in this section shall limit or affect the right to serve any process, notice; order or
demand upon any person or insurer in any other manner now or-hereafter permiited by
law.

Section 6. Legal or Administrative Procedures

A. Before any unauthorized insurer files or causes to be filed in any pleading in any court
action, suit or proceeding or in any notice, order, pleading or process in such administrative
proceeding before the commissioner instituted against such person or insurer, by services
~made as provided in Section 5 of this Act, such insurer shall either:

(1) Deposit with the clerk of the court in which such action, suit or proceeding is pending,
ormththecommsmonerofmsuranoemadmmstrahveproeeedmgsbeﬁ:rethe
commissioner, cash or securities, or file-with such clerk or commissioner-a-bond with
good and sufficient sureties, to be approved by the clerk or commissioner in an amount
to be fixed by the court or commissioner sufficient to secure the payment of any final
judgment which may be rendered in such action or administrative proceeding.

(2) Procure a certificate of authority to transact the business of insurance in this state. In
considering the application of an insurer for a certificate of authority, for the purposes
of this paragraph the commissioner need not assert the provisions of [insert sections of
insurance laws relating to retaliation] against such insurer with respect to its application
if he determines that such company would otherwise comply with the requirements for
such certificate of authority.

B. The commissioner of insurance, in any administrative proceeding in which service is made
as provided in this Act, may in his discretion, order such postponement as may be
necessary to afford the defendant reasonable opportunity to comply with the provisions of
Subsection A of this section and to defend such action.

C. Nothing in Subsection A of this section shall be construed to prevent an unauthorized
insurer from filing a motion to quash a writ or to set aside service thereof made in the
manner provided in this Act, on the ground that such unauthorized insurer has not done
any of the acts enumerated in Section 3 of this Act.

Section 7. Enforcement and Definitions

The attorney general, upon request of the commissioner, may proceed in the courts of this state or
any reciprocal state to enforce an order or decision in any court proceeding or in any administrative
proceeding before the commissioner of insurance.

A. Definition - In this section:

(1) “Reciprocal state” means any state or territory of the United States the laws of which
contain procedures substantially similar to those specified in this section for the
enforcement of decrees or orders in equity issued by courts located in other states or
territories of the United States, against any insurer incorporated or authorized to do
business in said state or territory.

(2) “Foreign decree” means any decree or order in equity of a court located in a “reciprocal
state,” including a court of the United States located therein, against any insurer
incorporated or authorized to do business in this state.

- 153 -
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(3) “Qualified party” means a state regulatory agency acting in its capacity to enforce the
.insurance laws of its state.

N g2k

B. List of Reciprocal States: The insurance commissioner of this state shall determine which
states and territories qualify as reciprocal states and shall maintain at all times an up-to-
date list of such states.

C. Filing and Status of Foreign Decrees: A copy of any foreign decree aunthenticated in
accordance with the statutes of this state may be filed in the office of the clerk of any
{insert proper court] Court of this state. The clerk, upon verifying with. the insurance
commissioner that the decree or order qualifies as a “foreign decree” shall treat the foreign
decree in the same manner as a decree of a [insert proper court] Court of this state. A
foreign decree so filed has the same effect and shall be deemed as a.decree.of a [insert
-proper court] Court of this state, and is subject to the same procedures, defenses and
proceedings for reopening, vacating or staying as a decree of a [insert proper court] Court
of this state and may be enforced or satisfied in like manner.

D. Notice of Filing:

(1) At the time of the filing of the foreign decree, the attorney general shall make and file
with the clerk of the court an affidavit setting forth the name and last known post
office address of the defendant.

(2) Promptly upon the filing of the foreign decree and the affidavit, the clerk shall mail
notice of the filing of the foreign decree to the defendant at the address given and to the
insurance commissioner of this state and shall make a note of the mailing in the
docket. In addition, the attorney general may mail a notice of the filing of the foreign
decree to the defendant and to the insurance commissioner of this state and may file
proof of mailing with the clerk. Lack of mailing notice of filing by the clerk shall not

affect the enforcement proceedings if proof of mailing by the attorney general has been )
filed.

(3) No execution or other process for enforcement of a foreign decree filed hereunder shall
issue until thirty (30) days after the date the decree is filed.

E. Stay:

(1) If the defendant shows the [insert proper court] Court that an appeal from the foreign
decree is pending or will be taken, or that a stay of execution has been granted, the
court shall stay enforcement of the foreign decree until the appeal is concluded, the
time for appeal expires, or the stay of execution expires or is vacated, upon proot that
the defendant has furnished the security for the satisfaction of the decree required by
the state in which it was rendered.

(2) If the defendant shows the [insert proper court] Court any ground upon which enforcement
of a decree of any [insert proper court] Court of this state would be stayed, the court
shall stay enforcement of the foreign decree for an appropriate period, upon requiring
the same security for satisfaction of the decree which is required in this state.

F. Fees: Any person filing a foreign decree shall pay to the clerk of court [enter appropriate
amount] dollars. Fees for docketing, transcription or other enforcement proceedings shall
be as provided for decrees of the [insert proper court] Court.
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Section 8. Penalty

Any unauthorized insurer who transacts any unauthorized act of an insurance business as set
forth in this Act may be fined not more than ten thousand dollars ($10,000).

Section 9. Title
This Act may be cited as the “Uniform Unauthorized Insurers Act’’
Section 10. Severability

If any provision of this Act or the application thereof to any person or circumstances is held
mva.hd, such invalidity shall not affect other provisions or apphcatlons of the Act which can be

given effect without the invalid provision and to this end the provisions of this Act are declared to
be severable.

Legislative History (all references are to the Proceedingsg of the NAIC).

1969 Proc. I 168, 218, 222-227, 271 (adopted).
1978 Proc. I 13, 15. 348, 350 famended).
1990 Proc. 11 7, 13-14, 159-160, 187-191 famended and reprinted).
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The date in parentheses is the effective date of the legislation or regulation,
with latest amendments.

NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS./REGS.

Alabama AlA. CODE §§ 27-10-1 to
27-10-3 (1963/1971).-

Alaska ALASKA STAT. §§ 21.33.037 to
21.33.075 (1968/1984).
Arizona ARIZ. REV. STAT. ANN.
§§ 20-401 to 20-401.07
(1972).
Arkansas NO ACTION TO DATE
California NO ACTION TO DATE
Colorado COLO. REV. STAT. §§ 10-3-901
to 10-3-910 (1963).
Connecticut CONN. GEN. STAT. §§ 38a-271 to
38a-278 (1970/1979).
Delaware NO ACTION TO DATE
b.C. NO ACTION TO DATE
Florida - FLA. STAT. §§ 626.901 :o
626.903 (1982).
Georgia NO ACTION TO DATE
Guam GUAM GOV’ T. CODE §§ 42123 <o
43134,
Hawaii HAWAIT REV. STAT. §§ 431:8-201
to 431:8-211 (1988).
Idaho NO ACTION TO DATE
Illinois ILL. REV. STAT. ch. I.C. §§
121 to 121-19 (1977/1981).
Indiana IND. CODE §§ 27-4-5-1 to
27-4-5-8 (1969,/1985).
NAIC Copyright 1992 - 156 -

350-8

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11497



Model Regulation Service - Jamuary 1992

UNAUTBORIZED INSURER MODEL ACY

NATC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS./REGS.
Iowa IOWA CODE §§ 507A.1 to 507A.11
(1967/1981).

Kansas KAN. STAT. ANN. §§ 40-2701 co
40-2709 (1969).

Kentucky KY. REV. STAT. §§ 304.11-010

: to 304.11-050 (1970/1982).

Louisiana LA. REV. STAT. ANN. §§ 22:1249
to 22:1256 (1958/1972).

Maine NO ACTION TO DATE

Maryland MD. ANN. CODE art. 48A §§
202 to 211A (1968/1989).

Massachusetts NO ACTION TO DATE

Michigan NO ACTION TO DATE

Minnesota MINN. STAT. §§ 72A.40 to 72A.45
(1967/1985).

Mississippi NO ACTION TO DATE

Missouri MO. REV. STAT. §§ 375.786 to
375.790 .(1972).

Montana NO ACTION TO DATE

Nebraska NEB. REV. STAT. §§ 44-2001 to
44-2008 (1969/1983).

Nevada NEV. REV. STAT. §§ 685B.020 to

New Hampshire

New Jersev

New Mexicc

8§50-9

6858.080 (1971).

N.H. REV. STAT. ANN. §§
406B:1 to 406B:15 (1967/1971).

NO ACTION TO DATE

M.M. STAT. ANN. §§ 59A-15-1
1o 394-15-10 (1985).
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NAIC MEMBER
New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

Puerto Rico

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont
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UNAUTHORIZED INSURER MODEL ACT
MODEL/SIMILAR LEGIS. RELATED “LEGIS . /REGS.
NO ACTION TO DATE

N.C. GEN. STAT. §§ 58-28-1
to 58-28-40 (1967/1985).

N.D. CENT. CODE §§ 26.1-02-05
to 26.1-02-19 (1983/1985).

OHIO REV. CODE ANN. §§ 3901.17
to 3901.18 (1955-1956/1985).

OKLA. STAT. tic.
to 1105 (1957).

36 §§ 1101

OR. REV. STAT. §§ 746.310 to
746.370 (1967/1981).

NO ACTION TO DATE

P.R. LAWS ANN. tit.
1001 to 1006 (1977).

26 §§

)
R.I. GEN. LAWS §§ 27-16-1 to :
27-16-2.4 (1973).

S.C. CODE ANN. §§ 38-25-10
to 28-25-570 (1988).

S.D. CODIFIED LAWS ANN. §§
58-8-1 to 58-8-5 (1966/1978).

TENN. CODE ANN. §§ 56-2-601
to 56-2-704 (1955/1969).

TEX. INS. CODE ANN. art.
(1967/1987).

1.14-1

UTAH CODE ANN. §§ 31A-15-101
314-15-102; 31A4-2-309 to
31a-2-311 (1985).

VT. STAT. ANN. tic.
to 3370 (1968).

8 §§ 3368

- 158 - 850-10 )



- Model.Regulation Service -.January 1991

UNAUTHORIZED INSURER MODEL ACT

NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED . LEGIS./REGS.

Virgin Islands V.I. CODE ANN. tit., 22 § 651
to 652 (1968).

Virginia NO ACTION TO DATE

Washington WASH. REV. CODE ANN,
§§ 48.15.020 to-48.15.030
(1947).

West Virginia NO ACTION TO DATE

Wisconsin , WIS. STAT. §§ 618.39, 518.47

to 618.61 (1971/1983).

Wyoming WYO. STAT. §4 26-12-102 to
26-12-103 (1967/1983).
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EXHIBIT G

MODEL TITLE INSURANCE ACT
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Section 42.
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Title and Purpose.

Application of Act and Construction with Other Laws.
Definitions.

Corporate Form Required.

Title Insurers’ Authorized Activities.

Limitations on Powers.

Capital and Surpius Requirements.

Deposits.

. Limitations on Compliance with Sections 7 and 8.
- Procedure when Capital Impaired.

Single Risk Limitation.

Underwriting Standards and Record Retention.
Reinsurance Reserve. '

Use. of Reinsurance Reserve on Liquidation, Dissolution or Insolvency.
Loss and Loss Expense Reserve.

Reinsurance.

Investments.

Conditions for Providing Escrow, Closing, or Settlement Services, or Maintaining
Title Indemnification Accounts.

Identification of Title Agents.

Title Agent License Requirement.

General Qualifications for Title Agent License.
Application for Title Agent License.

Issuance, Expiration and Renewal of Title Agent License.
Title Agent Records and Reports.

Title Agent Claims Reports.

Refusal, Suspension, or Revocation of Title Agent License; Fine in Lieu of Suspension.
Prohibition on Rebates and Inducements.

Division of Premiums and Charges.

Disclosure of Financial Interest.

Favored Title Agent or Insurer.

Premium Rate Standards.

Premium Rate Schedules.

Publication of Schedules of Premiums and Charges.
Form Filing.

Form Standards.

Endorsements.

Notice of Issuance of Mortgage Policy.

Filing by Rating Bureaus.

Title Plant Standards.

Regulations.

Enforcement.

Severability.

Section 1. Titie and Purpose.

(A) This act shall be known and may be cited as the ———— Title Insurance Act.

(B) The purpose of this act is to provide the state of ——— with a comprehensive body of law for the
effective regulation and supervision of title insurance business transacted within this state in
response to the McCarran-Ferguson Act (P.L. 79-15, 15 U.S.C. Section 1011-1015.

Section 2. Application of Act and Construction with Other Laws.

(A) This act shall apply to all title insurers, title insurance rating organizations, title agents,
applicants for title insurance, title insurance policyholders, and all persons engaged in title
insurance transation in this state.
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(B) Except as otherwise expressly provided in this act,-and except~where the-context otherwise
requires, all provisions of this ingsurance code applying to insurance and insurance companies
generally shall apply to title insurance and title insurance companies.

(C) Nothing in this act shall be construed to authorize the practice of law by anyperson who is not
duly admitted to practice law in this state nor-shall it be eonstrued to.authorize the com-
missioner to regulate the practice of law.

Section 3. Definitions.
As used in this act, unless the context otherwise requires:

(A) “Alien title insurer” means any title insurer incorporated or arganized ppder the laws of any
foreign nation or any province or territory thereof.

(B) “Applicant” means a person, whether or not a prospective insured, who applies fo a title insurer
or title agent for a title i insurance policy and who, at the time of the application, is not a title
-agent.

(C) “Approved attorney” means an attorney at law who is not an agent or employee of a title insurer,
and whose certification as to status of title a title insurer is willing to accept as the basis for
issuance of its title insurance policy.

(D) “Associate” means any:
(1) Business organized for profit in -which a producer of title business is a director, officer,
partner, employee or owner of 1% or more of the equity capital thereof.
(2) Employee of a producer of title business.
(3) Franchisor or franchisee of a producer of title business.
(4) Spouse, parent, or child of a producer of title business who is a natural person.

(5) Person, other than a natural person,‘that controls, is controlled by, or is under common
control with, a producer of title business.

(6) Person with whom a producer of title business or any associate of such producer has any
agreement, arrangement, or understanding, or pursues any course of conduct, the purpose or
substantial effect of which is to evade the provisions of this act.

(E) “Charge” means any fee billed by a title agent or title insurer or both for the performance of
services other than fees that fall within the definition of premium in subsection N of this section.
Charge includes but is not limited to fees for document preparation; fees for the handling of
escrows, settlements, or closings, and fees for services commenced but not completed.

“Charge” does not include fees collected by a title insurer or title agent in an escrow, settlement
or closing when the fees are lizaiied 1o the amount billed for services rendered by an entity
independent of the title insurer or title agent.

" (F) “Controlled business” means any portion of a titie insurer's or title agent’s business of title

insurance in this state, referred to it by any producer of title business or by any associate of such
producer, where the producer of title business, the associate, or both, have a financial interest in
the title insurer or title agent to which business is referred.

(G) “Domestic title insurer” means a title insurer organized under the laws of this state.

(H) “Escrow, settlement or closing fee” means the consideration for supervising the actual exe-
cution, delivery or recording of transfer and lien documents and for disbursing funds.

_ - 162 -
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(I) “Financial interest” means any interest, legal or beneficial, that entitles the holder directly or
indirectly to one percent (1%) or more of the net profits or net worth of the entity in which the
interest is held.

() “Foreign title insurer” means any title insurer organized under the laws of any other state of the
United States, the District of Columbia, or any other jurisdiction of the United States.

(K) “Gross-operating revenue” means all premiums received by a title insurer or title agent.

(L) “Net retained liability” means the total liability retained by a title insurer for a single risk, after
taking into account the deduction for ceded liability, if any.

(M) “Person” means any natural person, partnership, association, cooperative, corporation, trust, or
-other.legal entity.

(N) “Preminm” means fees for:

(03] Issmng a title insurance policy, including any service charge administration fee for the
issuance of a title insurance policy;

(2) Abstracting, searching and examining title when conducted or performed in contemplation
of or in conjunction with the issuance of a title insurance policy.

(3)-Preparing or issuing prehmmary reports, property profiles, commitments, binders, or like
products;

(4) Assuming liability under a contract of reinsurance.

(O) “Producer of title business” or “producer” means any person, including any officer, director, or
owner of five percent (5%) or more of the equity or capital of any person, engaged in this state in
the trade, business, occupation, or profession of:

(1) Buying or selling interests in real property;
(2) Making loans secured by interests in real property;

(3) Acting as broker, agent, representative or attorney of a person who buys or sells any interest
in real property or who lends or borrows money with such interest as security.

(P) “Refer” means to direct or cause to be directed or to exercise any power or influence over the
~ direction of title insurance business, whether or not the consent or approval of any other person
is sought or obtained with respect to the referral.

(Q) “Single risk” means the insured amount of any title insurance policy, except that where two or
more title insurance policies are issued simultaneously covering different estates in the same
real property, “single risk” means the sum of the insured amounts of all such title insurance
policies. Any title insurance policy insuring a mortgage interest a claim payment under which
reduces the insured amount of a fee or leasehold title insurance policy shall be excluded in
computing the amount of a single risk to the extent that the insured amount of the mortgage
title insurance policy does not exceed the insured amount of the fee or leasehold titie insurance
policy.

(R) “Title agent” or “agent” means any person authorized in writing by a title insurer to:
(1) Solicit title insurance business;
2) Collect premiums;

(3) Determine insurability in accordance with underwriting rules and standards prescribed by
the title insurer; or :

Copyright 1887 NAIC - 163 - 628.3
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(4) Issue policies of the title insurer. “Title agent” does not include approved attorneys, officers,
or employees of a title insurer.

(S) “Title insurance business” or “business of title insurance” means:

(1) Issuing as insurer or offering to issue as insurer a title insurance policy.

(2) Transacting or proposing to transact by a title insurer or title agent any of the following
activities when conducted or performed in contemplation of the issuance of a‘title insurance
policy:

(a)-Soliciting or negotiating the issuance of a title insurance policy;

(b). Guaranteeing, warranting, or otherwise insuring the correctness of title searches;
(c) Handling of escrows, settlements, or closings;

(d) Execution of title insurance policies;

(e) Effecting contracts of reinsurance;

(f) Abstracting, searching, or examining titles; or

(g) Doing or proposing to do any business in substance equivalent to any of the foregoing in a
manner designed to evade the provisions of this act.

(T) “Title insurance policy” or “policy” means a contract issuing or indemnifying against loss or
damage arising from any or all of the following existing on or before the policy date:

(1) Defects in or liens or encumbrances on the insured title;
(2) Unmarketability of the insured title; or

(3) Invalidity or unenforceability of liens or encumbrances on the stated property. “Title
insurance policy” does not include a preliminary report, binder, commitment, or abstract.

(U) “Title insurer” or “insurer” means a company organized under laws of this state for the purpose
of transacting as ingurer the business of title insurance and any foreign or alien title insurer
engaged in this state in the business of title insurance as insurer.

(V) “Title plant” means a set of records in which an entry has been made of documents or matters
imparting constructive notice under the law of matters affecting title to real property or any
interest therein or encumbrance thereon, which have been filed or recorded in the jurisdiction
for which such title plant is maintained.

Section 4. Corporate Form Required.

No person other than a domestic, foreign, or alien title insurer organized on the stock plan and duly
licensed under of this Code shall transact title insurance business as an insurer in this state.

Section 5. Title Insurers’ Authorized Activities.

Each title insurer may:

(A) Engage in the title insurance business in this state if licensed to do so by the (commissioner:
director!;

(B) Subject to the limitations of this act, provide any other service related or incidental to the sale
and transfer of property if it has filed notice with the (commissioner/director) of its intention to
provide the gervice, and if the (commissioner/director) has not disapproved the service within 30
days after his receipt of the notice;

628-4 - 164 -
COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11505



- Model Regulation Service — July 1987

(C) Conduct its operations on a direct basis through a branch office without using a title agent if it
hasfiled notice in a form satisfactory to the (commissioner/director) describing the services to be
rendered, the personnel to be employed and the location and facilities to be used, and if the
(commissioner/director) has not disapproved such direct operations within 30 days after his
-receipt of the potice.

Section 6. Limitations on Powers.

(A) An insurer that transacts any class or kind of business other than title insurance is not eligible
for the issuance of a license to transact the business of title insurance in this state, nor for the
renewal thereof, nor shall title insurance be transacted, underwritten or issued by any insurer
transacting or licensed to transact any other kind of insurance.

(B) An insurer shall not engage in the business of guarant.eemg payment of the principal or the
interest of bonds to mortgages.

(C) An insurer shall not-engage in the business of guaranteeing the obligations of other persons.
other than issuing insured closing letters covering its agents in the normal course of business.

Section 7. Capital and Surplus Requirements.

A title insurer shall have a minimum capital, which shall be pmd inand maintained, of not less than
and, in addition, paid-in initial surplus of at least

Section 8. Deposits.

(A) A title insurer, before issuing any title insurance policy covering property located in this state,

it with the (commissioner/director) or other designated official of this state a sum of
, Which deposit shall be known as a guarantee fund and shall be held for the security and
protection of the holders or beneficiaries under its title insurance policies.

(B) The deposit required under this section may be made in lawful money of the United States or in the
classes of investments authorized by the laws of the state in which such deposits are made or by
(insert reference to applicable provisions of insurance code governing authorized investments).

(C) Assets deposited pursuant to this section may, with the approval of the (commissioner/direcior),
be exchanged from time to time for other assets that qualify under subsection B of this section.

(D) The depositing titie insurer shall receive the income, interests, and dividends on any assets
deposited.

(E) A title insurer that has deposited assets pursuant to this section may, with the approval of the
(commissioner/director), withdraw any part of the assets so deposited. If any such title insurer
continues to engage in the business of title insurance, it shall not be permitted to withdraw
assets that would reduce the amount of its deposits below the amount required by subsection A of
this section.

(F) In the event of the insolvency or dissolution of a title insurer, the deposit made pursuant to this
section shall be retained by the appropriate official of the state in which the deposit is made until
such time as all outstanding liabilities created by the title insurance policies issued or re-
insurance assumed by such title insurer have been discharged by reinsurance or otherwise. Such
deposit, or so much thereof as shall be necessary, may be used by or with the written approval of
the (commissioner/director) in the payment of claims arising under such title insurance policies
or reinsurance assumed or to purchase reinsurance thereon. Any amounts then remaining shall
be applied first to the payment of other obligations of such title insurer and second shall be
distributed to the stockholders of such title insurer.

(G) In lieu of such a deposit maintained in this state. the (commissioneridirector) shall accept the
certificate in proper form of the publlc officer having general supervision of insurers in any other

state to the effect that a deposit, in a like amount, by such insurer is being maintained for like
purposes in public custody or control pursuant to the laws of such state.
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Section 9. Limitation on Compliance with Sections 7 and 8.

If Section 7 or 8 ol this act requires a greater amount of capital and surplus or deposits than that
required ot 2 title insurer prior to the effective date of this act, such title insurer shall have three
years after the effective date of this act to comply with any such increased requirement.

Section 10. Procedure when Capital Impaired.

The provisions of (insert reference to applicable provision of the insurance code) shall be followed
with respect to impairment of capital, liquidation, and rehabilitation of title insurers.

Section 11. Single Risk Limitation.

(A) The net retained liability of a title insurer for a single risk on property located in this state,
whether assumed directly or as reinsurance, may not exceed fifty percent (50%) of the sum of its
total surpius to policyholders and reinsurance reserve, less the value assigned to title plants, as
ghown in the most recent annual statement of the insurer on file in the office of the commissioner.

(B) The (commissioner/director) may waive the limitation of this section for a particular risk upon
application of the insurer and for good cause shown.

Section 12. Underwriting Standards and Record Retention.

(A) No title insurance policy may be written unless and until the title insurer or its title agent has
caused to be conducted a reasonable search and examination of the title and has caused to be
made a determination of insurability of titie in accordance with sound underwriting practices.
Evidence of the examination of title and determination of insurability shall be preserved and
retained in the files of the title insurer or its titie agent for a period of not less than fifteen years
after the title insurance policy has been issued. Instead of retaining the original evidence, the
title insurer or title agent may in the regular course of business establish a system whereby all
or part of the evidence is recorded, copied, or reproduced by any process that accurately and
legibly reproduces or forms a durable medium for reproducing the contents of the original. This
subsection shall not apply to:

(1) A title insurer assuming liability through a contract of reinsurance; or

(2) A title insurer acting as coinsurer if one of the other coinsuring title insurers has complied
with this section.

(B) Except as allowed by regulations promuigated by the (commissioner/director). no title insurer or
title agent shall knowingly issue any title insurance poiicy or commitment to insure without
showing all outstanding, enforceable recorded liens or other interests against the property title
to which is to be insured.

Section 13. Reinsurance Reserve.

(A) A domestic title insurer shall establish and maintain a reinsurance reserve computed in
accordance with this section, and all sums attributed to such reserve shalli at all times and for all
purposes be considered and constitute unearned portions of the original premiums. This reserve
shall be reported as a liability of the title insurer in its financial statements.

(B) The reinsurance reserve shall be maintained by the title insurer for the protection of holders of title
insurance policies. Except as provided in this section. assets equal in value to the reinsurance
reserve are not subject to distribution among creditors or stockholders of the title insurer until ali
claims of policyholders or ciaims under reinsurance contracts have been paid in full. and all liability
on the policies or reinsurance contracts has been paid in full and discharged or lawfully reinsured.

(C) A foreign or alien title insurance company licensed to transact title insurance business in this
state shall maintain at least the same reserves on title insurance policies issued on properiies
located in this state as are required of domestic title insurance companies, unless the laws of
jurisdiction of domicile of the foreign or alién title insurance company require a higher amount.
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(D) The reinsurance reserve shall consist of:
(1) The amount of the reinsurance reserve on the effective date of this act; and

(2) A sum equal to $.20 for each $1,000 of net retained liability under each title insurance policy

on a single risk written on properties located in this state written after the effective date of
this act.

® AmountsplawdinthereinsunncemeneinanyyearinawordaneewithmbeectionD.2ofthis
section shall be deducted in determining the net profit of the title insurer for that year.

(F) A title insurer shall release from the reinsurance reserve a sum equal to ten percent (10%) of the
to the reserve during acalendaryear on July 1 of each of the five years

theyearm which the sum was added, and shall release from the reinsurance reserve a sum equal

to three and one-third percent (3-%4%) of the amount added to the reserve during that year on

each succeeding July 1 until the entire amount for that year has been released. The amount of

the reinsurance reserve or similar unearned premium reserve maintained before the effective

date of their act shall be released in accordance with the law in effect before the effective date of
their act.

Section 14. Use of Reinsurance Reserve on Liquidation, Dissolution or Insolvency.

(A) If a domestic title insurer becomes insolvent, is in the process of liquidation or digsolution, or is
in the:possession of the (commissioner/director):

(1) Such amount of the assets of such title insurance company equal to the reinsurance reserve
then remaining may be used by or with the written approval of the (commissioner/director) to
pay for reinsurance of the liability of each title insurer upon all outstanding title insurance
policies or reinsurance agreements to the extent for which claims for losses by the holders
thereof are not then pending. The balance of such assets, if any, equal to the reinsurance
reserve may then be transferred to the general assets of the title insurer.

(2) The assets net of the reinsurance reserve shall be available to pay claims for losses sustained
by holders of title insurance policies then pending or arising up to the time reinsurance is
effected. If claims for losses exceed such other assets of the title insurer such claims, when
established, shall be paid pro rata out of the surplus assets attributable to the reinsurance
reserve, to the extent of such surplus, if any.

(B) If reinsurance is not obtained, assets equal to the reinsurance reserve and assets constituting
minimum capital, or so much as remains thereof after outstanding claims have been paid, shall
constitute a trust fund to be held and invested by the (commissioner/director) for 20 years, out of
which claims of policyholders shall be paid as they arise. The balance, if any, of the trust fund
shall, at the expiration of 20 years, revert to the general assets of the title insurer.

Section 15. Loss and Loss Expense Reserve.

(A) All title insurers licensed in this state shall estabhsh and maintain reserves against unpaid
losses and loss expenses.

(B) Upon receiving notice from or on behalf of the insured of a title defect in or lien or adverse claim
against the title of the insured that may result in a loss or cause expense to be incurred in the
proper disposition of the claim, the title insurer shall determine the amount to be added to the
reserve, which amount shall reflect a careful estimate of the loss or loss expense likely to result
by reason of the claim.

(C) Reservesrequired under this section may be revised from time to time and shall be redetermined
at least once each year. -
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‘Section 16. Reinsurance.

(A) A title insurer may obtain reinsurance for all or any part of its liability under one or more of its
title insurance policies or reinsurance agreements and may also reinsure title insurance policies
issued by other title insurers on risks located in this state or elsewhere. Reinsurance on policies
issued on properties located in this state must be obtained from title insurers licensed to transact
title insurance business in this state.

(B) Upon application by a title insurer, the commissioner may permit the insurer to obtain
reinsurance from a title insurer not licensed in this state upon the following conditions:

(1) The title insurer is unable to obtain reinsurance from a title insurer licensed in this state; and

(2) The capital and surplus of the unlicensed title insurer meets the requirements for licensed
companies under Section 7 of this act.

Section 17. Investments.

(A) Except as otherwise expressly provided in this section, the general investment provisions of (insert
reference to applicable provisions of insurance code governing authorized investments) shall apply
to all domestic title insurers.

(B) A domestic title insurer may invest in title plants. For determination of the financial condition of
such title insurer, title plants will be treated as an asset valued at-actual cost to the titie insurer, not

to exceed fifty percent (50%) of the surplus as regards policyholders as shown on the most recent
annual statement of the title insurer.

(C) Any investment of a domestic title insurer acquired before the effective date of this act and which,
under this section, would be considered ineligibie as an investment on that date shall be disposed of
within two years of the effective date of this act. The (commissioner/director), upon application and
proof that forced sale of any such investment would be contrary to the best interests of the title
insurer or its policyholders, may extend the period for disposal of the investment for a reasonable
time.

Section 18. Conditions for Providing Escrow, Closing, or Settiement Services, or Maintaining Title
Indemnification Accounts.

A title insurer or title agent may engage in the escrow, settlement. or closing business, or any
combination of such businesses, and operate as an escrow, settlement, or closing agent, provided that:

(A) Funds deposited in connection with any escrow, settlement. closing, or title indemnification shall be
deposited in a separate fiduciary trust account or accounts in a bank or other financial institution
insured by an agency of the federal government. Such funds shall be the property of the person or
persons entitled thereto under the provisions of the escrow. settlement, closing, or title indemni-
fication and shall be segregated by escrow. settiement. closing or title indemnification in the records
of the title insurer or title agent. Such funds shall not be subject to any debts of the title insurer or
title agent and shall be used only in accordance with the terms of the individual escrow, settlement,
ciosing or title indemnification under which the funds were accepted.

(B) Interest received on funds deposited with the title insurer or title agent in connection with any
escrow, settlement, closing, or title indemnification shall be paid to the depositing party uniess the
instructions provide otherwise.

(C) The title insurer or title agent shall maintain separate records of all receipts and disbursements of
escrow, settlement, closing, or title indemnification funds.

(D) The title insurer or title agent shall comply with any rules or regulations promulgated by the
{commissioner/director) perta.tmng to escrow, settlement. closing or title indemnification trans-
actions.
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Section 19. Identification of Title Agents.

A title insurer shall provide to the (commissioner/director) on an annual basis a list of all of its title
agents within this state.

Section 20. Title Agent License Requirement.

No person shall act as a title agent unless licensed in accordance with the provisions of this act.
Section 21. General Qualifications for Title Agent License.

(A) No license shall be issued to, continued, or permitted to exist for any person to act as a title agent
unless the person:

(1) Is at least 18 years of age;

(2) Is a bona fide resident of, and resides within, this state; or any other state which has entered
into a reciprocal title agent licensing agreement with the (commissioner/director);

(3) Isappointed as a title agent by a title insurer, subject to the issuance of a title agent’s license.

(4) Passes an examination given by the commissioner or any testing service selected by the
commissioner/director covering the search and examination of title to real property; insur-
ance principles relating to title insurance; and the fiduciary duties and procedures of
escrows, closings, and settlements of real estate transactions.

(B) Any person, other than a natural person, to whom a title insurance agent’s license is issued shall
designate to the (commigsioner/director) those natural persons who are or will be exercising the
powers and performing the duties of the title insurance agent. The designated individuals shall
be subject to the provision of paragraphs 1 and 3 of subsection A of this section. Persons
performing only clerical functions shall not be subject to the requirements of subsection A of this
section.

(C) Any person, other than a natural person, to whom a title insurance agent’s license is issued must
demonstrate that each natural person designated to exercise the powers and perform the duties
of the title insurance agent meets the requirements of subsection A of this section.

Section 22. Application for Title Agent License.

{A) Application for a license to act as a title agent shall be made in writing in the form and manner
prescribed by the (commissioner/director). A nonrefundable application fee of shall be
paid at the time of application.

(B) The application shall be deemed to be a continuing one, and any prospective licensee or licensee
shall inform the (commissioner/director) promptly if any information set forth in the application
changes or is no longer accurate, or if any other relevant information regarding the application
arises after the original application.

Section 23. Issuance, Expiration, and Renewal of Title Agent License.

(A) The (commissioner/director) shall issue a license to act as a title agent to any person if:

(1) The prospective licensee files an application pursuant to Section 22 of this act:
(2) The prospective licensee meets the requirements of Section 21 of this act:
(3) The prospective licensee has provided the (commissionersdirector) with evidence of financial

responsibility in the form and in a minimum amount required by regulations of the
(commissioner/director).

Copyright 1987 NAIC - 169 - 628.9
COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11510



Model Title Insurance Act

(B) Each title agent’s license shall expire on April 30 of each year, and may:be renewed by the
(commissioner/director) upon filing by the licensee, prior to the expiration of his license, of a
properly completed renewal application in the form prescribed by the (commissioner/director),
and upon payment of a renewal fee of .

Section 24. Title Agent Records and Reports.

(A) A title agent shall keep books of account and records and vouchers pertaining to the business of
title insurance and-to any escrow, closing, settlement, or title indemnification business trans-
acted under Section 18 of this act. All such records shall be maintained in such a manner that the
(commissioner/director) or his authorized representative, may readily ascertain from time to
time whether the title agent has complied with all applicable provisions of this act.

(B) The (commiasioner/director) or his representative may, at any time during normal business hours,

. examine, audit, and inspect books and records maintained by titie agents.under the provisions of

this act. The title agent so examined shall be liable for the cost of such examination and shall pay the
same to the (commissioner/director) upon presentation of written statement of.charges.

(C) A title agent shall file with the (commissioner/director) a copy of every agency contract, and all
amendments or related documents, 10 days prior to the effective date thereof. Any such contract,
amendments, and related documents shall accurately reflect the complete business and finan-
cial relationship between the title insurer and title agent.

(D) The (commissioner/director) may disapprove any title agency contract, upon appropriate notice

to the parties to the contract, if he finds that the contract; together with all amendments and
related documents: .

(1) Does not provide for adequate monitoring and reporting of the agent’s financial transactions;
or

(2) Provides for inadequate, unreasonable, or excessive amounts to be paid or retained by the
title agent. Factors the (commigsioner/director) may consider in this determination inciude
but are not limited to the agent’s duties and responsibilities under the contract and the
general level of amounts paid to or retained by other title agents in the state performing
comparabie duties or assuming comparable responsibilities.

(E) No person shall act as a title agent under an agency contract that has been disapproved by the
(comrmissioner/director).

Section 25. Title Agent Claims Reports.

(A) A title agent shall immediately report every loss claim to the title insurer that issued the policy
against which the claim is presented.

(B) No title agent shall indemnify or pay the claim of any insured.

Section 26. Refusal, Suspension, or Revocation of Title Agent License; Fine in Lieu of Suspension.

(A) In addition to any other grounds stated in this act, the (commissioner/director) may refuse to
license any person as a title agent, or may suspend a title agent’s license, after providing due
notice and an opportunity to be heard, upon a finding that the person:
(1) Fails to meet or fails to continue to meet the qualifications for licensure under this act;

(2) Has violated any provision of this act or any rule or regulation of the (commissioner/director);

(3) Has made a material misstatemnent in an application for a title insurance agent's license or
has obtained a title-insurance agent’s license by fraud or willful misrepresentation.

(4) Has misappropriated or converted to his own use funds belonging to applicants, insureds,
title insurers, escrow participants, or others;
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(5) Has intentionally misrepresented the terms of a title insurance policy to any.applicant or
_policyholder or has misrepresented material facts to, concealed material facts from, or made
false statements to, any party to an escrow, settlement or closing transaction;

(6) Has, in the conduct of his affairs under his title insurance agent’s license, used fraudulent,
coercive, or dishonest practices, or has shown himself to be incompetent, untrustworthy,
financially irresponsible, or a source of injury and loss to the public; or

(7) Has aided, abetted, or assisted another person in violating the provisions of this act, or any
rule or regulation promuigated under this act.

(B) The (commissioner/director) may revoke the title agent’s license of any person convicted by final
judgment of a felony. :

(C) In addition to or without imposing the foregoing penalties, the (commissioner/director) may in
his discretion, impose a fine in an amount not to exceed $2,500 for each violation of this section or
of any rule or regulation promulgated under this section.

(D) Any of the penalties provided under this section may be imposed on a title agent other than a
natural person for action of individuals designated by that insurance agent under Section 21B.

Section 27. Prohibition on Rebates and Inducements.
(A) No title insurer or title agent shall:

(1) Pay, directly or indirectly, to the insured, to any producer of title business, to any-associate of
a producer, or to any other person any commission, any part of its premiums, fees, or other
charges; or any other consideration as inducement or compensation for the referral of title
business or for performance of any escrow or other service by the title insurer or title agent.

(2) Issue any title insurance policy or perform any service in connection with any transaction in
which it has paid or intends to pay any commission, rebate, or inducement which it knows to
be in violation of this section.

(B) No insured named in a title insurance policy, no producer of title business, no associate of a
producer, nor any other person may knowingly receive or accept, directly or indirectly, any
commission, rebate, or inducement referred to in subsection A.

(C) Nothing in this section shall be construed as prohibiting reasonable payments, other than for
the referral of title insurance business, for services actualiy rendered to either a title insureror a
title agent in connection with title insurance business.

Section 28. Division of Premiums and Charges.

Nothing in this act shall be construed as prohibiting the division of premiums and charges between
or among a title insurer and its title agent, two or more titie insurers, one or more title insurers and

one or more titie agents, or two or more title agents, provided such division of premiums and charges
does not constitute:

(A) An unlawful rebate or inducement under the provisions of this act: or
(B) Payment of a forwarding fee or finder's fee.
Section 29. Disclosure of Financial Interest.

(A) No titie insurer or title insurance agent may accept any order for, issue a title insurance policy
to, or provide services to, an applicant if it knows or has reason to believe that the applicant was
referred to it by any producer of title business or by any associate of such producer, where the
producer, the associate or both, have a financial interest in the title Insurer or title agent to
which business is referred unless the producer has disclosed to the buyer, seller, lender the
financial interest of the producer of title business or associate referring the title business. The
disclosure must be made in writing on forms prescribed by the (commissioner/director). The title
insurer or agent shall maintain the disclosure forms for a period of 3 years.
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(B) Each title insurer and title agent shall file with the (commissioner/director), on forms prescribed
by the (commissioner/director), reports setting forth the names and addresses of those persons, if
any, who have had a financial interest in the title insurer or title agent during the calendar year,
who are known or reasonably believed by the title insurer or title agent to be producers of title
business or associates of producers.

(1) Each title insurer shall file the report required under this subsection with its application for
a license and at any time there is a change in the information provided in the last report.

(2) Each title agent shall file the report required under this subsection with its application for
license and at any time there is a change in the information provided in its last report.

(3) Each title insurer or title agent licensed on the effective date of this act shall file the report
required under this subsection within 90 days after the effective date.

(C) No title insurer or titie agent may accept an order for title insurance business, issue a title
insurance policy, or receive or retain any premium, or charge in connection with any transaction
if (i) the title insurer or titie agent knows or has reason to believe that the transaction will
constitute controlled business for that title insurer or title agent and (ii) twenty percent (20%) or
more of the gross operating revenue of that title insurer or title agent in the calendar year in
which the transaction takes place is derived from controlled business.

(D) For purposes of subsection C of this section, the percentage limitation set forth in paragraph (ii)
of subsection C shall be eighty percent (80%) in the first calendar year after the effective date of
this act; sixty percent (60%) in the second calendar year after the effective date of this act; forty
percent (40%) in the third calendar year after the effective date of this act; and twenty percent
(20%) in any later calendar year.

(E) No license may be issued, renewed, or continued for a title insurer or title agent who fails to
comply with this section.

Section 30. Favored Title Agent or Insurer.

(1) No producer or other person shall require, directly or indirectly, or through any trustee,
director, officer, agent, employee, or affiliate, as a condition, agreement, or understanding to
selling or furnishing any other person any loan, or extension thereof, credit, sale, property,
contract, lease or service, that such other person shall place any contract of title insurance of
any kind through any particular title agent or title insurer. No title agent or title insurer
shall knowingly participate in any such prohibited plan or transaction. No person shall fix a
price charged for such thing or service, or discount from or rebate upon price, on the
condition, agreement or understanding that any title insurance is to be obtained through 2
particular title agent or title insurer.

(2) Any producer or other person who violates the provisions of this section, or any titie insurer
or title agent who accepts an order for title insurance knowing that it is in violation of the
provision of this section shall, in addition to any other action which may be taken by the
regulatory authority having jurisdiction. be subject to a fine by the (commissioner/directori
in an amount equal to 5 times the premium for the title insurance.

(3) The (commissioner/director) may invoke the aid of the courts in enforcing any fines imposed
under this section.

Section 31. Premium Rate Standards.
(A) Premium rates shall not be inadequate, excessive. or unfairly discriminatory.
(B) Rates are excessive if in the aggregate they are likely to produce a long run profit that is

unreasonably high in relation to the riskiness of the class of business, or if expenses are
unreasonably high in relation to the services rendered.
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(C) Rates are inadequate if they are clearly insufficient, together with investment-income attribut-
able to them, to sustain projected losses and expenses, or if the continued use of such fees will

have the effect of substantially lessening competition or the effect of tending to create a
monopoly.

(D) Premium rates are unfairly discriminatory if the premium charged for any classification is not
reasonably related to the services performed or the risks assumed by the insurer. Provided,
however, within rate classifications premiums may, to a reasonable degree, be less in the case of
smaller insurances and the excess may be charged against larger insurances, without rendering
the rate unfairly discriminatory.

(E) In making or reviewing rates, due consideration shall be given to past and prospective loss
~axperience, to exposure to loss, to underwriting practice and judgment, to. past.and prospective
~expenses.including amounts paid to or retained by title agents, to investment income, to a

reasonable margin for profit and contingencies, and to all other relevant factors both-within and
outside of this state. A five year experience period is required for all filings of rates, provided that
the filing of any insurer in existence less than five years shall be supported by experience
consistent with the period of its existence.

(F) The (commissioner/director) may promulgate rules or regulations setting forth guidelines for
evaluation of rates. Such regulations may include consideration of:

(1) Costs of underwriting risks assumed by the insurer;

(2) Amounts paid to or retained by title agents;

(3) Operating expenses of the_insurer other than underwriting and claims expenses;
(4) Payment of claims and claim related expenses;

(5) Investment income;

(6) Reasonable profit;

(7) Premium taxes; and

(8) Any other factors the (commissioner/director) deems relevant.

Section 32. Premium Rate Schedules.

(A) A title insurer shall file with the (commissioner/director) the premium rate schedules it
proposes to use in this state. If the (commissioner/director) finds in his review of a filing that it
does not violate Section 31 of this act, he shall approve the schedule within 30 days of filing.
Prior to such approval, the (commissioner/director) may conduct public hearings with respect to
the filing. Filings that the (commissioner/director) has failed to approve or disapprove within 30
days of filing shall be deemed approved. Upon notice to the title insurer, the period for review of
rate filing may be extended for an additional 30 days.

(B) If at any time after the approval of filing, the (commissioner/director) has reason to believe that
the filing does not meet the requirements of this section or is otherwise contrary to law, or if any
party having an interest in the filing makes a written complaint to the tcommissioner/director:
setting forth specific and reasonable grounds for the complaint, or if any insurer, upon notice of
disapproval by the (commissioner/director) of a filing pursuant to this section, should so request,
the (commissioner/director) shall hold a hearing within 30 days and shall give written notice of
the hearing to all parties in interest. The (commissioner/director) may confirm. modify. change.
or rescind any previous action, if warranted by the facts shown at the hearing.

(C) No title insurer or title agent may use or collect any_ premium after the effective date of this act,
except in accordance with the premium rate schedule filed with and approved by the (commis-
sioner/director) as required by this section. The (commissioner/director) may provide by regu-
lation for interim use of premium rate schedules in effect prior to the effective date of this act.

Copyright 1987 NAIC - 173 - 628-13
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Section 33. Publication of Schedules of Premiums and Charges.

(A) Each title insurer and title agent shall print and make available to the public schedules of its
currently effective premiums and charges.

(B) The schedules shall:
(1) Be dated to show the date the premiums and charges became effective;

(2) Be kept available to the public during normal business hours in each office of the title insurer
or title agent in this state; and

(3) Set forth the total premium and charge for each type of title insurance policy orservice issued
or provided by the title insurer or title agent either by stating the premium or charge for each
type of title insurance policy in given amounts of coverage or for each service, or by stating
the premium or charge rate per unit amount of coverage, or by a combination of the two.

(C) Each title insurer and title agent shall keep a complete file of its schedules of premiums and
charges and of all changes and amendments to those schedules until at least 5 years after they
have ceased to be in effect.

Section 34. Form Filing.

(A) A title insurer shall file with the (commissioner/director) all forms it proposes to use in this
state, including:

(1) Title insurance policies, including standard form endorsements.

(2) “Preliminary reports,” “commitments,” “binders,” or any other reports issued prior to the
issuance of a title insurance policy.

If the (commissioner/director) finds in his review of a filing that it does not violate Section 35
of this act, he shall approve the form within 30 days of filing. Prior to such approval, the
(commissioner/director) may conduct public hearings with respect to the filing. Filings that
the (commissioner/director) has failed to approve or disapprove within 30 days of filing shall
be deemed approved. Upon notice to the insurer, the period for review of a form filing may be
extended for an additional 30 days.

(B) A title insurer need not file reinsurance contracts and agreements.

(C) No title insurer may issue, directly or through a title agent, any policy after the effective date of this
act, unless the policy form has been approved pursuant to this section. The (commissioner/director) .
may provide by regulation for interim use of forms in effect prior to the effective date of this act.

Section 35. Form Standards.

The (commissioner/director) shall approve any form filed under Section 34 of this act only if the form:

(1) Is written in simple language logically and clearly arranged and is understandable to a
person of normal intelligence without special insurance or legal knowledge or training;

(2) Does not contain or incorporate by reference any inconsistent, ambiguous, or misleading
clauses, exceptions, or conditions deceptively affecting the risk purported to be assumed in
the affirmative coverage of the contract;

(3) Does not contain any misleading title, heading. or other indication of its coverage;

(4) Is not printed or otherwise reproduced in such a manner as to render any provision of the
form substantially illegible; and

(5) Is otherwise in compliance with this code.

628-14 - 174 -
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Section 36. Endorsements.

Any-approved policy form or endorsement providing any coverage for which no identifiable
premium is assessed shall be incorporated in every policy of title insurance of the type to which the
form or endorsement pertains issued by the insurer offering the approved form or endorsements.
The insurer shall disclose any such additional coverage to the insured. The provisions of this section
shall not operate to eliminate any underwriting standard or conditions relating to such approved
policy forms or endorsements.

Section 37. Notice of lssuance of Mortgage Policy.

(A) A title insurer or titlo-agent that issues a mortgagee’spolicy of title insurance on 4 loan made
simultaneous to the purchase of all or part of the residential property securing the loan, where
Do owner's policy has been-ordered, shall inform the borrower in writing that the mortgagee’s
policy does not protect the borrower, and that the borrower may obtain.an owner’s title
insurance policy for his protection. This notice must be provided before disbursement of the loan
proceeds and before issuance of a mortgagee’s policy. The notice must be on a form prescribed by
the (commissioner/director).

(B) If the borrower elects not to purchase an owner’s title insurance policy, the title insurer or title
agent shall obtain from him a statement in writing that the notice has been received and that the
borrower waives the right to purchase an owner's title insurance policy. If the buyer refuses to
provide the statement and waiver, the title insurer or title agent shall so note in the file. The
statement and waiver must be on a form preacribed by the (commissioner/director), and must be
retained by the title insurer or title agent for at least five years after receipt.

Section 38. Filing by Rating Bureaus.

(A) A title insurer may satiafy its obligation to make premium rate and form filings as required by
this' act by becoming a member of, or a subscriber to, a rating organization organized and
licensed under the provisions of this code, which organization makes such filings, and by
authorizing the (commissioner/director) in writing to accept such filings on its behalf.

(B) Nothing in this act shall be construed as requiring any title insurer to become a member of. or a
subscriber to, any rating organization. Nothing in this act shall be construed as prohibiting the
filing of deviations from rating organization filings by any member or subscriber.

"Section 39. Title Plant Standards.

The (commissioner/director) may promulgate rules or regulations setting forth standards for
operation of title plants in this state. Such standards may include standards for tract indices,
general name indices, maps, plats and other organizing devices.

Section 40. Regulations.

In addition to any other powers granted under this act, the (commissioner/director) may adopt rules
or regulations to protect the interests of the public including but not limited to regulations
governing sales practices; escrow, collection, settiement. or closing procedures; policy coverage
standards; rebates and inducements; controlled business; the approval of agency contracts: unfair
trade practices and fraud; statistical plans for data collection: consumer education; any other
consumer matters; the business of title insurance: or any regulations otherwise implementing or
interpreting the provisions of this act.

Section 41. Enforcement.

(A) Except as provided in Section 30 any violation of this chapter shall carry with it. in addition to or
in lieu of suspension or revocation of the violator’s license a civil penalty of $500 per violation.
For purposes of this chapter each individual transaction which is not in conformance with the
provisions of this chapter shall be considered a violation.
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(B) This act snall be eniorceable only by the (commissioner/director) and shall not create any private
cause of action or other private legal recourse.

(C) The (commissioner/director) may invoke the aid of the courts in enforcing the provisions of this
act.

Section 42. Severability.

The provisions ofthmactshallbecevorable,and,xfanyot‘ltsprovmonsamholdtobeuneonstl.
tutional or invalid, the validity of the remaining provisions of this act will not be affected. It is
hereby deciared as legislative intent that this act would have been adopted by the legislature of this
state had such unconstitutionai or invalid-provisions not been included.

Legisiative History (ali references are to the Proceedings of the NAIC).
1983 Proc. 1 6, 36, 835, 928, 929-943 (adopted).

628-16 - 176 -
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MODEL TITLE INSURANCE ACT

The date in parentheses is the effective date of the legislation or regulation, with  latest

amendments.
NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
Alabama NO ACTION TO DATE
Alaska ALASKA STAT. §§ 21.66.010 to
21.66.480 (1966/1985).
Arizona ARIZ. REV. STAT. ANN. §§
20-1561 to 20-1592 (1967).
Arkansas NO ACTION TO DATE
California CAL. INS. CODE §§ 12340 to
12417 (1935/1991).
Colorado COLO. REV. STAT. §§ 10-11-101
to 10-11-121 (1963/1987).
Connecticut CONN. GEN. STAT. §§ 38a-400
to 38a-425 (1990).
Delaware NO ACTION TO DATE
D.C. D.C. CODE ANN. §§ 26-401 to
26-436 (1901/1980).
Florida FLA. STAT. §§ 627.7711 to
627.7892 (1982/1986).
Georgia NO ACTION TO DATE
Guam NO ACTION TO DATE
Hawaii HAWAII REV. STAT. §§
431:20-101 to 431:20-125
(1988).
Idaho IDAHO CODE §§ 41-2701 to
41-2713 (1961/1977).
Tilinois ILL. REV. STAT. ch. 73 §§
478 to 487 (1901/1981).
Indiana IND. CODE §§ 27-7-3-1 to
27-7-3-20 (1937/1985).
Iowa NO ACTION TO DATE
NAIC Copyright 1992 - 177 - 628-17
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NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
Kansas NO ACTION TO DATE
Kentucky KY. REV, STAT. §§ 304.22-010
to 304.22-040 (1972).
Louisiana NO ACTION TO DATE
Maine NO ACTION TO DATE
Maryland MD. ANN. CODE art. 48A §§
486 to 486-1 (1967/1971).
Massachusetts MASS. GEN. LAWS ch. 175
§§ 114 to 116A (1884/1939).
Michigan MICH. COMP. LAWS §§ 500.7300
to 500.7318 (1966).
Minnesota MINN. STAT. §§ 68A.01 to
68A.02 (1967/1974).
Mississippi MISS CODE ANN. §§ 83-15-1 to
83-15-11 (1958/1977).
Missouri MO. REV. STAT. §§ 381.010 to
381.200 (1987/1988).
Montana MONT. CODE ANN. §§ 33-25-104
to 33-25-403 (1985) (Parts
of Model).
Nebraska NEB. REV. STAT. §§ 44-1901 to
44-1920 (1967).
Nevada NEV. REV. STAT. §§ 692A.011
to 692A.230 (1977).
New Hampshire N.H. REV. STAT. ANN. §§
- 416-A:1 to 416-A:22 (1971).
New Jersey N.J. REV. STAT. §§ 17:46B-1
to 17:46B-62 (1975/1990).
New Mexico N.M. STAT. ANN. §§ 59A-30-1
. to 59A-30-15 (1985/1989).
New York N.Y. INS. LAW §§ 6401 to 6411
‘ (1984).
628-15 ; 9
e} - 178 - NAIC Copyright 1992
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MODEL TITLE INSURANCE ACT

NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.

North Carolina N.C. GEN. STAT. §§ 58-26-1 to
58-26-40 (1899/1974).

North Dakota N.D. CENT. CODE §§ 26.1-20-01
to 26.1-20-06 (1984).

Ohio OHIO REV. CODE ANN. §§
3953.01 to 3953.28 (1967).

Oklahoma OKLA. STAT. tit. 36 §§
5001 to 5005 (1957).

Oregon See OR. ADMIN. R. 836-80-305 to
836-80-345 (1980/1988).

Pennsylvania PA. STAT. ANN. tit. 40 §§
61-101 to 61-154 (1963).

Puerto Rico P.R. LAWS ANN. tit.26 §§
2401 to 2404 (1976).

Rhode Island NO ACTION TO DATE

South Carolina S.C. CODE ANN. §§

38-75-905 TO 38-75-1000
(1988XParts of model).

South Dakota S.D. CODIFIED LAWS ANN. §§
58-25-1 to 58-25-21
(1966/1979).

Tennessee TENN. CODE ANN. §§ 56-35-101
to 56-35-205 (1955/1985).

Texas TEX. INS. CODE ANN. art. 9.01
t0 9.57 (1967/1983).

Utah NO ACTION TO DATE

Vermont NO ACTION TO DATE

Virgin Islands V.I. CODE ANN. tit. 22§§
1151 to 1161 (1968).

Virginia VA. CODE §§ 38.2-4600 to
38.2-4615 (1986/1987).

Washington WASH. REV. CODE ANN. §§
48.29.010 to0 48.29.170

) (1947/1981).
NAIC Copyright 1992 - 179 - 628-19
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NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
West Virginia NO ACTION TO DATE

Wisconsin NO ACTION TO DATE

Wyoming WYO. STAT. §§ 26-23-301

to 26-23-326 (1983).

- -"180 -
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HEALTH MAINTENANCE ORGANIZATION MODEL ACT

Table of Contents

Section1.  Short Title

Section2.  Definitions

Section3. Establishment of Health Maintenance Organizations

Section4.  Issuance of Certificate of Authority

Section5.  Powers of Health Maintenance Organizations

Section6.  Fiduciary Responsibilities

Section7.  Quality Assurance Program

Section8.  Requirements for Group Contract, Individual Contract and Evidence of Coverage
Section9.  Annual Report '

-Section 10.  Information to Enrollees or Subscribers

Section 11. - Grievance Procedures

Section 12. Investments

Section 13.  Protection Against Insolvency

Section 14. Uncovered Expenditures Insolvency Deposit

Section15. Enroliment Period, Replacement Coverage in the Event of Insolvency

Section 16.  Filing Requirements for Rating Information

Section 17. Regulation of Health Maintenance Organization Producers

Section 18.  Powers of Insurers and {Hospital and Medical Service Corporations]

Section19. Examinations

Section 20. Suspension or Revocation of Certificate of Authority ' :
Section 21. Rehabilitation, Liquidation or Conservation of Health Maintenance Organizations
Section 22. Summary Orders and Supervision

Section 23. Regulations

Section24. Fees

Section 25. Penalties and Enforcement

Section 26.  Statutory Construction and Relationship to Other Laws

Section 27. Filings and Reports as Public Documents

Section 28. Confidentiality of Medical Information and Limitation of Liability

Section 29. [Commissioner of Public Health's] Authority-to Contract

Section 30.  Acquisition of Control of or Merger of a Health Maintenance Organization
Section 31.  Dual Choice [optional]

Section 32. Coordination of Benefits
Section 33. Insolvency Protection; Assessment
Section 34.  Severability

Section 1. Short Title

This Act may be cited as the Health Maintenance Organization Act of [insert year].

Introductorv Comment:

Nature of the Health Maintenance Organization

Ahealth maintenance organization may be described as an organization which brings together a comprehensive range of
medical services in a single organization to assure a patient of convenient access to health care services, It furnishes
needed services for a prepaid fixed fee paid by or on behalf of the enrollees. An HMO can be organized, operated and
financed in a variety of ways. For example, an HMO may be organized by physicians. hospitals, community groups. labor
unions, government units, insurance companies, etc. Generally speaking, an HMO delivery system is predicated on three
principles: (1) It is an organized system for the delivery of health care which brings together health care providers; (2)
Such en arrangement makes available basic heaith care which the enrolled group might reasonably require. including

emphasis on the prevention of illness or disability; (3) The payments wili be made on a prepayment basis, whether by the
individual enroliees. Medicare. Medicaid or through employer-empioyee arrangements.

Copyright NAIC 1990 : - 181 - 430-1
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How might the HMO concept contribute to alleviating the difficulties posed by4he current health care delivery system?

An HMO can directly address itself to the problems of availability, accessibility and continuity, sinee it is a health care
delivery system. It assumes responsibility for actually furnishing to its enroliees _those health care services necessary to
meettheobligadonsitundenam.'l‘hustheHMOoccupiesapociﬁonnhroughwh;ch both the accessibility and continuity
of care may be affected.

An HMO, by its very nature, may provide incentives toward lessening costs in delwmnghgalth care. It has a limited
membership prepaying fixed sums of money. The providers are obligated to deliver a specified set of health care services.
The fixed amount of income provides incentive to control expenses and costs. The HMO provides a mechanism to analyze
costs. expenses and utilization of services, and affords a means to implement measures to enhance efficiency.

The prc;blem of the guality of health care is not susceptible to an easy solution. An HMO is in a position to assess the
qualitv of care provided since it is a closed system. It can study the health of its members, review the records of treatment
and, in general, provide a monitoring ism.

The Need for State Authorizing and Regulatory Legislation

From 1970 to 1973. the administration and committees in both houses of Congress spent much time analyzing the health
maintenance organization alternative in connection with national health insurance and -federal assistance bills for
HMOs. This analysis resulted in the enactment of the federal HMO Act in 1973. Since then, the number of health
maintenance organizations and the number of HMO enrollees has grown rapidly. Prior to 1972, however, few states had a
statutorv framework tailored to the supervision of health maintenance organizations. Chartering, licensing, contract and
rate regulation, and other supervision was being carried out under general insurance laws, hospital and medical service
corporation statutes. other special statutes, or not at all. Because the HMO is a unique type of organization, many
provisions of such siate laws were inapplicable, highly restrictive or prohibitive to the formation and operation of an
HMO. Therefore. in 1972 the NAIC adopted the Model Health Maintenance Organization Act which accommodates the
unique features of HMOs.

Purpose of a State Model Bill

The model bill clearly authorizes the establishment and operation-of HMOs: Restrictive provisions in other laws which are
inappropriate to HMOs are rendered inapplicable. Appropriate grants of authority are established to enable the HMOs to
fulfill the function envisioned for them. At the same time, however, the public has a vital interest in the fiscally sound,
efficient and ethical operation of HMOs. As is the case with insurance and hospital and medical service corporations,

HMOs are “affected with the public interest” Regulatory safeguards dovetajled to the unique nature of HMOs are
essential. Thus. the purpose of this model bill is twofold.

First. it attempts to provide a legal framework enabling the organization and functioning of HMOs of a wide variety
including those based upon the medical care foundation or individual practice association concept. The legai environment
is designed to permit a high degree of flexibility. No one form of organization or one type of modus operandi is required.
Instead the HMO concept can be refined and subjected to further experimentation. Second, the model bill attempts to
provide a regulatory monitoring system not only to prevent or remedy abuse, but also to assist in the future improvement
and development of this alternative form of a health care delivery system..

Of course. it is also possible that the statutes of a given state are presently broad enough to allow operation of at least
certain tvpes of HMOs and provide the commissioner with appropriate authority to regulate them. In those states, a bill
such as this may be desirable in order to consolidate and define more clearly the authority for and manner of regulation of
an _HMQ. However, it may be possible to form HMOs under existing laws in some states before passage of this model
legislation and it is anticipated that such programs can develop concurrently with any legislative activity.

The model. or sul;smnti_al_portions of it. has been enacted in 27 states and substantial experience has been gained in
implementing and reguiating HMOs under its terms. In addition. as HMOs have become insolvent and commissioners
have had to deal with the resuits of those insolvencies, the model act has been revised to reflect changes which have

occurred in the federal law. to reflect experience gained in administering the law, and to clarify and swengthen the
provisions relating to HMO solvency. .

It may be necessary to modify or replace certain language in the model bill prior to legislative consideration to make
terminology consistent with existing law in a particular state. To simplify this adjustment. three frequently used terms
knovyn 1o be subject to variation from state 1o state are enclosed in brackets wherever used in order to facilitate necessary
r_n_odxﬁcaqon: These terms are: (1) commissioner. whose counterparts in some states are known as director or superintendent:
{2) commissioner of public health. whose counterparts in other states are known as director of public health or by some
other title: and (3} hospital or medical service corporations, whose counterparts in other states may be known as health

service corporations, hospital indemnity corporations, etc. Where specific reference to existing state laws is required. the
nature of the citation is indicated in brackets.

The model bill provides that the principal regulator is the commissioner of insurance. It may be desirable for the
commissioner to have an advisory council to advise him in carrving out his duties under the Act. Such an advisorv

council could be established through the promulgation of a regulation pursuant to Section 23 of the model bill or by
adding a new section to the model bill. )

430-2 ' - 182 -
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Section 2. Definitions

A. “Basic health care services” means the following medically necessary services: preventive
care, emergency care, inpatient and outpatient hospital and physician care, diagnostic
laboratory and diagnostic and therapeutic radiological services. It does not include mental
health services or services for alcohol or drug abuse, dental or vision services or long-term
rehabilitation treatment.

B. “Capitated basis” means fixed per member per month payment or percentage of premium
‘payment wherein the provider assumes the: full risk for the cost of contracted-services
without regard to the type, value or frequency of services provided. For purposes of this
definition, capitated basis includes the cost associated with operating staff model facilities.

C. “Carrier” shall mean a health maintenance organization, an insurer, a nonprofit hospital
- and medical service corporation, or other entity responsible for the payment of benefits or
provision of services under a group contract.:

D. “Commissioner” [director, superintendent] means the commissioner [director, superintendent]
of insurance.

E. “Copayment” means an amount an enrollee must pay in order to receive a specific service
which is not fully prepaid.

F. “Deductible” means the amount an enrollee is responsible to pay out-of-pocket before the
-health maintenance organization begins to pay the costs associated with treatment.

G. “Enrollee” means an individual who is covered by a health maintenance organization.

. “Evidence of coverage” means a statement of the essential features and services of the
health maintenance organization coverage which is given to the subscriber by the health
maintenance organization or by the group contract holder.

1. “Extension of benefits” shall mean the continuation of coverage under a particular benefit
provided under a contract following termination with respect to an enrollee who is totally
disabled on the date of termination.

J. “Grievance” means a written complaint submitted in accordance with the health maintenance
organization’s formal grievance procedure by or on behalf of the enrollee regarding anv
aspect of the health maintenance organization relative to the enrollee.

“Group contract” means a contract for health care services which by its terms limits

eligibility to members of a specified group. The group contract may include coverage for
dependents.

“Group contract holder” means the person to which a group contract has been issued.

“Health maint,ena_nce organization” means any person that undertakes to provide or
arrange for the delivery of basic health care services to enrollees on a prepaid basis, except
for enroliee responsibility for copayments and/or deductibles.

. “Health maintenance organization producer” means a person who solicits, negotiates,
effects, procures, delivers, renews or continues a policy or contract for HMO membership.
or who takes or transmits a membership fee or premium for such a policy or contract, other

thax}: for himself, or a person who advertises or otherwise holds himself out to the public as
such. . -

Copyright NAIC 199¢ : - 183 - 430-3
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O. “Individual contract” means a contract for health care services-issued to and covering an
individual. The individual contract may include dependents of the subscriber.

P. “Insolvent’” or “Insolvency” shall mean that the organization has ‘t.>eep declared insolvent
and placed under an order of liquidation by a court of competent jurisdiction.

Q. “Managed hospital payment basis” means agreements wherein the financial risk is
primarily related to the degree of utilization rather than to the cost of services.

Comment: Exampies of Subsection Q agreements include but are not limited to payments on aDl.%Gorperdiem basis or
where there is an agreement between a hospital and health maintenance organization and which are under common
ownership or control.

R. “Net worth” means the excess of total admitted assets over total liabilities, but the
liabilities shall not include fully subordinated debt.

S. “Participating provider” means a provider as defined in U below who, under an express or
implied contract with the health maintenance organization or with its contractor or
subcontractor, has agreed to provide health care services to enrollees with an expectation
of receiving payment, other than copayment or deductible, directly or indirectly from the
health maintenance organization.

T. “Person” means any natural or artificial person including but not limited to individuals,
partnerships, associations, trusts or corporations.

U. “Provider’ means any physician, Hdéﬁital or other pérsbn licensed or otherwise authorized
to furnish health care services.

V. “Replacement coverage” shall mean the benefits provided by a succeeding carrier.

W. “Subscriber” means an individual whose employment or other status, except family
dependency, is the basis for eligibility for enrollment in the health maintenance organization,
or in the case of an individual contract, the person in whose name the contract is issued.

X. “Uncovered expenditures” means the costs to the health maintenance organization for
health care services that are the obligation of the health maintenance organization, for
which an enrollee may also be liable in the event of the health maintenance organization’s

insolvency and for which no alternative arrangements have been made that are acceptable
to the commissioner {director, superintendent}.

Commgnt: Subsection X defines uncovered expenditures for use in Section 13. They will vary in type and amount.
depending on the arrangements of the HMO. They may include out-of-area services, referral services and hospital
services. They do not include expenditures for services when a provider has agreed not to bill the enrollee even though the

provider is not paiq by the HMO. or for services that are guaranteed, insured or assumed by a person or organization
other than the health maintenance organization.

Section 3. Establishment of Health Maintenance Organizations

A. Notwithstanding any law of this state to the contrary, any person may apply to the
commissioner [director, superintendent] for a certificate of authority to establish and
operate a health maintenance organization in compliance with this Act. No person shall
establish or operate a health maintenance organization in this state, without obtaining a
cert}ﬁcate of authority under this Act. A foreign corporation may qualify under this Act.
st_JbJect to its registration to do business in this state as a foreign corporation under [insert
citation} and compliance with all provisions of this Act and other applicable state laws.

430-4 ' - 184 -
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B. Any health maintenance organization which has not previously received a certificate of
authority to operate as a health maintenance organization as of the effective date of this
Act shall submit an application for a certificate of authority under Subsection C within
{insert number] days of the effective date of this Act. Each such applicant may continue to
operate until the commissioner [director, superintendent] acts upon the application. In the
event that an application is denied under Section 4, the applicant shall thereafter be
treated as a health maintenance organization whose certificate of authority has been
revoked.

C. Each application for a certificate of authority shall be verified by an officer or authorized
representative of the applicant, shall be in a form prescribed by the commissioner [director,
superintendent), and shall set forth or be accompanied by the following:

(1) A copy of the organizational documents of the applicant, such as the:articles of
incorporation, articles of association, partnership agreement, trust agreement, or
other applicable documents, and all amendments thereto;

(2) A copy of the bylaws, rules and regulations, or similar document, if any, regulating
the conduct of the internal affairs of the applicant;

(3) A list of the names, addresses and official positions and biographical information on
forms acceptable to the commissioner [director, superintendent] of the persons who
are to be responsible for the conduct of the affairs and day to day operations of the
applicant, including all members of the board of directors, board of trustees, executive
committee or other governing board or committee and the principal officers in the
case of a corporation, or the partners or members in the case of a partnership or
association;

Comment: NAIC hiographical forms are recommended.

(4) A copy of any contract form made or to be made between any class of providers and
the health maintenance organization and a copy of any contract made or to be made
between third party administrators, marketing consultants or persons listed in
Paragraph (3) and the health maintenance organization;

(5 A copy of the form of evidence of coverage to be issued to the enrollees;

(6) A copy of the form of group contract. if any, which is to be issued to employers, unions,
trustees or other organizations;

(7 Financial statements showing the applicant’s assets, liabilities and sources of financial
support. Include both a copy of the applicant’s most recent (regular) certified financial
statement and an unaudited current financial statement:;

(6) A financial feasibility plan which includes detailed enrollment projections. the meth-
odologyv for determining premium rates to be charged during the first twelve months
o_f operations certified by an actuary or other qualified person, a projection of balance
sheets, cash flow statements showing any capital expenditures, purchase and sale of
Investments and deposits with the state, and income and expense statements anticipated
from the start of operations until the organization has had net income for at least one
year. and a statement as to the sources of working capital as well as any other sources

of funding;
(9 A power of attorney duly executed by.such applicant. if not domiciled in this state.
Copyright NAIC 199i : - 185 -
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appointing the commissioner [director, superintendent] and-his -SUCCessOrs in office,
and duly authorized deputies, as the true and lawful attorney of such apph.cant in gnd
for this state upon whom all lawful process in any legal action or procgedmg against
the health maintenance organization on a cause of action arising in this state may be
served; .

(10) A statement or map reasonably describing the geographic area or areas to be served;

(11) A description of the internal grievance procedures to be utilized for the investigation
and resolution of enrollee complaints and grievances;

(12) A description of the proposed quality assurance program, including the formal
organizational structure, methods for developing criteria, procedures for comprehensive
evaluation of the quality of care rendered to enrollees, and ‘processes to initiate
corrective action and reevaluation when deficiencies in provider or organizational
performance are identified;

(13) A description of the procedures to be implemented to meet the protection against
insolvency requirements in Section 13;

(14) A list of the names, addresses, and license numbers of all providers with which the
health maintenance organization has agreements;

(15) Such other information as the commissioner [director, superintendent] may require to
make the determinations required in Section 4.

D. (1) The commissioner [director, superintendent] may promulgate such rules and regulations
as he deems necessary to the proper administration of this Act to require a health
maintenance organization, subsequent to receiving its certificate of authority to submit
the information, modifications or amendments to the items described in Subsection C
of this section to the commissioner [director, superintendent], either for his approval or
for information only, prior to the effectuation of the modification or amendment, or to
require the health maintenance organization to indicate the modifications to both [the
commissioner of public health] and the commissioner [director, superintendent] at the
time of the next succeeding site visit or examination.

(2) Any modification or amendment for which the commissioner's [director’s, superintendent’s]
approval is required shall be deemed approved unless disapproved within thirtv (30)
days. provided that the commissioner [director. superintendent] may postpone the

action for such further time. not exceeding an additional thirty (30) days. as necessary
for proper consideration.

Comment: Section 3 reguires the licensing of an HMO in order to provide health care services on a prepaid basis. The

legai en;ir_v. in which the responsibilities imposed by this Act are vested. serves as the focus of regulatory attention tu
assure tnat the consuming pubiic is well served.

Subsection A is intended to provide a general override to existing state laws which restrict or prevent the formation or
operation of health maintenance organizations. Among other restrictions. existing state laws may:
Require approval of a health maintenance organization by a medical society;

Require that physicians constitute all or a majority of the governing body of a health maintenance organization:

Require that all physicians or a percentage of physicians in the local medical society be permitted to participate in
rendenng tne services of the organization:

430-6 : - 186 -
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(4) Require that such organization submit to regulation as an insurer of health care services;
(5) Require that only unincorporated individuals or associations or parinerships may provide health care services;
(6) Prohibit advertising by a professional group for recruitment of enrollees.

InadditiontothegenemlmﬂdepmﬁdedinSubwﬁan:'Sxﬁqq%spedﬁcaﬂymduMhmmlaw,ﬁm
hocphdmdmedicduwkemaﬁmhwandeahinotherpmmadon&m!yw!mm.

It is assumed that, restrictive provisions of state law having been-overcome, the “person” making application for a
certificate of authority, if not an individual, will bemndthwchmmmuch as the applicable
nonprofit corporation act, busimess corporation act, etc. as appropriate.-Since state laws gmallyut_nbhsh detailed
procedures related to business organizations, inclusion of organizational procedures in a model n'ct'uf thnna_xun would
appear unnecessary. A business having incorporated under the law of a foreign stat_e_could. qualify under this act after
following appropriate state procedures required of foreign corporation seeking to do business in the state.

Section 4. Issuance of Certificate of Authority

A. (1) Upon receipt of an application for issuance of a certificate of authority, the cqmmjssioner
[director, superintendent] shall forthwith transmit copies of such application and
accompanying documents to the [commissioner of public health].

(2) The [commissioner of public health) shall determine whether the applicant for a
certificate of authority, with respect to health care services to be furnished has complied
with Section 7 of this Act.

(3) Within forty-five (45) days of receipt of the application for issuance of a certificate of
authority, the [commissioner of public health] shall certify to the commissioner [director,
superintendent] that the proposed health maintenance organization meets the require-
ments of Section 7 or notify the cormmissioner [director, superintendent] that the health

maintenance organization does not meet such requirements and specify in what
respects it is deficient. '

B. The commissioner [director, superintendent] shall within forty-five (45) days of receipt of
certification or notice of deficiencies from the [commissioner of public health] issue a
certificate of authority to any person filing a completed application upon receiving the
prescribed fees and upon the commissioner [director, superintendent] being satisfied that:

(1) The persons responsible for the conduct of the affairs of the applicant are competent,
trustworthy and possess good reputations;

(2! Any deficiencies identified by the [commissioner of pubiic health] have been corrected
and the [commissioner of public health] has certified to the commissioner [director,

superintendent] that the health maintenance organization’s proposed plan of operation
meets the requirements of Section 7;

(31 The hez;lth maintenance organization will effectively provide or arrange for the provision
of basic health care services on a prepaid basis, through insurance or otherwise,

exiiept to the extent of reasonable requirements for copayments and/or deductibies;
an

(4) The health maintenance organization is in compliance with Sections 13 and 15 of this

Act.

C. A cen:%ﬁcate of authority shall be denied only after the commissioner [director, superintendent]
complies with the requirements of Section 20.

Copyright NAIC 1997 : - 187 - 430-7
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Comment: A health maintenance organization<combines severalchmmcsof an msurane:ﬂ&tl-ﬂn(mdudmg the
need for financial responsibility, the assumption of risk and similarity in marketing activities) wth the characteristics of
2 health care delivery wm&ﬁm4m&hnmmmm¢h@lmmmmns
to be carried out through existing state m.m“mdammmuyh'uﬁm

~the insurance department. However, to the extent possible, the responsibilities of the two sgencies are clearly defined

Comment: Subsection B(3) makes explicit the requirement that an health maintenance organization must provide a
minimum package of services-on a prepaid basis..Reasanable copayments, however, are permitted and do not violate the
requirement for prepayment. Such copayments may be used to (1) reduce the amount of prepayments and (2) minimize
frivolous utilization of services. In addition, an health maintenance organization may have more than one benefit package
involving different levels of copayments.

Section 5. Powers of Health Maintenance Organizations

A. The powers of a health maintenance organization include, but are not limited to, the
following:

(1) The purchase, lease, construction, renovation, operation or maintenance of hospitals,
medical facilities, or both, and their ancillary equipment, and such property as may
reasonably be required for its principal office or for such purposes as may be necessary
in the transaction of the business of the organization;

(2) Transactions between affiliated entities, including loans and the transfer of responsibility
under all contracts (provider, subscriber, etc,) between affiliates or between the health
maintenance organization and its parent; .

(3) The furnishing of health care services through providers, provider associations or

agents for providers which are under contract with or employed by the health maintenance
organization;

(4) The contracting with any person for the performance on its behalf of certain functions
such as marketing, enroliment and administration;

(5) The contracting with an insurance company licensed in this state, or with a hospital
or medical service corporation authorized to do business in this state, for the provision
of insurance, indemnity or reimbursement against the cost of health care services
provided by the health maintenance organization;

(6) The offering of other health care services, in addition to basic health care services.
Non-basic health care services may be offered by a health maintenance organization
on a prepaid basis without offering basic health care services to any group or individual;

(7 T}}e joint m.arketing of products with an insurance company licensed in this state or
with a hospital or medical service corporation authorized to do business in this state as
long as the company that is offering each product is clearly identified.

B. (1) A health maintenance organization shall file notice, with adequate supporting infor-
mation, with the commissioner [director, superintendent] prior to the exercise of any
power granted in Subsections A(1), (2) or (4) which may affect the financial soundness
of the health maintenance organization. The commissioner [director, superintendent)
shall disapprove such exercise of power only if in his opinion it would substantially
and adversely affect the financial soundness of the health maintenance organization

430- : - 188 -
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and endanger its ability to meet its obligations. If the commissioner {director, superin-
tendent] does not disapprove within thirty (30) days of the filing, it shall be deemed
approved.

(2) The commissioner [director, superintendent] may promulgate rules and 'tegulaﬁons
exempting from the filing requirement of Paragraph (1) those activities having a de
minimis effect. .

Section 6. Fiduciary Responsibilities

A. Any director. officer. employee or partner of a health maintenance organization who
receives, collects, disburses or invests funds in connection with the activities of such
.organization shall be responsible for such funds in a fiduciary relationship to the arganization.

B. A health maintenance organization shall maintain in force a fidelity bond or fidelity
.insurance on such employees and officers;-directors and partners in an amount not less
than $250,000 for each health maintenance organization or a maximum of $5,000,000 in
.aggregate maintained on behalf of health maintenance organizations owned by a common

parent corporation, or such sum as may be prescribed by the commissioner [director,
superintendent].

Comment: As an optional additional subsection, language may be included that would make the appropriate provisions
of the state’s insurance laws governing prohibitions or restrictions on activities of directors, officers. and certain
shareholders applicable to health maintenance organizations.

Section 7. Quality Assurance Program
A. The health maintenance organization shall establish procedures to assure that the health
: care services provided to enrollees shall be rendered under reasonable standards of quality
e of care consistent with prevailing professionally recognized standards of medical practice.

( h Such procedures shall include mechanisms to assure availability, accessibility and continuity
‘ - of care.

B. The heaith maintenance organization shall have an ongoing internal quality assurance
program to monitor and evaluate its health care services, including primary and specialist
physician services, and ancillary and preventive health care services, across all institutional
and non-institutional settings. The program shall include, at 2 minimum, the following:

(1 A written statement of goals and objectives which emphasizes improved health status
n evaluating the quality of care rendered to enrollees:

(2) A written quality assurance plan which describes the following:
ta) The health maintenance organization's scope and purpose in quality assurance:
(b) The organizational structure responsible for quality assurance activities:

(c) Cogt}'actual arrangements. where appropriate, for delegation of quality assurance
activities;

(d) Confidentiality policies and procedures:
te) A system of ongoing evaluation activities:

if) A system of focused evaluation activities:

\ - Copyright NAIC 1990 : - 189 - 430-9
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(g) A system for-credentialing providers-and performing peer review activities; and

(h) Duties and responsibilities of the designated physician responsible for the quality
assurance activities;

(3) A written statement describing the system of ongoing quality assurance activities
including: :

(a) Problem assessment, identification, selection and study;
(b) Corrective action, monitoring, evaluation MMSmment and

(c) Interpretation and.analysis of patterns of care rendered to.individual patients by
individual providers;

(4) A written statement describing the system of focused guality assurance activities
based on representative samples of the enrolled population which identifies method of
topic selection, study, data collection, analysis, interpretation and report format; and

(5) Written plans for taking appropriate corrective action whenever, as determined by the
quality assurance program, inappropriate or substandard services have been provided
or services which should have been furnished have not been provided.

The organization shall record proceedings of formal quality assurance program activities
and maintain documentation in a confidential manner. Quality assurance program minutes
shall be available to the {[commissioner of public health].

The organization shall ensure the use and maintenance of an adeguate patient record
system which will facilitate documentation and retrieval of clinical information for the
purpose of the health maintenance organization evaluating continuity and coordination of
patient care and assessing the quality of health and medical care provided to enrollees.

Enrollee clinical records shall be available to the [commissioner of public health] or an
authorized designee for examination and review to ascertain compliance with this section,
or as deemed necessary by the {commissioner of public health].

The organization shall establish a mechanism for periodic reporting of quality assvr--
program activities to the governing body, providers and appropriate orgariz .

Section 8. Requirements for Group Contract, Individual Contract and Evidence c.

v 43010

Coverage

(1) Every group and individual contract holder is entitled to a group or individual contract.
(2) tI'he contract §hall not contain provisions or statements which are unjust, unfair.
meqt'utable,. misleading, deceptive, or which encourage misrepresentation as defined
by [cite section of state law which implements the NAIC Unfair Trade Practices Act}:
(3) The contract shall contain a clear statement of the following:

(a) Name and address of the health maintenance organization;

(b} Eligibility requirements:

T
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(¢) Benefits and services within the service area;

(d) Emergency care benefits and services;

(e) Out of area benefits and services (if any);

(f) Copayments, deductibles or other out-of-pocket expenses;
(g) Limitations and exclusions;

{h) Enrollee termination;

(i) Enrollee reinstatement (if any);

j) Claims procedures;

(k) Enrollee grievance procedures;

() Continuation of coverage;

{m) Conversion;

(n) Extension of benefits (if any);

(0) Coordination of benefits (if applicable);

(p) Subrogation (if any);

(q) Description of the service area;

(r) Entire contract provision;

(s) Term of coverage;

(ty Cancellation of group or individual contract holder;
(u) Renewal;

{v) Reinstatement of group or individual contract holder (if any};
tw; Grace period; and

{x) Conformity with state law.

An gv.idence of coverage may be filed as part of the group contract to describe the
provisions required in Paragraphs (3)ia) to (g) of this subsection.

In additioq to those provisions required in Subsection A(3)a) to (x), an individual contract
shalllprowde for a ten-day period to examine and return the contract and have the
premium refunded. If services were received during the ten-day period. and the person

returns the contract to receive a refund of the premium paid. he or she must pay for such
services.

. - 191 -
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C. (1) Every subscriber shall receive an evidenceof coveragefrom the*group_
or the health maintenance organization.

(2) The evidence of coverage shall not contain provisions or statements which m-uniau;-
unjust, inequitable, misleading, deceptive, or which encourage misrepresentation- as
defined by [cme section of state law which implements the NAIC Unfair Trade Practices
Act);

(3) The evidence of coverage shall contain a clear statement of the provisions requiredin R
' Subsection-A(3)(a) to (q). :

D. The commissioner [director, superintendent] may adopt regulations establishing readability
. standards for individual contract, group contract, and evidence of coverage forms.

Comment;: The commissioner [director. superintendent] may adopt standards provided for in the NAIC “Life and Health
Insurance Policy Language Simplification Act”

E. No group or individual contract, evidence of coverage or amendment thereto, shall be
delivered or issued for dehvery in this state, unless its form has been filed with and
approved by the commissioner [director, superintendent), subject to Subsection F and G of
this section.

F. If an evidence of coverage issued pursuant to and incorporated in a contract issued in this
state is intended for delivery in another state and the evidence of coverage has been
approved for use in the state in which it is to be delivered, the evidence of coverage need not
be submitted to the commissioner {director, superintendent) of this state for approval.

G. Every form required by Section 8 shall be filed with the commissioner [director, superinten-
dent] not less than thirty (30) days prior to delivery or issue for delivery in this state. At any
time during the initial thirty (30) day period, the commissioner [director, superintendent]
may extend the period for review for an additional thirty (30) days. Notice of an extension
shall be in writing. At the end of the review period, the form is deemed approved if the
commissioner {director, superintendent] has taken no action. The filer must notify the
commissioner [director, superintendent] in writing prior to using a form that is deemed
approved.

At any time. after thirty (30) days notice and for cause shown, the commissioner | -

superintendent] may withdraw approval of any form, effective at the end of the thiriy (sU;
days.

When a filing is disapproved or approval of a form is withdrawn, the commissioner
{director, superintendent] shall give the health maintenance organization written notice of
the reasons for disapproval and in the notice shall inform the health maintenance organization
that within thirty (30) days of receipt of the notice the health maintenance organization
may request 2 hearing. A hearing will be conducted within thirty (30) days after the
commissioner [director, superintendent] has received the request for hearing.

H. The compxissioner [director, superintendent] may require the submission of whatever
rele\(ant information he deems necessary in determining whether to approve or disapprove
a filing made pursuant to this section.

Section 9. Annual Report

A. Every health maintenance organization shall annually, on or before the first day of Mi...
file a report verified by at least two principal officers with the commissioner [direct: .

430-12 o . - 192 -
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superintendent), with a copy to the [commissioner of public health} eoveri_ng-t.he preceding
calendar year. Such report shall be on forms prescribed by the commissioner [directar,
superintendent). In addition, the health maintenance organization shall file by the first
day of March, uniess otherwise stated:

(1) Audited financial statements on or before June 1;

(2) A list of the providers who have executed a contract that complies with Section
13(D)X(1) of this Act; and

(3) (a) A description of the grievance procedures, and

(b) The total number of grievances handled through such procedures, a en_mpilnt_ion of
the causes underlying those grievances, and a summary of the final disposition of
those grievances.

B. The commissioner {director, superintendent] may require such additional reperts as are
deemed necessary and appropriate to enable the commissioner [director, superintendent] to
carry out his duties under this Act.

Sectijon 10. Information to Enrollees or Subscribers

A. The health maintenance organization shall provide to its subscribers a list of providers,
upon enrollment and re-enrollment.

B. Every health maintenance organization shall provide within thirty (30) days to its subscribers

notice of any material change in the operation of the organization that will affect them
directly.

C. An enrollee must be notified in writing by the health maintenance organization of the
termination of the primary care provider who provided health care services to that enrollee.
The health maintenance organization shall provide assistance to the enrollee in transferring
to another participating primary care provider.

D. The health maintenance organization shall provide to subscribers information on how
services may be obtained, where additional information on access to services can be
obtained and a number where the enrollee can contact the HMO, at no cost to the enrollee.

Comment: For the purpose of this section any major change in the provider network is considered a mareriai change.

Section 11. Grievance Procedures

A. Every health maintenance organization shall establish and maintain a grievance procedure
which has been approved by the commissioner [director, superintendent), after consultation
with the [commissioner of public health), to provide procedures for the resoluton of
grievances initiated by enrollees. The health maintenance organization shall maintain

records regarding grievances received since the date of its last examination of such
grievances.

B. The commissioner [director, superintendent] or the [commissioner of public health] may
examine such grievance procedures.

Copyright NAIC 1950 - 193 - 430-13
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Section 12, Investments

With the exception of investments made in accordance with Section 5A(1), the funds of a health
maintenance organization shall be invested only in accordance with {cite section of law or
regulation implementing the NAIC “Health Maintenance Organization Investment Guidelines”’]

Section 13. Protection Against Insolvency
A. Net Worth Requirements

(1) Before issuing any certificate of authority, the commissioner, [director, superintendent]
shall require that the health maintenance organization have an initial net worth of one
million five hundred thousand dollars ($1,500,000) and -shall thereafter maintain the
minimum net worth required under Paragraph (2).

(2) Except as provided in Paragraphs (3) and (4) of this subsection, every health maintenance
organization must maintain a minimum net worth equal to the greater of:

(a) One million dollars ($1,000,000); or

(b) Two percent (2%) of annual premium revenues as reported on the most recent
annual financial statement filed with the commissioner [director, superintendent)]
on the first $150,000,000 of premium and one percent of annual premjum on the
premium in excess of $150,000,000; or

(¢) An amount equal to the sum of three months uncovered health care expenditures *
as reported on the most recent financial statement filed with the commissioner
[director, superintendent]; or

(d) An amount equal to the sum of:

(i) Eight percent (8%) of annual health care expenditures except those paid on a
capitated basis or managed hospital payment basis as reported on the most

recent financial statement filed with the commissioner [director, superintendent];
and

(ii) Four percent (4%) of annual hospital expenditures paid on a managed hospital
payment basis as reported on the most recent financial statement filed with
the commissioner [director, superintendent].

(3) A health maintenance organization licensed before the effective date of this Act must
maintain a minimum net worth of:

(a) Twenty-five percent (25%) of the amount required by Section 13(A)2) by December
31,19__;

(b) Fifty percent (50%) of the amount requred by Section 13(A)2) by Decemb..
19_;

(c) Seventy-five percent (75%) of the amount required by Section 13(A)(2) by December
31,19

(d) One hundred percent (100%) of the amount required by Section 13(A)X2) by December
31,19__

430-14 - 194 -
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(4) (a) In determining net worth, no debt shall be considered fully subordinated unless
the subordination clause is in a form acceptable to the commissioner [dMn
' superintendent]. Any interest obligation relating to the repayment of any subordinated

g \M*‘H

debt must be similarly subordinated.

i i,

( o (b) The interest expenses relating to the repayment of any fully subordinated debt
shall be considered covered expenses.

Bl

(¢) Any debt incurred by a note meeting the requirements of this section, and otherwise
acceptable to the commissioner [director, superintendent], shall not be considered a
liability and shall be recorded as equity.

B. Deposit Requirements &

(1) Unless otherwise provided below, each health maintenance organization shall deposit
with the commissioner [director, superintendent] or, at the discretion of the commissioner
[director. superintendent], with any organization or trustee acceptable to him through
which a custodial or controlled account is utilized, cash, securities, or any combination
of these or other measures that are acceptable to him which at all times shall have a
value of not less than three hundred thousand dollars ($300,000).

(2) A health maintenance organization that is in operation on the effective date of this
section shall make a deposit equal to one hundred fifty thousand dollars ($150,000).

In the second year, the amount of the additional deposit for a health maintenance
organization that is in operation on the effective date of the section shall be equal to

one hundred fifty thousand dollars ($150,000), for a total of three hundred thousand
dollars ($300,000). .

‘ (3) The deposit shall be an admitted asset of the health maintenance organization in the
determination of net worth.

(4) All income from deposits shall be an asset of the organization. A health maintenance
organization that has made a securities deposit may withdraw that deposit or any part
thereof after making a substitute deposit of cash, securities, or any combination of
these or other measures of equal amount and value. Any securities shall be approved
by the commissioner [director, superintendent] before being deposited or substituted.

(5) The deposit shall be used to protect the interests of the health maintenance organization's
enrollees and to assure continuation of health care services to enrollees of a health
maintenance organization which is in rehabilitation or conservation. The commissioner
[director, superintendent] may use the deposit for administrative costs directly attributable
to a receivership or liquidation. If the health maintenance organization is placed in

rgceivership or liquidation, the deposit shall be an asset subject to the provisions of the
liquidation act.

(6

The commissioner [director, superintendent] may reduce or eliminate the deposit
;equiremem if the health maintenance organization deposits with the state treasurer,
insurance commissioner [director, superintendent], or other official body of the state or
jurisdiction of domicile for the protection of all subscribers and enrollees, wherever
located, of such health maintenance organization, cash, acceptable securities or surety,
and delivers to the commissioner [director, superintendent] a certificate to such effect.
duly authenticated by the appropriate state official holding the deposit.

b
E

[ Ml
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C. Liabilities

Every health maintenance organization shall, when determining lLiabilities, include an
amount estimated in the aggregate to provide for any unearned premium and for the
payment of all claims for health care expenditures which have been incurred, whether
reported or unreported, which are unpaid and for which such organization is or may be
liable, and to provide for the expense of adjustment or settlement of such claims.

Such liabilities shall be computed in accordance with vtegulaﬁons. promulgated by- the
commissioner [director, superintendent] upon reasonable consideration of the ascertained
experience and character of the health maintenance organization.

D. Hold Harmless

(1) Every contract between a health maintenance organization and a participating provider
of health cdre services shall be in writing and shall set forth that in the event the
health maintenance organization fails to pay for health care services as set forth in the
contract, the subscriber or enroliee shall not be liable to the provider for any sums owed
by the health maintenance organization.

(2) In the event that the participating provider contract has not been reduced to writing as
required by this subsection or that the contract fails to contain the required prohibition,
the participating provider shall not collect or attempt to collect from the subscriber or
enrollee sums owed by the health maintenance organization.

(3) No participating provider, or agent, trustee or assignee thereof, may maintain any
action at law against a subscriber or enrollee to collect sums owed by the health
maintenance organization.

E. Continuation of Benefits

The commissioner {director, superintendent] shall require that each health maintenance
‘organization have a plan for handling insolvency which allows for continuation of benefits
for the duration of the contract period for which premiums have been paid and continuation
of benefits to members who are confined on the date of insolvency in an inpatient facility

urftil their discharge or expiration of benefits. In considering such a plan, the commissioner
{director, superintendent] may require:

(1) Insurance to cover the expenses to be paid for continued benefits after an insolvency;

Provisions in provider contracts that obligate the provider to provide services for the

duration of the period after the health maintenance organization’s insolvency for

which premium payment has been made and until the enrollees’ discharg: v
inpatient facilities:

(3) Insolvency reserves:

(4) Acceptable letters of credit;

Any other arrangements to assure that benefits are continued as specified above.

F. Notice of Termination

An agreement to provide health care services between a provider and a health maintenance

. 43616 . - ‘}9? )
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organization must require that if the provider terminates the agreement, the provider shall
~give the organization at least sixty (60) days’-advance notice of termunation.

' Section 14.  Uncovered Expenditures Insolvency Deposit

A. If at any time uncovered expenditures exceed ten percent (10%) of total health care
expenditures, a health maintenance organization shall place an uncovered expenditures
insolvency deposit with the commissioner [director, superintendent), with any crganization
or trustee acceptable to.the :commissioner [director, superintendent] through which a
.custodial or controlled account is maintained, cash or securities that are acceptable to the

" commissioner. Such deposit shall at.all times have a fair market value in an amount of
120% of the HMO’s outstanding liability for uncovered expenditures for enrollees in this
_state, including incurred but not reported claims, and shall be calculated as of the first day
of the month and maintained for the remainder of the month. If a health maintenance
‘organization is not otherwise required to file a quarterly report, it shall file a report within
forty-five (45) days of the end of the calendar quarter with information sufficient to
demonstrate compliance with this section.

B. The deposit required under this section is in addition to the deposit required under Section
13 and is an admitted asset of the health maintenance organization in the determination of
net worth. All income from such deposits or trust accounts shall be assets of the health
maintenance organization and may be withdrawn from such deposit or account quarterly
with the approval of the commissioner [director, superintendent].

C. A health maintenance organization that has made a deposit may withdraw that deposit or

any part of the deposit if (1) a substitute deposit of cash or securities of equal amount and

value is made, (2) the fair market value exceeds the amount of the required deposit, or (3)

' the required deposit under Subsection A is reduced or eliminated. Deposits, substitutions

or withdrawals may be made only with the prior written approval of the commissioner
[director, superintendent).

D. The deposit required under this section is in trust and may be used only as provided under
!:hls section. The commissioner [director, superintendent] may use the deposit of an
msol_vent health maintenance organization for administrative costs associated with admin-
istering the deposit and payment of claims of enrollees of this state for uncovered expenditures
in this state. Claims for uncovered expenditures shall be paid on a pro rata basis based on
assets available to pay such ultimate liability for incurred expenditures. Partial distribution
may be made pending final distribution. Any amount of the deposit remaining shall be
paia into the liquidation or receivership of the health maintenance organization.

The gommissio_ner [director. superintendent] may by regulation prescribe the time. manner
and form for filing claims under Subsection D.

The commissioner [director. superintendent] mav by regulation or order require health
maintenance organizations to file annual, quarterly or more frequent reports as he deems
necessary 10 demonstrate compliance with this section. The commissioner {director.

superintendent] may require that the reports include liability for uncovered expenditures as
well as an audit opinion.

Section 15. Enrollment Period, Replacement Coverage in the Event of Insolvency

A, Enrollment Period

-~

'11 In the event of an insolvency of a health maintenance organization. upon order of the
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commissioner [director, superindiendent] all other carriers that-participated in the
enrollment process with the insalvent health maintenance organization at a group’s
last regular enroliment period shall. offer such group’s enrollees of the insolvent health
maintenance orgenization a thirty«day-enrollment period commencing upan the date
of insolvency. Each carrier shall offer such enroliees of the insolvent health maintenance
organization the same coverages and rates that it had offered to the enrollees of the
group at its last regular enroliment period.

(2) If no other carrier had been offered to some groups enrolled in the insolvent health
maintenance organization, or if the commissioner [director, superintendent] determines
that the other health benefit plan(s) lack sufficient health care delivery resources to
assure that health care services will be available and accessible to all of the group
enrollees of the insolvent health maintenance organization, then the commissioner
[director, superintendent] shall allocate equitably the insolvent health maintenance
organization's group contracts for such groups among all heaith maintenance organi-
zations which operate within a portion of the insolvent health maintenance organization's
service area, taking into consideration the health care delivery resources of each health
maintenance organization. Each health maintenance organization to which a group or
groups are so allocated shall offer such group or groups the health maintenance
organization's existing coverage which is most similar to each group’s coverage with
the insolvent health maintenance organization at rates determined in accordance with
the successor health maintenance organization’s existing rating methodology.

(3) The commissioner [director, superintendent] shall also allocate equitably the insolvent
health maintenance organization’s nongroup enrollees which are unable to obtain
other coverage among all health maintenance organizations which operate within a
portion of the insolvent health maintenance organization’s service area, taking into
consideration the health care delivery resources of each such health maintenance
organization. Each health maintenance organization to which nongroup enrollees are
allocated shall offer such nongroup enrollees the health maintenance organization’s
existing coverage for individual or conversion coverage as determined by his type of
coverage in the insolvent health maintenance organization at rates determined in
accordance with the successor health maintenance organization’s existing rating
methodology. Successor health maintenance organizations which do not offer direct

nongroup enrollment may aggregate all of the allocated nongroup enrollees into one
group for rating and coverage purposes.

Comment: Amgnd'mg‘m?s o t:hg insurance code reguiating indemnity carriers mayv be necessary to bring the insurance
camers into the jurisdiction of this provision.

B. Replacement Coverage

(1) “Discontinuance” shall mean the termination of the contract between the group
contract holder and a health maintenance organization due to the insolvency of the
health maintenance organization. and does not refer to the termination of any agreement
between any individual enrollee and the health maintenance organization.

2) Any carrier providing replacement coverage with respect to group hospital, medical or
S\}rgica} expense or service benefits within a period of sixty (60) days from the date of
discontinuance of a prior health maintenance organization contract or policy providing
such hospital. medical or surgical expense or service benefits shall immediately cover
all enrollees who were validly covered under the previous health maintenance organization

-contract or policy at the date of discontinuance and who would otherwise be eligible for
coverage under the succeeding carrier’s contract, regardless of any provisions of the
contract relating to active ernployment or hospitai confinement or pregnancy.

430-1% - 198 -
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(3) Except to the extent benefits for the condition would have been reduced or excluded
under the prior carrier’s comtract or:policy, no provision in a-succeeding carriers
contract of replacement cuverage which wounld operate to reduce or exclude benefits on

’ the basis that the condition giving rise to benefits preexisted the effective date of the
succeeding carrier’s conrast shall be applied with respect to those enrollees validly
covered under the prior carner’s contract or policy on the date of discontinuance.

Section 16. Filing Requirements for Rating Information

A. No premium rate may be used until either a schedule of premium rates or methodalogy for
determining premium rates has been filed with and approved by the commissioner
-{director, superintendent].

B. Either a specific schedule of premium rates, or a methodology for determining premium
_ rates, shall be established in accordance with actuarial principles for various categories of
".enrollees, provided that the. premium applicable to an enrollee shall not be individually
determined based on the status of his/her health. However, the premium rates shall not be
estswe,madequatewnnimrhrdxmnﬂtory.Awuﬁm by a qualified actuary or
other qualified person acceptable to the commissioner [director, superintendent] as to the
appropriateness of the use of the methodology, based on reasonable assumptions, shall
accompany the filing along with adequate supporting information.

C. The commissioner [director, superintendent] shall approve the schedule of premium rates
or methodology for determining premium rates if the requirements of Subsection B are
met. If the commissioner [director, superintendent] disapproves such filing, he shall notify

-the health maintenance organizaton. In the notice, the commissioner {directar, superintendent)

-shall specify the reasons for his-disapproval. ‘A -hearing will-be conducted within thirty

(30) days after a request in writing by the person filing. If the commissioner [director,

’ superintendent] does not take action on such schedule or methodology within thirty (30)
days of the filing of such scheduie or methodology, it shall be deemed approved.

Section 17. Regulation of Health Maintenance Organization Producers
A. The commissioner [director, superintendent] may, after notice and hearing, promulgate
such rgles_and regulations as are necessary to provide for the licensing of health maintenance
organization producers. Such ruies shall establish:

The requirements for licensure of resident health maintenance organization producers:

2 The conditions for entering into reciprocal agreements with other jurisdictions for the
licensure of nonresident heaith maintenance organization producers;

Any examination, prelicensing or continuing education requirements;

The requix_emems ‘for registering and terminating the appointment of health maintenance
organization producers:

Any requirements for registering any assumed names or office locations in which an
health maintenance organization producer does business:

The conditions for health maintenance organization producer license renewal:

The grounds for denial. refusal, suspension or revocation of an health maintenance
organization producer s license:

Copyngnt NAIC 199 - 199 - 430-14
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(8) Any required fees for_the licensing activites-of bealth maintenance: _
~producers; and S e .grm;lnm

9) Anyothm'reqtﬁmntorpmcedmandanyfwmasmaybemblymryw
provide for the effective administration of the licensing of health maintenance arganization
producers under this section.

B. None of the following shall be required to hold a health maintenance organization producer

devotes substantially all of his time to activities other than the taking ortransmitting
of applications or membership fees or premiums for health maintenance organization
membership. or who receives no commission or other compensation directly dependent

for health maintenance organization-membership;

(2) Employers or their officers or employees or the trustees of any-employee benefit plan to
the extent that such employers, officers, employees or trustees are engaged in the
administration or operation of any program of employee benefits involving the use of
health maintenance organization memberships; provided that such employers, officers,
employees or trustees are not in any manner compensated directly or indirectly by the
health maintenance organization issuing such health maintenance organization
memberships;

(3) Banks or their officers and employees to the extent that such banks, -officers and
employees collect and remit charges by charging same against accounts of depositors
on the orders of such depositors; or

(4) Any person or the employee of any person who has contracted to provide administrative,
management or health care services to a health maintenance organization and who is
compensated for those services by the payment of an amount calculated as a percentage
of the revenues, net income or profit of the health maintenance organization, if that

method of compensation is the sole basis for subjecting that person or the emplovee of
the person to this Act. :

9]

'.I'he commissioner [director, superintendent] may by rule exempt certain classes of persons
from the requirement of obtaining a license:

(1) If the functions they perform do not require special competence, trustworthiness or the
regulatory surveillance made possible by licensing; or '

(2) If other existing safeguards make regulation unnecessarx.
Section 18.  Powers of Insurers and [Hospital and Medical Service Corporations]

A. An insurance company licensed in this state, or a hospital or medical service corporation
auth.orized to do business in this state, may either directly or through a subsidiary or
afﬁhate organize and operate a health maintenance organization under the provisions of
this Act. Nptwithstanding any other law which may be inconsistent herewith, any two or
more such insurance companies, hospital or medical service corporations, or subsidiaries
or affiliates thereof, may jointly organize and operate a health maintenance organization.
The business of insurance is deemed to include the providing of health care by a health
maintenance organization owned or operated by an insurer or a subsidiarv thereof.

4306-2Z0 - 200 -
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B. Notwithstanding-any provision of insurance and hospital or medical service corporation

laws [citations], an insurer or a hospital or medical service corporation may contract with
a health maintenance organization to provide insurance or similar protection against the
cost of care provided through health maintenance organizations and to provide coverage
in the event of the failure of the health maintenance organization to meet its obligations.

The enrollees of a health maintenance organization constitute a permissible group under
such laws. Among other things, under such contracts, the insurer or hospital or medical
service corporation may make benefit payments to health maintenance organizations for
health care services rendered by providers. ‘

Section 19. Examinations

A.

The commissioner [director, superintendent] may make an examination of the affairs of
anyv health maintenance organization and providers with whom such organization has
contracts. agreements or other arrangements as often as is reasonably necessary for the
protection of the interests of the people of this state but not less frequently than once every
three (3) years.

The [commissioner of public health] may make an examination concerning the quality
assurance program of the health maintenance organization and of any providers with
whom such organization has contracts, agreements or other arrangements as often as is
reasonably necessary for the protection of the interests of the people of this state but not
less frequently than once every three (3) years.

Every health maintenance organization and provider shall submit its books and records
for such examinations and in every way facilitate the completion of the examination. For
the purpose of examinations, the commissioner [director, superintendent] and the [commis-
sioner of public health] may administer oaths to, and examine the officers and agents of,

the health maintenance organization and the principals of such providers concerning their
business.

The expenses of examinations under this section shall be assessed against the health
maintenance organization being examined and remitted to the commissioner [director.

superintendent] or the {[commissioner of public health] for whom the examination is being
conducted.

In lieu qf such examination. the commissioner [director. superintendent] or [commissioner
of ’ public health] may accept the report of an examination made by the commissioner
[director. superintendent] or [commissioner of public health] of another state.

Section 20. Suspension or Revocation of Certificate of Authority

A. Any certificate of authority issued under this Act may be suspended or revoked. and any

application for a certificate of authority may be denied. if the commissioner [director,
superintendent} finds that any of the conditions listed below exist:

(1) The health maintenance organization is operating significantly in contravention of
its basic organizational document or in a manner contrary to that described in any
other information submitted under Section 3. unless amendments to such submissions
have been filed with and approved by the commissioner [director, superintendent);

(20 The health maintenance organization issues an evidence of coverage or uses a
schedule of charges for health care services which do not comply with the requirements
of Section 8 and 16: '

Copyright NAIC 1990 - 20 -
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The health- maintenance organization does. not provide or arrange for basic health ,

care services;

The [commissioner of public health] certifies to the commissioner [director, superin-
tendent] that:

(a) The health maintenance organization does not meet the requirements of Section
4A(2); or

(b) The health maintenance organization is unable to fulfill its obligations to furnish
health care services;

The health maintenance organization is no longer financially responsible and may
reasonably be expected to be unable to meet its obligations to enrollees or prospective
enrollees:

The health maintenance organization has failed to correct, within the time prescribed
by Subsection C, any deficiency occurring due to such health maintenance organization’s
prescribed minimum net worth being impaired;

The health maintenance organization has failed to implement the grievance procedures
required by Section 11 in a reasonable manner to resolve valid complaints;

The health maintenance organization, or any person on its behalf, has advertised or
merchandised its services in an untrue, misrepresentative, misleading, deceptive or

_ unfair manner;

9

(10)

The continued operation of the health maintenance organization would be hazardous
to its enrollees; or

The health maintenance organization has otherwise failed substantially to comply
with this Act.

B. In addition to or in lieu of suspension or revocation of a certificate of authority pursuant to
this section. the applicant or health maintenance organization may be subjected to an

administrative penalty of up to [insert amount] dollars for each cause for suspension or
revocation.

C. The following shall pertain when insufficient net worth is maintained:

(1)

L 302n
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Whenever the commissioner [director, superintendent] finds that the net worth maintained
by any health maintenance organization subject to the provisions of this Act is less
than the minimum net worth required to be maintained by Section 13 of this Act, he
shall give written notice to the health maintenance organization of the amount of the
deficiency and require: (a) filing with the commissioner {director, superintendent] a
plan for correction of the deficiency acceptable to the commissioner [director. superin-
tendent] and (b) correction of the deficiency within a reasonable time, not to exceed
sixty (60) days, unless an extension of time, not to exceed sixty (60) additional days, is
granted by the commissioner {director, superintendent]. Such a deficiency shall be
deemed an impairment, and failure to correct the impairment in the prescribed time
shall be grounds for suspension or revocation of the certificate of authority or for
placing the health maintenance organization in conservation, rehabilitation or liquidation.

- 202 -



(2) Unless allowed by the.commissioner [director, superintendent] no health maintenance
organization or person.acting on its-behalf may, directly or-indirecly;zenew, issue or
deliver any certificate, agreement or contract of coverage in this state, for which a
premium is charged or collected, when the bealth maintenance organization writing
such coverage is impaired, and the fact of such impairment is known to the health
( o maintenance organization or to such person.

However, the existence of an impairment shall not prevent the issuance or renewal of a
‘certificate, agreement or contract when the enrollee exercises an option granted under
the plan to obtain a new, renewed or converted coverage. '

D. A certificate of authority shall be suspended or revoked or an application or a cerﬁﬁpate of
authoritv denied or an administrative penalty imposed only after compliance with the
requirements of this section.

(1) Suspension or revocation of a certificate of authority or the.denial of an application or
the imposition of an administrative penalty pursuant to this section shall be by
written order and shall be sent to the health maintenance organization or applicant by
certified or registered mail and to the {[commissioner of public health]. The written
order shall state the grounds, charges or conduct on which suspension, revocation or
denial or administrative penalty is based. The health maintenance organization or
applicant may in writing request a hearing within thirty (30) days from the date of
mailing of the order. If no written request is made, such order shall be final upon the
expiration of said thirty (30) days.

(2) If the health maintenance organization or applicant requests a hearing pursuant to

- this section; the commissioner {director; superintendent} shall- issue-a-written notice of

hearing and send it to the health maintenance organization or applicant by certified or
registered mail and to the [commissioner of public health] stating:

(a) A specific time for the hearing, which may not be less than twenty nor more than
thirty (30) days after mailing of the notice of hearing; and

(b) A specific place for the hearing, which may be either in [location of regulatory
body] or in the county where the health maintenance organization’s or applicant’s
principal place of business is located.

(¢} If a hearing is requested, the {[commissioner of public health] or his designated
representative shall be in attendance and shall participate in the proceedings. The
recommendations and findings of the [commissioner of public health] with respect
to matters relating to the quality of health care services provided in connection
with any decision regarding denial, suspension or revocation of a certificate of

autho_rity. shall be conclusive and binding upon the commissioner [director.
superintendent).

After such hearing. or upon failure of the health maintenance organization to
appear at such hearing, the commissioner [director, superintendent) shall take
whatever action he deems necessary based on written findings and shall mail his
decision to the health maintenance organization or applicant with a copy to the
[commissioner of public health]. The action of the commissioner [director, superin-
tendent] and the recommendation and findings of the [commissioner of public
health] shall be subject to review under the State Administrative Review Act (or
other applicable statutory review process).

) . - 203 -
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The provisions of the {Administrative Procedure Act] of this state shall apply to proceedings
under this section to the extent they are not in conflict with Subsection D(2).

When the certificate of authority of a health maintenance organization is suspended, the
health mainténance organization shall not, during the period of such suspension, enroll
any additional enrollees except newborn children or other newly acquired dependents of
existing enrollees, and shall not engage in any advertising or solicitation whatsoever.

When the certificate of authority of a health maintenance organization is revoked, such
organization shall proceed, immediately following the effective date of the order of revocation,
to wind up its affairs. and shall conduct no further business except as may be essential to
the orderly conclusion of the affairs of such organization. It shall engage in no further
advertising or solicitation whatsoever. The commissioner [director, superintendent] may, by
written order, permit such further operation of the organization as he may find to be in the
best interest of enrollees, to the end that enrollees will be afforded the greatest practical
opportunity to obtain continuing heaith care coverage.

Section 21. Rehabilitation, Liquidation or Conservation of Health Maintenance

Organizations

A. Any rehabilitation, liquidation or conservation of a health maintenance organization shall

be deemed to be the rehabilitation, liquidation or conservation of an insurance company
and shall be conducted under the supervision of the commissioner [director, superintendent]
pursuant to the law governing the rehabilitation, liquidation or conservation of insurance
companies. The commissioner [director, superintendent] may apply for an order directing
him to rehabilitate, liquidate or conserve a health maintenance organization upon any one
or more-grounds set-outin {cite-sections-of state rehabilitation law}; or when-in-his opinion
the continued operation of the health maintenance organization would be hazardous either
to the enrollees or to the people of this state. Enrollees shall have the same priority in the
event of liquidation or rehabilitation as the law provides to policyholders of an insurer.

For purpose of determining the priority of distribution of general assets, claims of enrollees
and enrollees’ beneficiaries shall have the same priority as established by [insert state
statute for liguidation of insurers] for policyholders and beneficiaries of insureds of
insurance companies. If an enrollee is liable to any provider for services provided pursuant
to and covered by the health care plan, that liability shall have the status of an enrollee
claim for distribution of general assets.

Any provider who is obligated by statute or agreement to hold enrollees harmiess from
liability for services provided pursuant to and covered by a health care plan shall have a
priority of distribution of the general assets immediately following that of enrollees and
enrollees’ beneficiaries as described herein, and immediately preceding the priority of
distribution described in [insert citation to insurance code].

Section 22. Summary Orders and Supervision

A. Whenever the commissioner [director, superintendent] determines that the financial condition

430-24

of any health maintenance organization is such that its continued operation might be
hazardous to its enrollees, creditors. or the general public, or that it has violated any
provision of this Act, he may, after notice and hearing, order the health maintenance
organization to take such action as may be reasonably necessary to rectifv such condition
or violation. including but not limited to one or more of the following:

1) Reduce the total amount of present and potential liability for benefits by reinsurance or
other method acceptable to the commissioner [director. superintendent}:
FEIEN IR i AN . !
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(2) Reduce the volume of new business being accepted;

(3) Reduce expenses by specified. methods;

(4) Suspendor lmutthe writing of new business for a period of time;

(5) Increase the health maintenance organization’s capital and surplus by contribution; or

(6) Take such other steps as the commissioner {director, superintendent} may deem appro-
priate under the cxrcumstanws

“B. For purposes of this section; the violation by a health maintenance-organization of any law
 of this state to which such health maintenance organization is-subject:shall be deemed a
violation of this Act.

C.” The commissioner [director, superintendent] is authorized, by rules and vegulations, to set
uniform standards and criteria for early warning that the continued-operation of any
health maintenance organization might be hazardous to its enrollees,: creditors, or the
general public and to set standards for evaluating the financial condition of any health
maintenance organization, which standards shall be consistent with the purposes expressed
in Subsection A of this section.

D. The remedies and measures available to the commissioner [director, superintendent] under
this section shall be in addition to, and not in lieu of, the remedies and measures available
to the commissioner {director, superintendent] under the provisions of {cite law which
implements Sections 9 and 10 of the NAIC Rehabilitation and Liquidation’'Model Act].

Section 23. .Regu.lations
The commissioner [director, superintendent] may, after notice and hearing, promulgate reasonable
rules and regulations, as are necessary or proper to carry out the provisions of this Act. Such rules
and regulations shall be subject to review in accordance with [insert statutory citation providing
for administrative rulemaking and review of such rules]. _

Section 24. Fees

A Eyery health maintenance organization subject to this Act shall pay to the commissioner
{director, superintendent] the following fees:

(1) For filing an application for a certificate of authority or amendment thereto {insert
amount] dollars;

(2) For filing an amendment to the organization documents that requires approval, [insert
amount] dollars;

(3) For filing an amendment “for information only" [insert amount] dollars; and
(4) For filing each annual report, [insert amount] dollars.

B. Fees charged under this section shall be distributed as follows: [insert dollar amount] to

the commissioner [director, superintendent] and [insert dollar amount] to the [commissioner
of public health].

Copyright NAIC 1990 - 205 - 430-25
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[Alternative language to Subsections A and B above:

- The commissioner [director, superintendent) shall promulgate rules for collecting fees from health
maintenance organizations.]

Comment: Each state should examine its statutory authority to collect fees and select the appropriate language
suggested above.

Section 25. Penalties and Enforcement

A. The commissioner [director, superintendent) may, in lieu of suspension or revocation of a
certificate of authority under Section 20, levy an administrative penalty in an amount not
less than [insert amount] dollars nor more than [insert amount] dollars, if reasonable
notice in writing is given of the intent to levy the penalty and the health maintenance
organization has a reasonable time within which to remedy the defect in its operations
which gave rise to the penalty citation. The commissioner [director, superintendent] may
augment this penalty by an amount equal to the sum that he calculates to be the damages
suffered by enrollees or other members of the public.

B. (1) If the commissioner [director, superintendent] or the [commissioner of public health]
shall for any reason have cause to believe that any violation of this Act has occurred or
is threatened, the commissioner [director, superintendent] or [commissioner of public
health] may give notice to the health maintenance organization and to the representatives,
or other persons who appear to be involved in such suspected violation, to arrange a
conference with the alleged violators or their authorized representatives for the purpose
of attempting to ascertain the facts relating to such suspected violation; and, in the
event it appears.that.any. violation.has occurred or is threatened, to arrive at an
adequate and effective means of correcting or preventing such violation.

(2) Proceedings under this subsection shall not be governed by any formal procedural
requirements, and may be conducted in such manner as the commissioner [director,
superintendent] or the {commissioner of public health] may deem appropriate under
the circumstances. However, unless consented to by the health maintenance organization,
no rule or order may result from a conference until the requirements of this section of
this Act are satisfied. :

C. 1) The; commissioner [director, superintendent] may issue an order directing a health
maintenance organization or a representative of a health maintenance organization to

c};ez::e and desist from engaging in any act or practice in violation of the provisions of
this Act.

(2) Within [insert number] days after service of the cease and desist order, the » -
may request a hearing on the question of whether acts or practices in viola .. s
Act have occurred. Such hearings shall be conducted pursuant to [cite sections of state
administrative procedure act]. and judicial review shall be available as provided by
[cite sections of state administrative procedure act].

In the case of any violation of the provisions of this Act, if the commissioner [director,
superintendent] elects not to issue a cease and desist order, or in the event of noncompliance
with a cease and desist order issued pursuant to Subsection C, the commissioner [director,
superintendent] may institute a proceeding to obtain injunctive or other appropriate relief
in the [name of court of primary jurisdiction for actions of this nature].

ngqmgnt: Sections 25C and 25D-authorize the commissioner to issue a cease and desist order and to apply for injunctive
relief. When the commissioner is not granted such statutory powers. the language should be modified to provide for the
legal steps 10 ve taken by the attorney general or other appropriate state official.
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E. Notwithstanding any other provisions of this Act, if a hm.lth-maintenqnqe organizauon
fails to comply with. the net worth zequirernent of this Act,.the commissioner [director,
superintendent] is authorized to take appropriate action to assure that the continued
operation of the health maintenance organization will not be hazardous to its enrollees.

Section 26. Statutory Construction and Relationship to Other Laws

A. Except as otherwise provided in this Act, provisions of the insurance law and proyisions of
}upimlmmedicdsavbeeapauﬁmhwuhaﬂnubeamﬂimbhmmhn@hmmame
organization granted a certificate of authority under this Act. This. provision shall not
apply to an insurer or hospital or medical service corparation -licensed and regulated
pursuant to the insurance law or:the hospital or medical service corporation laws of this
state except with respect to its health maintenance organization activities authorized and
regulated pursuant to this Act.

B. Solicitation of enrollees by a health maintenance organization .granted a certificate of
authority. or its representatives, shall not be construed to violate any provision of law
relating to solicitation or advertising by heaith professionals.

C. Any health maintenance organization authorized under this Act shall not be deemed to be
practicing medicine and shall be exempt from the provision of [citation] relating to the
practice of medicine.

Section 27. Filings and Reports as Public Documents

All applications, filings and reports required under this Act shall be treated as public documents,
except those which are trade secrets or privileged or confidential quality assurance, commercial or
financial information, other than any annual financial statement that may be required under
Section 9 of this Act.

Section 28. Confidentiality of Medical Information and Limitation of Liability

A. Any data or information pertaining to the diagnosis, treatment or health of any enrollee or
applicant obtained from such person or from any provider by any health maintenance
organization shall be held in confidence and shall not be disclosed to any person except to
the extent that it may be necessary to carry out the purposes of this Act; or upon the
express consent of the enrollee or applicant; or pursuant to statute or court order for the
production of evidence or the discovery thereof: or in the event of claim or litigation
between such person and the health maintenance organization wherein such data or
information is pertinent. A health maintenance organization shall be entitled to claim any
statutory privileges against such disclosure which the provider who furnished such
Information to the health maintenance organization is entitled to claim.

A person who, in good faith and without malice, takes any action or makes any decision or
recommendation as a member, agent or employee of a health care review committee or who
Turnishes any records. information or assistance to such a committee shall not be subject
to hability for civil damages or any legal action in consequence of such action, nor shall the
health maintenance organization which established such committee or the officers, directors.
employees or agents of such health maintenance organization be liable for the activities of

any such person. This section shall not be construed to relieve any person of liability
ansing from treatment of a patient.

C. m Thq information considered by a health care review committee and the records of their
acuons and proceedings shall be confidential and not subject to subpoena or order to

Copyright NAIC 1990 - 207 - 430-27
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produce except in proceedings before the appropriate state licensing or certifying
agency, or in an appeal, if permittad, from the committee’s findings or recamnmendations.
No member of a health care review committee, or officer, director or-other member of a
health maintenance organization or its staff engaged in assisting such committee, or
any person assisting or furnishing information to such committee may be subpoenaed
1o testify in any judicial or quasi-judicial proceeding if such subpoena is based solely
on such activities.

(2) Information considered by a health care review committee and the recards of its
actions and proceedings which -are used pursuant to Subsection C(1) by a state
licensing or certifying agency or in an appeal shall be kept confidential and shall be
subject to the same provision concerning discovery and use in legal actions as are the
original information and records in the possession and control of a health care review
committee.

D. To fulfill its obligations under Section 7, the health maintenance organization shall have
access to treatment records and other information pertaining to the diagnosis, treatment
or health status of any enrollee.

Section 29. [Commissioner of Public Health’s] Authority to Contract

The [commissioner of public health], in carrying out his obligations under this Act, may contract
with qualified persons to make recommendations concerning the determinations required to be

made by him. Such recommendations may be accepted in full or in part by the [commissioner of
public health}.

Section30.  Acquisition of Control of or Merger of a Health Maintenance Organization

No person may make a tender for or a request or invitation for tenders of, or enter into an
agreement to exchange securities for or acquire in the open market or otherwise, any voting
security of a health maintenance organization or enter into any other agreement if, after the .
consummation thereof, that person would, directly or indirectly, (or by conversion or by exercise of
any r{ght to acquire) be in control of the health maintenance organization, and no person may
enter into an agreement to merge or consolidate with or otherwise to acquire control of a health
maintenance organization, unless, at the time any offer, request or invitation is made or any
agreement is entered into, or prior to the acquisition of the securities if no offer or agreement is
involved, t_he person has filed with the commissioner [director, superintendent] and has sent to the
h_ealth maintenance organization, information required by Section [cite Sections 2(b)(1), (2), (3), (4).
{5). and (12) of .t.he NAIC Model Insurance Holding Company System Regulatory Act] and tt:
offer. request. invitation, agreement or acquisition has been approved by the commissione:
{director. superintendent). Approval by the commissioner [director, superintendent] shall be
governed by Section [cite law which implements Section 3(d)(1) and (2) of the NAIC Model
Insurance Holding Company System Regulatory Act).

Section 31. Dual Choice [optional]

Each employer, public or private, in this state which offers its employees a health benefit pian and
employs not less than twenty-five (25) employees, and each employee benefit fund in this state
whu.:h offers its members any form of basic health benefit, shall make available to and inform its
employees or members of the option to enroll in at least one group practice health maintenance
organization and one other health maintenance organization holding a valid certificate of authority
which provides basic health care services in the geographic areas in which a substantial number
qf suc‘h ex_nployees or members reside. Where there is a prevailing collective bargaining agreement.
the seiection of the health maintenance organization(s) to be made available to the emplovees shall
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be made under the agreement. No employer in this state shall be required to pay more for health
benefits ‘as'a-result of the application of this section than would otherwise .be required by any
prevailing collective bargaining agreement or other contract for the provision of basic health
benefits to its employees. The employer or benefits fund shall pay to the health maintenance
organization chosen by each employee or member an amount which does not financially discriminate
against an employee who enrolls in such health maintenance organization. For purposes of the
preceding sentence, an employer’s contribution does not financially discriminate if the employer’s
method of determining the contributions on behalf of all employees is reasonable and is designed
to assure employees a fair choice among health benefits plans.

Comment: This section. which is optional, is similar to Section 1310 of the federal Health Maintenance Organization
Act, but extends the dual choice requirement to state licensed health maintenance organizations.

The purpose for this provision is to assist in the growth and development of state licensed health maintenance
organizations. A state that wants to continue to promote the development of health maintenance organizations or to
establish a standard on which employer contributions are made may want to enact this section.

Sectibxi 32 Coordination of Benefits

A. Health maintenance organizations are permitted, but not required, to adopt coordination
of benefits provisions to avoid overinsurance and to provide for the orderly payment of

claims when a person is covered by two or more group health insurance or health care
plans.

B. If health maintenance organizations adopt coordination of benefits, the provisions must be
consistent with the coordination of benefits provisions that are in general use in the state

for coordinating coverage between two or more group health insurance or health care
.plans.

C. To the extent necessary for health maintenance organizations to meet their obligations as
secondary carriers under the rules for coordination, health maintenance organizations
shall make payments for services that are: received from non-participating providers;
provided outside their service areas; or not covered under the terms of their group contracts
or evidence of coverage.

Section 33. Insolvency Protection; Assessment

A. When a health maintenance organization in this state is declared insolvent by a court of
competent jurisdiction, the commissioner [director, superintendent] may levy an assessment
on health maintenance organizations doing business in this state to pay claims for
uncovered expenditures for enrollees who are residents of this state and to provide continuation
of.coverage for subscribers or enrollees not covered under Section 15. The commissioner
[director. superintendent] may not assess in any one calendar year more than two percent

(2%) of the aggregate premium written by each health maintenance organization in this
state the prior calendar year.

The commissioner [director, superintendent] may use funds obtained under Subsection A
to pay claims for uncovered expenditures for subscribers or enrollees of an insolvent health
maintenance organization who are residents of this state, provide for continuation of
coverage fqr subscribers or enrollees who are residents of this state and are not covered
under Section 15, and administrative costs. The commissioner [director, superintendent)]
may by regulation prescribe the time, manner and form for filing claims under this section

Or may require claims to be allowed by an ancillary receiver or the domestic liquidator or
recemver.

; - 209 -
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C. (1) A receiver or liquidator of an'insolvent health maintenance ’OMWOW a

claim in-the proceeding in an amount equal to administrative and uncovesed-expenditures
paid under this section.

(2) Any person receiving benefits under this section for uncovered expenditures is deemed
to have assigned the rights under the covered health care plan-certificates to the
commissioner [director, superintendent] to the extent of the benefits received. The
commissioner [director, superintendent] may require an assignment to it of such rights
by any payee, enrollee, or beneficiary as-a condition: precedent to.the:veceipt. of any
rights or benefits conferred by this section upon such person. The ‘commissioner
[director, superintendent] is subrogated to these rights against-the=assets of any
insolvent health maintenance organization held by a receiver or liquidator of another
jurisdiction.

(3) The assignment or subrogation rights of the commissioner [director, superintendent]
and allowed claim under this subsection have the same priority against the assets of
the insolvent health maintenance organization as those possessed by the person
entitled to receive benefits under this section or for similar expenses in the receivership
or liquidation.

D. When assessed funds are unused following the completion of the liquidation of a health
maintenance organization, the commissioner [director, superintendent] will distribute on a
pro rata basis any amounts received under Subsection A which are not de minimis to the
health maintenance organizations which have been assessed under this section.

~ . E. The aggregate coverage of uncovered expenditures under this section shall not exceed
$300,000 with respect to any one individual. Continuation of coverage shall not continue
for more than the lesser of one year after the health maintenance organization coverage is
terminated by insolvency or the remaining term of the contract. The commissioner
[director, superintendent] may provide continuation of coverage on any reasanable basis;
including, but not limited to, continuation of the health maintenance organization contract
or substitution of indemnity coverage in a form determined by the commissioner [director,
superintendent].

F. The commissioner [director, superintendent] may waive an assessment of any health
maintenance organization if it would be or is impaired or placed in financially hazardous
condition. A health maintenance organization which fails to pay an assessment within
thirty (30) days after notice is. subject to a civil forfeiture of not more than $1,000 per day
and/or suspension or revocation of its certificate of authority. Any action taken by the
commissioner [director, superintendent] in enforcing the provisions of this section may be
appealed by the health maintenance organization in accordance with {the administrative
procedures act].

Draftging Comment: Section 33 is not recommended for all states. A state should carefully review its health maintenance
organizanon market to determine whether the assessment procedure under this section is feasible. If health maintenance

organization premium volume is small or dominated by a few organizations, a state may wish to rely solely on the
protections provided under Section 14 and 15.

For those states where an assessment is feasible, this section provides assurance that funds will be available to pay
uncovered expenditures even if those liabilities have been underestimated by the organization or have significantly
escalated as the financial condition of the organization deteriorated. In addition, an assessment provides a means for
continued coverage for those subscribers or enrollees who are not protected under Section 15.
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Model Regulation Service - October 1992
Section 84. Severability
If any section, term, or provision of this Act shall be adjudged invalid for any reason, such

judgment shall not affect, impair or invalidate any other section, term or provision of this Act; but
the remaining sections, terms and provisions shall be and remain in full force and effect.

Legislative History (all references are to the Proceedings of the NAIC).

1978 Proc. 19, 11, 141, 192, 202-222 (adopted).

1978 Proc. II 139 (synopsis of model).

1974 Proc. 112, 14, 405, 413 (amended).

1982 Proc. 119, 28, 431, 498-499, 530-554 (revised and reprinted).
1989 Proc. 1 9, 22, 180-181, 327, 331-335 (amended).

1989 Proc. II 13, 25-26, 40, 51-79 (amended and reprinted).

1990 Proc. 16, 26, 171, 374-376, 377-379 (amended).

1991 Proc. 19, 19-20, 86, 108 (technical amendment).
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MODEL HEALTH MAINTENANCE ORGANIZATION ACT

The date in parentheses is the effective date of the legislation or regulation, with latest

amendments.
NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
Alabama - ALA. CODE §§ 27-21A-1
to 27-21.A-32 (1986).
Alaska ALASKA STAT. §§ 21-86.010
to 21.86.900 (1990).
Arizona ARIZ. REV. STAT. ANN.
$§ 20-1051 to 20-1069
(1973/1990) ("Health Care
Service Organizations").
Arkansas ARK. STAT. ANN.
§§ 23-76-101 to 23-76-130
(1975/1987).
California CAL. HEALTH & SAFETY CODE
' §§ 1340 to 1399.64 (1979/1992)
("Knox-Keene Health Care
Services Plan").
Colorado COLO. REV. STAT.
§8 10-16-401 to 10-16-428
(1992).
Connecticut CONN. GEN. STAT. §§ 33-179a
to 33-179t (1971/1990) "Health
Care Centers".
Delaware DEL. CODE ANN. tit. 16
§§ 9101 to 9115 (1982);
See algo: tit. 18 §§ 6401 to
6406 (1987) (Dept. of Public
Health).
D.C. NO ACTION TO DATE
Florida FLA. STAT. §§ 641.17 to
641.3921 (1985/1991).
Georgia GA. CODE ANN. §§ 33-21-1
to 33-21-28 (1979/1986).
Guam NO ACTION TO DATE
Hawaii NO ACTION-TO DATE
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NAIC MEMBER

Idaho

Tlinoi

Indiana

Iowa

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

430-34

mwwugmlm

MODEL/SIMILAR LEGIS.

ILL. REV. STAT. ch. 111 1/2
§§ 1401 to 1417 (1974/1992)
(Public Health and Safety
Code).

IOWA CODE §§ 514B.1 to
514B.32 (1973).

KAN. STAT. ANN. §§ 40-3201
to 40-3227 (1974/1991).

LA. REV. STAT. ANN
§§ 22:2001 to 22:2026
(1986/1989).

ME. REV. STAT. ANN. tit. 24-A
§§ 4201 to 4226 (1975/1990).

MINN. STAT. §§ 62D.01 to
62D.30 (1973/1988) (Dept.
of Health).

MISS. CODE ANN. § 41-7-401
et seq. (1986)(Dept. of Health).

- 213 -
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RELATED LEGIS/REGS.

IDAHO CODE §§ 41-3901 to
41-3934 (1974/1985).

IND. CODE §§ 27-8-7-1 to
27-8-7-18 (1979/1987)
("Proposed Health Care
Delivery Plans").

KY. REV. STAT. §§ 304.38-010
to 304.38-210(1982/1990). "

ME. REV. STAT. ANN. tit. 24-A
§§ 4202-A, 4204-A, 4207-A (1992)
(Point of service provisions).

MD. ANN. CODE art. 19
§§ 701 to 734 (1982/1991)
(Health Code).

MASS. GEN LAWS ch. 176G
§§ 1 to 17 (1976/1986).

MICH. COMP. LAWS.

§§ 333.21001 to 333.21098
(1982/1990) (Public Health
Code).

NAIC Copyright 1992
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NAIC MEMBER
Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

- —New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

NAIC Copyright 1992

Model Regulation Service - October 1992

MODEL HEALTH MAINTENANCE ORGANIZATION ACT

COMMONWEALTH REGISTER

MODEL/SIMILAR LEGIS,

MO. REV. STAT. §5 354.400
to 854.550 (1983).

MONT. CODE ANN. §§ 33-31-101
to 33-31-405 (1987/1991).

NEB. REV. STAT §§ 44-3292
to 44-32,180 (1990).

N.J. REV. STAT. §§ 26:2J-1
to 26:2J-30 (1973) (Dept. of
Health).

~N:M:STAT:ANN. §§ 59A=46-1

to 59A-46-32 (1985/1989).

N.C. GEN. STAT. §§ 58-67-1
to 58-67-185 (1979/1992).

N.D. CENT. CODE
§§ 26.1-18-01 to 26.1-18-35
(1983/19889).

OHIO REV. CODE ANN.
§§ 1742.01 to 1742.39 (1976/1991).

VOLUME 16 NUMBER 01

-RELATED LEGIS/REGS.

NEV. REV. STAT. §§ 695C.010
to 695C.350 (1973/1991).

N.H. REV. STAT. ANN.
§§ 420-B:1 to 420-B:22
(1977/1990).

N.Y. PUB. HEALTH LAW
§§ 4400 to 4413 (1976/1987).

Dir. 92-D-5 (1992) (Point of
service products).

OKLA. STAT. tit. 63 §§ 2501
to 2510 (1975/1988)(Dept. of
Public Health)

OR. REV. STAT. §§ 750.003 to
750.075 (1985).

PA. STAT. ANN. tit. 40 §§ 83-101
to 83-119 (1981); See also:

PA. ADMIN. CODE tit. 31

§§ 301.201 to 301.204 (Statement
of policy on point of service).
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MODEL HEALTH MAINTENANCE ORGANIZATION ACT

o~

NAIC MEMBER MODEL/SIMILAR LEGIS. RELATED LEGIS/REGS.
Puerto Rico P.R. LAWS ANN. tit. 26
§$ 1901 to 1927.
Rhode Island R.I. GEN. LAWS §§ 27-41-1
to 27-41-34 (1983/1991).
South Carolina S.C. CODE ANN. §§ 38-33-10
to 38-33-300 (1988/1991).
South Dakota S.D CODIFIED LAWS ANN.
§§ 58-41-1 to 58-41-97 (1974).
Tennessee TENN. CODE ANN. §§ 56-32-201
to 56-32-225 (1986/1987).
Texas TEX. INS. CODE ANN. art.
20A.01 to 20A.35 (1975/1989).
Utah UTAH CODE ANN. §§ 31A-8-101
to 31A-8-408 (1986/1991)
. {Includes point-of-service .
provision).
Vermont VT. STAT. ANN. tit. 8 §§ 5101
to 5113 (1979) (Most of model.)
Virgin Islands NO ACTION TO DATE
Virginia VA. CODE §§ 38.2-4300 to
38.2-4321 (1986/1990).
Washington WASH. REV. CODE ANN.
§§ 48.46.010 to 48.46.920
(1975/1990) (Parts of model).
West Virginia W.VA. CODE §§ 33-25A-1 to
33-25A-29 (1977/1991).
Wisconsin WIS. STAT. §§ 609.91 to
609.98 (1985/1989); See also:
§ 628-36 (2m) providing that
Commissioner may make rules
for HMOs.
Wyoming WYO. STAT. §§ 26-34-101
to 26-34-128 (1986).
430-36 - 215 -

NAIC Copyright 1992

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11556



This page left intentionally blank.

- 216 -



ALIEN INSURERS

1) American International Assurance Company (Bermuda), Ltd.
American International Bldg., Richmond Road
Pembroke, Bermuda

Date Admitted : March 26, 1992

Classes of Insurance: Disability & Life

General Agent : Calvo-UMDA Insurance Co., Ltd.
2) Korea Automobile Fire & Marine Insurance Co., Ltd.

21-9, Chodong, Chung-gu
C.P.O. Box 658
Seoul Korea

Date Admitted : January 01, 1985
Classes of Insurance: All Lines Except Life
General Agent - : Moylan's Insurance Underwriters

(Int'l), Inc.

3) Mitsui Marine & Fire Insurance Co.,Ltd.
9, Kanda Surugadai 3-Chome
Chiyoda-ku, Tokyo
Japan 101-11

Date Admitted : July 01, 1982
Classes of Insurance: All Lines Except Disability & Life
General Agent : Microl Corporation

dba Microl Insurance

4) New Zealand Insurance Company, Ltd.
35/F~37/F, World Trade Centre
Causeway Bay, GPO Box 783

Hong Kong

Admitted : June 06, 1975

Classes of Insurance: All Lines Except Life
General Agent : Microl Corporation

dba Microl Insurance
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5) Sumitomo Marine & Fire Insurance Co., Ltd.
27-2 Shinkawa 2-chome
Chuo-ku, Tokyo 104

Japan
Date Admitted : January 30, 1991
Classes of Insurance: All Lines Except Life
General Agent : Associated Insurance Underwriters
of the Pacific, Inc.
6) Tokio Marine and Fire Insurance Co., Ltd.

2-1, Marunouchi 1-Chome
Chiyoda-ku, Tokyo 100, Japan

Date Admitted : June 12, 1972
Classes of Insurance: All Lines Except Life
General Agent ¢ Pacifica Insurance

Underwriters, Inc.

7) Yasuda Fire and Marine Insurance Co., Ltd.
26-1 Nishi-Shinjuku, Itochome
Shinju-ku, Tokyo, Japan

Date Admitted : November 29, 1984
Classes of Insurance: All Lines Except Disability & Life
General Agent : Universe Insurance Underwriters

(Micronesia), Inc,
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1) Century Insurance Company, Ltd.
Caller Box PPP 193
Saipan, MP 96950

Date Admitted : June 21, 1988
Classes of Insurance : All Lines Except Life
General Manager/Agent: Benigno R. Fitial

2) Davilyn Insurance Underwriters, Inc.
Caller Box AAA-1001
Saipan, MP 96950

Date Admitted
Classes of Insurance
General Manager/Agent:

February 15, 1990
Surety
David C. Sablan

3) Equitable Insurance Company, Inc.
P. O. Box 686
Saipan, MP 96950

Date Admitted : November 06, 1990
Classes of Insurance : Surety
General Manager/Agent: Alex C. Tudela

4) First Home Insurance Company, Inc.
P. O. Box 658
Saipan, MP 96950

Date Admitted : March 15, 1990
Classes of Insurance : Surety

General Manager/Agent: Moylan's Insurance Underwriters

(Int'l), Inc.

5) Global Insurance, Inc.
P. O. Box 1638
Saipan, MP 96950

Date Admitted : January 01, 1989
Classes of Insurance : Surety
General Manager/Agent: Norman T. Tenorio

——
s
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6)

7)

8)

9)

10)

11)

J.T.S. Insurance Company, Inc.
P. 0. Box 2119
Saipan, MP 96950

Date Admitted : July 23, 1987
Classes of Insurance : All Lines Except Life
General Manager/Agent: John T. Sablan

Marianas Insurance Company, Ltd.
P. O. Box 2505
Saipan, MP 96950

Date Admitted : May 19, 1989
Classes of Insurance : All Lines Except Life
General Manager/Agent: Rosalia S. Cabrera

National Pacific Insurance, Inc.
P. O. Box 2892
Saipan, MP 96950

Date Admitted : January 04, 1990
Classes of Insurance : All Lines Except Life
General Manager/Agent: Thomas Lee Ngiratereged

Royal Crown Insurance Corporation
Caller Box AAA 295
Saipan, MP 96950

Date Admitted : September 24, 1992
Classes of Insurance : All Lines Except Life
General Manager/Agent: Gregorio De Torre

Surety & Guaranty Insurance Corporation
P. 0. Box 1126
Saipan, MP 96950

Date Admitted : December 06, 1989
Classes of Insurance : Offshore Surety
General Manager/Agent: Bruce MacMillan

World Surety and Insurance Underwriters, Inc.
P. O. Box 2183
Saipan, MP 96950

Date Admitted : June 22, 1988
Classes of Insurance : Surety ' =
General Manager/Agent: Young J. Oh
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FOREIGN INSURERS

1) Aetna Life Insurance Co.
151 Farmington Avenue
Hartford, CT. 06156

Date Admitted November 08, 1990

Classes of Insurance Disability & Life

General Agent : Moylan's Insurance Underwriters
(Int'l), Inc.

2) American Family Life Assurance Company of Columbus
1932 Wynnton Road
Columbus, Georgia 31999

Date Admitted : May 18, 1988

Classes of Insurance: Disability & Life

General Agent : Pacific Basin Insurance, Inc.
3) American Home Assurance Company

70 Pine Street
New York, NY 10270

Date Admitted : June 29, 1976
Classes of Insurance: All Lines Except Life
General Agents : = Calvo's Insurance

Underwriters, Inc.
- Moylan's Insurance Underwriters
(Int'l), Inc.

4) Commercial Bankers Life Insurance Company
790 The City Drive South, Suite 210
P. 0. Box 14172
Orange, CA 92613-1572

Date Admitted : September 23, 1983
Classes of Insurance: Disability & Life
General Agents : - Bank of Saipan

- Carl Peterson
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5) The Continental Insurance Company
One Continental Drive
Cranbury, NJ 08570-0001

Date Admitted : July 01, 1980
Classes of Insurance: All Lines Except Life
General Agent : Assocliated Insurance Underwriters

of the Pacific, Inc.

6) Delaware American Life Insurance Company
P. 0. Box 667

Wilmington, Delaware 19899

Date Admitted : January 01, 1988
Classes of Insurance: Disability & Life
General Agent : Moylan's Insurance Underwriters

(Int'l), Inc.

7) Grand Pacific Life Insurance Company
925 Bethel Street
Honolulu, HI 96813

Date Admitted : 1984
Classes of Insurance: Disability & life
General Agents : = Pacifica Insurance

Underwriters, Inc.
- Pacific Basin Insurance, Inc.

8) Individual Assurance Company, Life, Health & Accident
1600 Oak Street

Kansas City, MO 64108-1406

Date Admitted : October 24, 1985
Classes of Insurance: Disability & Life
General Agents : = Moylan's Insurance Unaerwr. . 77

(Int'l), Inc.
- Donald C. Barcinas
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9)

10)

11)

12)

Insurance Company of North America
1601 Chestnut Street

P. 0. Box 7716

Philadelphia, PA 19192

Date Admitted : June 10, 1986

Classes of Insurance: All Lines Except Life

General Agent : Moylan's Insurance Underwriters
(Int'l), Inc.

John Hancock Mutual Life Insurance Company
John Hancock Place, P.0O. Box 111
Boston, Massachusetts 02117

Date Admitted : April 01, 1983
Classes of Insurance: Disability & Life
General Agent : Universe Insurance Underwriters

(Micronesia), Inc.

John Hancock Variable Life Insurance Company
John Hancock Place, P. 0. Box 717
Boston, Massachusetts 02117

Date Admitted : July 01, 1988

Classes of Insurance: Life

General Agent : Universe Insurance Underwriters
(Micronesia), Inc.

Lincoln National Life Insurance Company
1300 South Clinton Street
Fort Wayne, Indiana 46801

Date Admitted : July 01, 1982
Classes of Insurance: Disability & Life
General Agent : Associated Insurance Underwriters

of the Pacific, Inc.
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13) ©Lucky Insurance Company, Ltd.
c/o Wm. H. McGee & Co., Inc.
4 World Trade Center
New York, NY 10048

Date Admitted : May 14, 1991
Classes of Insurance: Marine, Property & Vehicle
General Agent : Moylan's Insurance Underwriters

(Int'l), Inc.

14) Lumbermens Mutual Casualty Co.
Route 22

Long Grove, Illinois 60049

Date Admitted : January 01, 1988
Classes of Insurance: All Lines Except Disability & Life
General Agent : Associated Insurance Underwriters

of the Pacific, Inc.

15) Midland National Life Insurance Company
One Midland Plaza
Siox Falls, SD 57193

Date Admitted : July 20, 1992
Classes of Insurance: Disability & Life
General Agent : Midland Insurance

Underwriters, Inc.

16) Municipal Bond Investors Assurance Corporation
113 King Street
Armonk, NY 10504

Date Admitted : July 01, 1988
Classes of Insurance: Surety
General Agent : Moylan's Insurance Underwriters

(Int'l), Inc.
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17)

18)

19)

20)

21)

National Union Fire Insurance Company of Pittsburgh, PA
70 Pine Street
New York, NY 10270

Date Admitted : January 01, 1988
Classes of Insurance: All Lines Except Life
General Agent : Calvo's Insurance

Underwriters, Inc.

National Western Life Insurance Co.
850 East Anderson Lane
Austin, TX 78752-1602

Date Admitted : October 01, 1984
Classes of Insurance: Life
General Agent : Moylan's Insurance Underwriters

(Int'l), Inc.

Occidental Life Insurance Company of North Carolina
1001 Wade Avenue, P.0.Box 10234
Raleigh, North Carolina 27605

Date Admitted : June 30, 1987
Classes of Insurance: Disability & Life
General Agent : Moylan's Insurance Underwriters

(Int'l), Inc.

Pacific Guardian Life Insurance Company, Ltd.
1440 Kapiolani Blvd., Suite 1700
Honolulu, HI 96814

Date Admitted : August 09, 1973
Classes of Insurance: Disability & Life
General Agents : Pacifica Insurance

Underwriters, Inc.

Primerica Life Insurance Company*
3120 Breckinridge Boulevard
Duluth, Georgia 30199-0001

Date Admitted : June 10, 1986
Classes of Insurance: Disability & Life
General Agent : Juan R. Sablan

*NOTE: Amended to be effective July 01, 1992 (formerly MILICO)
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22) The Prudential Insurance Company Life of America
751 Broad Street
Newark, NJ 07102-3777

Date Admitted : October 19, 1990
Classes of Insurance: Life
General Agent : Harry Mathewson

23) Sunset Life Insurance Company of America
3200 Capitol Boulevard South
Olympia, WA 98501-3396

Date Admitted : June 13, 1991

Classes of Insurance: Disability & Life

General Agent : Pacific Basin Insurance, Inc.
24) 2Zurich Insurance (Guam), Inc.

P. O. Box 677 )
Agana, Guam 96910

Date Admitted : April 05, 1990

Classes of Insurance: All Lines Except Life

General Agent : - D.B.Davis & Associates
(SPN), Inc.

- Davis Insurance Services, Inc.
dba Staywell Health Plan

R PR .
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st

GENERAL AGENTS

1) Associated Insurance Underwriters of the Pacific, Inc.
P. P. Box 1369
Saipan, MP 96950

Location : Garapan v
Telephone: 234-3152/6865/7222
Manager : Magdalena S. George

Companies Represented: 1. Continental Insurance Company
‘ 2. Lincoln National Life Insurance Co.
3. Lumbermens Mutual Casualty Co.
4. Sumitomo Marine & Fire Insurance
Company, Ltd.

2) Bank of Saipan
P. O. Box 690
Saipan, MP 96950

Location : Sablan Building, Chalan Kanoa, District #2
Telephone: 235-6260
Manager : Ronald C. Guerrero

Company Represented: Commercial Bankers Life Insurance Company

3) Donald C. Barcinas
dba American Pacific Insurance Agency
P. 0. Box 73 CHRB
Saipan, MP 96950

Location : Capitol Hill
Telephone: 322-9870/0870/0960

Company Represented: Individual Assurance Company,
Life, Health & Accident

4) Rosalia S. Cabrera
P. 0. Box 2505
Saipan, MP 96950

Location : Sablan Building, Chalan Kanoa, District #2
Telephone: 234-5091/5092

Company Represented: Marianas Insurance Company, Ltd.
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5) Calvo's Insurance Underwriters, Inc.
P. O. Box 235 CHRB
Saipan, MP 96950

Location : Oleai Center, Chalan Laulau
Telephone: 234-5696/5699
Manager : Eli Buenaventura

Companies Represented: 1. American Home Assurance Company
2. National Union Fire Insurance Co.

6) Calvo-UMDA Insurance Co., Ltd.
P. 0. Box 235 CHRB
Saipan, MP 96950

Location : Oleai Center, Chalan Laulau
Telephone: 234-5696/5699
Manager : Eli Buenaventura

Company Represented: American International Assurance Co.
(Bermuda) , Ltd.

7) Davis Insurance Services, Inc.
dba Staywell Health Plan
Caller Box AAA A-19
Saipan, MP 96950

Location : ACE Building, Chalan Piao
Telephone: 235-4260
Marketing Representative: Frances T. Robertson

Company Represented: 2Zurich Insurance (Guam), Inc.

8) D.B. Davis & Associates (SPN), Inc.
dba Staywell Health Plan
c/o P. O. Box 241 CHRB
Saipan, MP 96950

Location : ACE Building, Chalan Piao
Telephone: 235-4260
Marketing Representative: Frances T. Robertson

Company Represented: Zurich Insurance (Guam), Inc.
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9) Harry Mathewson
P. O. Box 908
Saipan, MP 96950

Location : Summer Holiday Inn, Garapan
Telephone: 233-6081

Company Represented: The Prudential Insurance Company
of America

10) Microl Corporation
dba Microl Insurance
P. 0. Box 267
Saipan, MP 96950

Location : Lim's Building, San Jose
Telephone: 234-2811
Manager : Peter D. Sibly

Companies Represented: 1. New Zealand Insurance Co., Ltd.

2. Mitsui Marine & Fire Insurance
Co., Ltd.

11) Midland Insurance Underwriters, Inc.
Caller Box AAA 295
Saipan, MP 96950
Location : Horiguchi Building, Suite 5C, Garapan
Telephone: 234-2256/2257
President: Gregorio De Torres

Company Represented: Midland National Life Insurance Co.

12) Carl Peterson
414 W. Soledad #704
Agana, Guam 96910

Conpany Represented: Commercial Bankers Life Insurance Co.
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13) Moylan's Insurance Underwriters (Int'l), Inc.
P. O. Box 658
Saipan, MP 96950

Location : Sablan Building, San Jose
Telephone: 234-6442/6571/7185
Manager : Vivian Guerrero

Companies Represented: 1. Aetna Life Insurance Company

2. American Home Assurance Company

3. Delaware American Life
Insurance Company

4. Individual Assurance Company,
Life, Health & Accident

5. Insurance Company of North America

6. Korea Automobile, Fire & Marine
Insurance Company

7. Lucky Insurance Company, Ltd.

8. Municipal Bond Investors Assurance
Corporation

9. National Western Life Insurance Co.

10. Occidental Life Insurance Co.

11. First Home Insurance Co., Inc.

14) Pacifica Insurance Underwriters, Inc.
P. O. Box 168
Saipan, MP 96950

Location : Joeten Center, Susupe
Telephone: 234-6267/7310/7722
President: Norman T. Tenorio

Companies Represented: 1. Tokio Marine & Fire Insurance

Company, Ltd.

2. Global Insurance, Inc.

3. National Pacific Insurance, Inc.

4. Grand Pacific Life Insurance
Company, Ltd.

5. Pacific Guardian Life Insurance
Company, Ltd.
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15) Pacific Financial Corporation
P. O. Box 1657
Saipan, MP 96950

Location : Professional Building, San Jose
Telephone: 234-9711/9712
Manager : Sherly Sizemore-Camacho

Company Represented: National Pacific Insurance, Inc.

16) Pacific Basin Insurance, Inc.
P. 0. Box 710
Saipan, MP 96950

Location : Garapan
Telephone: 234-5860/7861
President: Joseph C. Reyes

Companies Represented: 1. National Pacific Insurance, Inc.
2. World Surety & Insurance
Underwriters, Inc.
3. American Family Life Assurance Co.
4, Grand Pacific Life Insurance Co.
5. Sunset Life Insurance
Company of America

17) Juan R. Sablan
P. O. Box 964
Saipan, MP 96950

Location : J.E.Tenorio Building, Gualo Rai
Telephone: 234-1209

Company Represented: Primerica Life Insurance Company
(formerly Massachusetts Indemnity Life
Insurance Company - MILICO)
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18) Universe Insurance Underwriters (Micronesia), Inc.
P. 0. Box 512
Saipan, MP 96950

Location : UIU Building, San Jose
Telephone ¢ 234-6982/7557
Vice President: Lorenzo LG. Cabrera

Companies Represented: 1. Yasuda Fire & Marine Insurance
Company, Ltd.
2. John Hancock Mutual Life
Insurance Company
3. John Hancock Variable Life
Insurance Company
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SURPLUS LINE BROKERS/AGENTS

1) Microl Corporation
- dba Microl Insurance
P. O. Box 267
Saipan, MP 96950

Location : Lim's Building, San Jose
Telephone: 234-2811
Manager : Peter D. Sibly

2) Pacifica Insurance Underwriters, Inc.

P. O. Box 168
Saipan, MP 96950

Location : Joeten Center, Susupe
Telephone: 234-6267/7310/7722
President: Norman T. Tenorio

3) Pacific Basin Insurance, Inc.
P. 0. Box 710
Saipan, MP 96950

Location : Garapan
Telephone: 234-5860/7861
President: Joseph C. Reyes
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BROKERS

1) Bangayan, Generoso M.
P. 0. Box 800
Saipan, MP 96950

Location : Gualo Rai
Telephone: 235-2161/4387/4388

2) Barcinas, Donald C.
dba American Pacific Insurance Agency
P. O. Box 5073 CHRB
Saipan, MP 96950

Location : Capitol Hill
Telephone: 322-0870

3) Davilyn Insurance Underwriters, Inc.
Caller Box AAA-1001
Saipan, MP 96950

Location : Gualo Rai
Telephone: 234-3488
Manager : David C. Sablan

4) Friendly Finance Company, Inc.

P. O. Box 486
Saipan, MP 96950

Location : Sablan Building, San Jose
Telephone: 234-3318/6676
Manager : Peter Michael P. Tenorio

5) George, Magdalena S.
P. 0. Box 1369
Saipan, MP 96950

Location : Garapan
Telephone: 234-7222/6865/3152

- 234 -

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11574



PN

6) .

7)

8)

9)

10)

Hyea Sung Corporation

dba Young's Insurance Agency
Caller Box PPP 390

Saipan, MP 96950

Location : Chong's Building, Gualo Rai
Telephone: 234-0849/3777
President: Tae song Yang

Isla Financial Services, Inc.
P. 0. Box 3219
Saipan, MP 96950

Location : Joeten Center
Telephone: 235-5278/5279
Manager : Anne D. Nabong

Jones, Jose M. -~
P. O. Box 1369
Saipan, MP 96950

Location : Garapan
Telephone: 234-6865/7222

J.T.S.Insurance Co., Inc.
P. 0. Box 2119
Saipan, MP 96950

Location : Garapan
Telephone: 234-8808/8809
President: John T. Sablan

Lee & Associates, Inc.

dba Leeland Insurance Underwriter
Caller Box PPP 378

Saipan, MP 96950

Location : Gualo Rai

Telephone: 234-7739
President: Godofredo G. Lee
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11). Manglona, Vicente M.
P. O. Box 50
San Jose, Tinian 96952

Location : San Jose, Tinian
Telephone: 433-3037

12) Marianas Insurance Co., Ltd.
P. 0. Box 2505
Saipan, MP 96950

Location : Sablan Building, Chalan Kanoa, Dist.#2
Telephone: 234-5091/5092
Manager : Rosalia S. Cabrera

13) Microl Corporation
dba Microl Insurance
P. O. Box 267
Saipan, MP 96950

Location : Lim's Building, San Jose
Telephone: 234-2811
Manager : Peter Sibly

14) Myung Sung Corporation
dba International Insurance Agency
Caller Box PPP 528
Saipan, MP 96950

Location : Chalan Piao
Telephone: 234-1941/1942
President: Ok-Rye Yi Khang

15) Reyes, Antonio A.
dba Aloha Insurance Services
Caller Box PPP 598
Saipan, MP 96950

Location : San Vicente
Telephone: 234-3350
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16) Pacific Basin Insurance, Inc.
P. 0. Box 710
Saipan, MP 96950

Location : Garapan
Telephone: 234-~-5860/7861
President: Joseph C. Reyes

17) Universe Insurance Underwriters (Micronesia), Inc.
P. 0. Box 512
Saipan, MP 96950

Location : UIU Building, San Jose
Telephone : 234-6982/7557/7445
Vice President: Lorenzo LG. Cabrera

- 237 -

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11577



SUB-AGENTS

1) Calvo-UMDA Insurance Co., Ltd.
P. O. Box 235 CHRB
Saipan, MP 96950

Location : Oleai Center, Chalan Laulau
Telephone: 2340-5690/5699
Manager : Eli Buenaventura

Calvo's Insurance Underwriters, Inc.
(National Union Fire Insurance - Company of Pittsburgh, PA)

2) Junko Atalig

P. O. Box AU

Agana, Guam 96910

Harry Mathewson - The Prudential Insurance Co. of America
3) Dante R. Flojo

P. O. Box 1989

Saipan, MP 96950

Harry Mathewson - The Prudential Insurance Co. of America
4) Alice W. Mathewson

P. O. Box 908

Saipan, MP 96950

Harry Mathewson - The Prudential Insurance Co. of America
5) Juanita M. Mendiola

P. O. Box 174

San Jose, Tinian, MP 96952

Harry Mathewson - The Prudential Insurance Co. of America
6) John S. Pillsbury

130 E. Marine Dr.

Bldg. C, Room 102

Agana, Guam 96910

;. Harry Mathewson - The Prudential’Insurance Co. of Amerida:
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.

7)

8)

9)

10)

11)

12)

13)

Francisco B. Salas
P. 0. Box AU
Agana, Guam 96910

Harry Mathewson - The Prudential Insurance Co.

Peter D. Sibly"
P. 0. Box 267
Saipan, MP 96950

Harry Mathewson - The Prudential Insurance Co.

Larry K. Henry
P. O. Box AU
Agana, Guam 96910

Harry Mathewson - The Prudential Insurance Co.

United Enterprises, Inc.

dba United Insurance Underwriters
P. O. Box 2183

Saipan, MP 96950

Microl Corporation dba Microl Insurance

Imants E. Klingberg
P. 0. Box 405
Saipan, MP 96950

Moylan's Insurance Underwriters (Int'l), Inc.

Marlyn U. Igitol
P. O. Box 658
Saipan, MP 96950

Moylan's Insurance Underwriters (Int'l), Inc.
Carmen DLG. Borja

P. 0. Box 922
Saipan, MP 96950

Moylan's Insurance Underwriters (Int'l), Inc.
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14) Vicent M. Calvo
dba Luta Insurance Underwriters
P. 0. Box 584 '
Rota, MP 96951

Moylan's Insurance Underwriters (Int'l), Inc.

15) Ann A. Krusee
P. O. Box 10463
Tamuning, Guam 96911

Pacific Basin Insurance, Inc.

AFLAC

16) Jesus M. Dela Cruz
P. 0. Box 710
Saipan, MP 96950

Pacific Basin Insurance, Inc. - AFLAC

17) Joseph B. Quintanilla
P. O. Box 893
Agana, Guam 96910

Pacific Basin Insurance, Inc. - AFLAC

18) Tennyson K.W. Lum, CLU, ChFC
641 Keeaumoku St.
Honolulu, HI 96914

Pacific Basin Insurance, Inc. - AFLAC

19) Romidez s. Plaza
P. 0. Box 710
Saipan, MP 96950

Pacific Basin Insurance, Inc. - AFLAC

20) Julie B. Roberto
P. 0. Box 710
Saipan, MP 96950

Pacific Basin Insurance, Inc. - AFLAC

- 240 -

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11580



21) Sheryl Sizemore-Camacho
P. O. Box 2152
Saipan, MP 96950

Pacific Basin Insurance, Inc. - AFLAC
22) Pilar RC Santos

P. 0. Box BS
Agana, Guam 96910

Pacific Basin Insurance, Inc. - AFLAC
23) Roger N. Ludwick

P. O. Box 710

Saipan, MP 96950

Pacific Basin Insurance, Inc. - AFLAC
24) Tinian Center, Inc.

P. O. Box 103

San Jose, Tinian MP 96952

Pacific Basin Insurance, Inc. - AFLAC
25) Friendly Finance Company, Inc.

P. O. Box 486

Saipan, MP 96950

Pacific Basin Insurance, Inc. - Grand Pacific Life

Insurance Company

26) Donald C. Barcinas
P. 0. Box 5073 CHRB
Saipan, MP 96950

Universe Insurance Underwriters (Micronesia), Inc.
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27) Maria M. Farnsworth
P. 0. Box 1713
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

28) Augustin K. Castro, Jr.
Gualo Rai
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

29) Conrado C. Castro

Fina Sisu

Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company
30) Daria M. Kintol

c/o P. O. Box 964

Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

31) Alicia G. Taman
c/o P. O. Box 964
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

32) Geraldine S. Teregeyo
Dan
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

33) Emilia E. Maratita
P. O. Box 545
Rota, MP 96951

Juan R. Sablan -~ Primerica Life Insurance Company
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34) Janice A. Tenorio
c/o P. O. Box 964
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

35) Freddie D. Guajardo
P. O. Box 205
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

36) Plasido M. Tagabuel
P. O. Box 5768 CHRB
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

37) Martina O. Barcinas -
P. 0. Box 73 CHRB
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

38) Guadalupe P. Manglona
P. 0. Box 1368
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

39) Jesus C. Bermudes
P. 0. Box 2972
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

40) Lucia T. Mundo
P. 0. Box 576
Rota, MP 96951

Juan R. Sablan - Primerica Life Insurance Company
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41) Angeline F. Sablan
P. O. Box 964
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

42) Antonio R. Cabrera
P. O. Box 1658
Saipan, MP 96950

Juan R. Sablan - Primerica Life Insurance Company

43) Pacific International Marianas, Inc.
dba Midway Motors
P. O. 887
Saipan, MP 96950

L. Carl Peterson - Commercial Bankers Life Insurance Co.

44) Celeste S. Mendiola
dba Mendiola Enterprises: Basic Business Services
P. 0. Box 579
Rota, MP 96951

Assocliated Insurance Underwriters of the Pacific, Inc.
(Continental Insurance Company)

45) Antonio C. Chong
P. O. Box 579
Rota, MP 96951

Associated Insurance Underwriters of the Pacific, Inc.
(Continental Insurance Company)

46) Celeste S. Mendiola
dba Mendiola Enterprises: Basic Business Services
P. O. Box 579
Rota, MP 96951

Pacific Financial Corporation
(National Pacific Insurance, Inc.)

- e T Pt : AR D i,
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ADJUSTERS

1) Generoso M. Bangayan
P. O. Box 800
Saipan, MP 96950

2) Joanne T. Deleon Guerrero
P. O. Box 168
Saipan, MP 96950

3) Guam Insurance Adjusters, Inc.
P. O. Box 615
Saipan, MP 96950

4) Independent Adjustment Co., Inc.
P. O. Box 1369
Saipan, MP 96950

5) Martin Moore J. II
P. O. Box 1369
Saipan, MP 96950

6) Tadashi Nakanishi
P. O. Box 168
Saipan, MP 96950

7) Thomas L. Ngiratereged
P. O. Box 2892
Saipan, MP 96950

8) Pacific Basin Insurance,Inc.
P. O. Box 710
Saipan, MP 96950

9) Anthony C. Reyes
P. 0. Box 710
Saipan, MP 96950

10) Norman T. Tenorio
P. O. Box 168
Saipan, MP 96950
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1)

2)

3)

4)

5)

6)

SOLICITORS

Marina A. Cuyugan
P. O. Box 658
Saipan, MP 96950

Moylan's - Disability & Life

Aaron S. Feinstein
P. O. 487
Saipan, MP 96950

Calvo-UMDA - General Casualty, Property & Vehicle

Filipinas R. Indefenzo
P. O. Box 658
Saipan, MP 96950 -

Moylan's - Disability & Life

Roland G. Jastillana
P. O. Box 331
Saipan, MP 96950

Calvo-UMDA - General Casualty, Marine,
Property, Surety & Vehicle

Vicente C. Lizama
P. O. Box 1593
Saipan, MP 96950

Calvo-UMD: -~ Disability, General Casualty,
Marine, Surety & Vehicle

Bermanis A. Terry
P. O. Box 2572
Saipan, MP 96950

Pacific Financial Corporatlon - General Casualty
gy P o+ 0 and Vehicle i
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1)

2)

3)

4)

5)

6)

SOLICITORS

Marina A. Cuyugan
P. 0. Box 658
Saipan, MP 96950

Moylan's - Disability & Life

Aaron S. Feinstein
P. O. 487
Saipan, MP 96950

Calvo-UMDA - General Casualty, Property & Vehicle

Filipinas R. Indefenzo
P. O. Box 658

~-Saipan, MP 96950 - o o T

Moylan's - Disability & Life

Roland G. Jastillana
P. 0. Box 331
Saipan, MP 96950

Calvo-UMDA - General Casualty, Marine,
Property, Surety & Vehicle

Vicente C. Lizama
P. 0. Box 1593
Saipan, MP 96950

Calvo-UMDA - Disability, General Casualty,
Marine, Surety & Vehicle

Bermanis A. Terry
P. O. Box 2572
Saipan, MP 96950

Pacific Financial Corporation - General Casualty
and Vehicle
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ALIEN INSURANCE COMPANIES SECURITIES DEPOSITS/BOND

TYPE OF MATURITY
NAME OF COMPANY SECURITY AMOUNT DATE ISSUER

1) American International Assurance Company

(Bermuda), Ltd. TCD $105,013.70 01/18/94 |Union Bank, Saipan
2) Korea Automobile, Fire & Marine Insurance ) Insurance Company of

Company, Ltd. : Bond $100,000.00 06/30/94 North Americaji
3) Mitsui Marine and Fire Insurance New Zealand Insurance

Company, Ltd. Bond $100,000.00 12/31/93 Company, Ltd.

4) New Zealand Insurance Company, Ltd. } TCD $100,000.00 09/22/94 |[Bank of Hawaii,Sajipan
5) Sumitomo Marine and Fire Insurance Continental Insurance
Company, Ltd. ’ Bond $100,000.00| continuous Company ”

§) Tokio Marine and Fire Insurance .
Company, Ltd. TCD $100,000.00 02/16/94 [Union Bank, Saipan
7) Yasuda Fire and Marine Insurance Insurance Company of
Company, Ltd. Bond $100,000.00 04/01/94 North America.
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- i
FINANCIAL STATEMENT OF LICENSED ALIEN INSURANCE COMPANIES

As of December 31, 1992
IN THOUSANDS (OMIT 000) ~
NAME OF COMPANY ASSETS LIABILITIES| CAPITAL SURPLUS B
1) American International Assurance Company (Bermuda), Ltd.|(S§ §84,891 S 485,474 8§ 3,600($ 95,811
2) Korea Automobile, Fire & Marine Insurance Company, Ltd. ?39,515 697,828 25,268 16,419
3) Mitsui Marine & Fire Insurance Company, Ltd. NO‘ REPORT = = = = = = = = = = = = = = =~ = -
4) New Zealand Insurance Company, Ltd. 507,314 428,295 100,000 79,019
5) Sumitomo Marine & Fire Insurance Co., Ltd. (U.S. Branch) 152,501 83,455 ~0- 69,045
6) Tokio Marine & Fire Insurance Co. ,Ltd. (U.S. Branch) 648,554 513,604 ~0- 134,950
(FOR FINANCIAL YEAR ENDED MARCH 31, 1992) i
7) Yasuda Fire & Marine Insurance Company, Ltd. 26,;55,499 24,461,159 438,675 1,255,665
1992 TOTAL 28,888,274 26,669,815 567,543 1,650,916
1991 TOTAL 1,770,518 1,391,081 90,255 289,182
% CHANGE 1532 1817 529 471
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FINANCIAL STATEMENT OF LICENSED FOREIGN INSURANCE COMPANIES

iAs of December 31, 1992

IN THOUSANDS (OMIT 000)

NAME OF COMPANY ASSETS LIABILITIES CAPITAL SURPLUS
1) Retna Life Insurance Company | S 50,896,523|$ 48,682,7561S 62,765|S$ 2,151,002
2) American Family Life Assurance Company of Columbus 10,014,004 9,149,489 3,879 860,636
3) American Home Assurance Company 7,363,397 5,637,574 4,238 1,721,585
4) Commercial Bankers Life Insurnace Coﬁpany 104,510 95,020 1,100 8,390
S) Continental Insurance Company NO REPORT- = — = = = = = = = = = = = = = = = -
6) Delaware Bmerican Life Insurance Company 320,724 300,051 2,500 18,173
7) érand Pacific Life Insurance Company§ NO REPORT- - = = = = = = = = = = = = - = —.~ -
8) fndividual Assurance Company, Life,Héalth & Accident 23,045 16,160 1,500 5,385
9) Insurance Company of North America NO REPORT- - - = = = = = = = = = = = = = =~ - -
10) QOhn Hancock Mutual Life Insurance C&mpany 39,146,116 37,418,372 -0~ 1,727,744
11) John Hancock Variable Life Insurance%Company 2,347,675 2,108,185 25,000 214,490
12) Lincoln National Life Insurance Company 28,796,297 27,589,919 25,000 1,181,378
13) yucky Insurance Company, Ltd. ' 8,912 3,402 -0- 5,510

06STT HOVd ¥66T ‘ST AUVANVL TO HAGWNAN 9T HWNTOA YIALSIDAY HLIVAMNOWAOD

i - 249 ~




(continuation)

|

IN THOUSANDS (OMIT 000)

FINANCIAL STATEMENT OF LICENSED FOREIGN *ZWC%BZOM COMPANIES

NAME OF COMPANY wmmmﬂm LIABILITIES CAPITAL SURPLUS

14) Lumbermens Mutual Casualty Company m~mpw~pwp 5,110,410 -0- 1,701,724
15) Midland National Life Insurance Company NO xwvomal - - - - - - —_—_— - - = - - -
16) Municipal Bond Investors Assurance Corporation m~mqw~mpp 1,676,548 15,000 880,993
17) -National Union Fire Insurance Co. of Pittsburgh, PA q,mmw~oqm 6,191,813 4,479 1,396,784
18) National Western Life Insurance Company m~mmT~mmm 2,165,274 3,478 125,913
19) Occidental Life Insurance Company of North Carolina mpv~mmb 199,697 2,500 8,767
20) Pacific Guardian Life Insurance Company, Ltd. Hmw.bpw 167,131 6,350 24,968
21) Primerica Life Insurance Company 1,628,753 1,141,871 2,500 484,382
22) The Prudential Insurance Company of America pmb~qu~ppm 147,414,742 -0- 7,364,676
23) Sunset Life Insurance Company of America NO REPORT- = = = = = = - - - - - -——— -
24) Zurich Insurance (Guam), Inc. W~mqm 5,007 1,000 666

1992 TOTAL 315,117,876] 295,073,421 161,289 19,875,615

1991 TOTAL wpo.mnw~pww 289,798,147 :nmm.hmm wo‘Hmo~Amo

% CHANGE _ 2 2 5 (39) Awy
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1992 ANNUAL REPORT

I

Summary of Total Lines of Business by Property and Casualty Companies

For Calendar Year Ending December 31, 1992
GROSS PREMIUMS,
INCLUDING MEMBERSHIP
FEES, LESS RETURN
PREMIUMS ON POLICIES
LINES OF BUSINESS NOT TAKEN DIRECT
DIRECT LOSSES
DIRECT DIRECT UNEARNED PAID DIRECT DIRECT
PREMIUMS PREMIUMS PREMIUMS (DEDUCTIBLE) LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) -Fire 2,083,073 1,269,711 mqwmumq 2,023,192 468,771 236,386
2) Allied lines 494,519 101,363 38,016 4 4
3) Homeowners multiple peril 117,536 96,046 43,067 14,528 6,014 2,586
4) Commercial multiple peril 1,154,403 888,833 521,181 67,515 98,062 1,025
5) Ocean marine 417,533 226,188 71,350 21,800 21,001 17,797
6) Inland marine 3,401 3,235
7) Typhoon 94,242 118,497 30,627
8) Earthquake 69,403 30,322 7,239
9) All other A & H 1,109,697 901,425 512,849 981,339 514,571 132,489
10) Workers' compensation 1,638,474 1,225,014 mmu~umm 305,847 418,392 177,826
11) other 1liability 839,918 659,363 339,122 68,570 183,752 117,672
12) Other private passenger
auto liability 390,341 327,912 118,698 132,069 129,838 38,550
13) Oother commercial auto
liability 439,489 411,531 60,515 645,111 302,599 226,081

N
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FIRE

EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31,

1992

(PROPERTY & CASUALTY COMPANIES)

DIRECT DIRECT
DIRECT DIRECT _czmwwzmc LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS -PAID LOSSES LOSSES
WRITTEN EARNED Hmemw<mu SALVAGE INCURRED UNPAID
1) American Home Assurance Co. 223 279 _ 112 25 40 25
2) Century Insurance Co.,Ltd. 336,509 26,927 13,680 37,699 16,492 10,000
wv.NOhmm Automobile, Fire & Marine
Insurance Co., Ltd. 6,217 17,498
4) Marianas Insurance Co., Ltd. 85,381 28,718 56,663 6,239 6,239
S) National Pacific Insurance, Inc. 482,985 269,903 141,701 76,650 52,122 55,715
6) National Union Fire Insurance Co. 86 44 43
7) New Zealand Insurance Co., Ltd. 126,205 138,767 40,938
8) The Tokio Marine & Fire *
Insurance Co., Ltd. 425,546 396,578 190,066 4,333 (5,692)
9) vYasuda Fire & Marine
Insurance Co., Ltd. 619,921 390,997 228,924 1,898,246| 399,570 170,646
TOTAL 1,600,088| 1,269,711 m 672,127 2,023,192 :»mm~44H. ‘.mnwmﬁumm
| oo
|
_ “.r ‘
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96ST11

ALLIED LINES
EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

v DIRECT DIRECT
: DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) Amverican Home Assurance Co. 2
2) Century Insurance Co.,Ltd. 438,428 34,431 19,742
3) Nitional Union Fire Insurance Company 2
4) New Zealand Insurance Co., Ltd. 56,091 66,932 18,274
TOTAL 494,519 101,363 38,016 4
- 255 -




HOMEOWNERS MULTIPLE PERIL

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Co. 29 35 15 (1) 1
2) Korea Automobile, Fire & Marine
Insurance Co., Ltd. 396
3) Marianas Insurance Co., Ltd. 29,757 8,265 21,492
4) National Pacific Insurance, Inc. 22,383 16,760 8,575 3,301 2,415 2,582
5) National Union Fire Insurance Co. 27 13 14 3 3
6) .New Zealand Insurance Co., Ltd. 21,895 27,873} : 7,146 192 192
7) Tokio Marine and Fire
Insurance Co., Ltd. 10,227 12,890 2,421
8) Yasuda Fire and Marine
Insurance Co., Ltd. 33,218 29,814 3,404 11,036 3,404
TOTAL 117,536 96,046 43,067 14,528 6,014 2,586
- 256 =~
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86GTT dDVd 7¥66T

COMMERCIAI, MULTIPLE PERIL

EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

Y
!

DIRECT DIRECT
+ DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
- WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 19 67 10 10 10
2) Century Insurance Co., Ltd. 65,695 18,115 17,568
3) Lucky Insurance Co.,Ltd. (U.S.Branch) (28,077) (10,782)
4) National Union Fire Insurance Co. 1 1
5) Tokio Marine and Fire
Insurance Co., Ltd. 1,045,367 862,632 450,005 67,505 44,455 1,025
6) Yasuda Fire and Marine
Insurance Co., Ltd. 71,398 17,801 53,597 53,597
TOTAL 1,154,403 888,833 521,181 67,515 98,062 1,025
- 257 -




OCEAN MARINE

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) Bmerican Home Assurance Company 6 5 2 6 7 4
2) Century Insurance Co., Ltd. 131,992 54,417 3,114 2,158 500
3) Korea Automobile, Fire and Marine
Insurance Co., Ltd. 10, 885 12,690 948 948
4) National Pacific Insurance, Inc. 110,610 36,218f) - (12,927) 16,313 11,935 12,759
5) National Union Fire Insurance Co. 12 10 3
6) New Zealand Insurance Co., Ltd. 46,257 61,326 23,327 748 748
7) Tokio Marine and Fire
Insurance Co., Ltd. 117,771 61,522 60,945 671 5,205 4,534
TOTAL 417,533 226,188 71,350 21,800 21,001 17,797
- 258 -

e’

1994 PAGE 11599

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15,



INLAND MARINE

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992

009TT #DVd P66T ‘ST XYVANVL TO YAGNON 9T HWNTOA HALSIDIY HITVAMNOWNNOD

DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
i) Korea Automobile, Fire and Marine
Insurance Company Limited 416 250
2} Yasuda Fire and Marine
Insurance Company Limited 2,985 2,985
TOTATL 3,401 3,235
- 259 -




TYPHOON

i
[

EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED BESERVED SALVAGE INCURRED UNPAID
1) New Zealand Insurance Co., Ltd. 94,242 118,497 30,627
TOTAL 94,242 118,497 30,627
- 260 -~
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EARTHQUAKE

GO9TT HDVA %661 ‘ST XYVANVL TO YHANAN 9T AWATOA HALSIDAY HLTVIMNONNOD

EXHiBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
! DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS ¢ PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
- . WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) Century Insurance Company Limited 51,625 4,304 2,133
2) Korea Automobile, Fire and Marine ;
Insurance Company Limited g 2,071 5,085
|
3) New Zealand Insurance Company Ltd. ; 15,707 20,933 5,106
TOTATL : 69,403 30,322 7,239
|
|
l.
|
|
|
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ALL OTHER A & H

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED ‘RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 24 33 : 12 27 27
2) Century Insurance Company Limited 9,908 5,527 ; 2,665
3) National Pacific Insurance, Inc. 32,555 8,045 i (3,805) 4,802 3,513 3,755
4) Tokio Marine and Fire ?
Insurance Company Limited 756,716 634,161} i 457,142 325,031 347,081 22,050
5) Yasuda Fire and Marine ;
Insurance Company Limited 237,372 180,537( , 56,835 660,652 158,348 101,513
6) Zurich Insurance (Guam), Inc. 73,122 73,122 431 5,602 5,171
TOTAL 1,109,697 901,425 i512,849 990,943 514,571 132,489
i
|
- 262 -~
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WORKERS' COMPENSATION
EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992

PO9TT HHVd %661 ‘ST AUVANVL TO HAAWON 9T AWNTOA YHLSIDHY HITVIMNOWWOD

DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 118 203 59 72 61 83
2) Century Insurance Company, Ltd. 183,753 196,262 106,616 26,752 10,518 29,384
ij J. T. S. Insurance, Inc. 28,186 28,186
4$ Korea Automobile, Fire and Marine
Insurance Company Ltd. 483 4,270 802 802 9,800
5) Marianas Insurance Company, Ltd. 445,979 130,315 315,664 95,225 109,167 13,942
6) National Pacific Insurance, Inc. 338,248 304,167 65,420 75,351 147,115 61,315
73 National Union Fire Insurance Co. 146 77 73 9 13 4
83 New Zealand Insurance Company Ltd. 176,173 176,128 97,270 50,023 59,023 9,000
9) Tokio Marine and Fire
. Insurance Company Ltd. 360,129 319,212 199,595 6,306 46,605 48,275
10{ Yasuda Fire and Marine
Insurance Company, Ltd. 105,259 66,194 39,065 51,307 45,088 6,023
TOTAL 1,638,674} 1,225,014 823,762 305,847 418,392 177,826
~ 263 -




OTHER LIABILITY

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 61 71 31 324 64 23
2) Korea Automobile, Fire and Marine
Insurance Company, Ltd. 3,301 3,379
3) Marianas Insurance Company, Ltd. 41,703 20,306 21,397 120 120
4) National Pacific Insurance, Inc. 123,391 50,059 44,454 18,199 13,315 34,902
5) National Union Fire Insurance Co. 62 39 31 50 50
6) New Zealand Insurance Company, Ltd. 50,305 41,924 14,454
7) Tokio Marine and Fire
Insurance Company, Ltd. 545,524 516,681 210,088 40,839 118,864 80,025
8) Yasuda Fire and Marine
Insurance Company, Ltd. 75,571 26,904 48,667 9,088 51,339 2,672
TOTAL 839,918 659,363 339,122 68,570 183,752 117,672
- 264 -
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OTHER PRIVATE PASSENGER AUTO LIABILITY
EXHIBITS OF PREMIUMS AND LOSSES

909TT HHVd 661 ‘GT XYVANVL TO ¥AGWAN 9T HWATTOA YILSIDAY HITVAMNOWKOD

FOR THE YEAR ENDED DECEMBER 31, 1992
i DIRECT DIRECT

N " DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT

. INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES

- WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 41 52 21 32 56 68

2) Korea Automobile, Fire and Marine
Insurance Company, Ltd. 8,093 7,391 2,830 3,930 2,300
3) National Pacific Insurance, Inc. 188,191 99,614 55,496 5,197 6, 21,709
4) National Union Fire Insurance Co. 51 28 26 1 17 7
5) New Zealand Insurance Company, Ltd. 193,965 220,827 63,155 14,7 U 118,993 14,466
TOTAL 390,341 327,912 118,698 1,369 129,838 38,550
~ 265 -




OTHER COMMERCIAL AUTO LIABILITY

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 1 1
2) Korea Automobile, Fire and Marine
. Insurance Company, Ltd. 32,385 35,676 i 20,000 19,400 1,000
3) Lucky Insurance Co., Ltd.(U.S.Branch) (51,576) (25,788)
4) New Zealand Insurance Co., Ltd. 7,296 8,378 2,396
[
5) Yasuda Fire and Marine f A
Insurance Co., Ltd. 451, 383 393,265 58,118 625,111 283,199 225,081 |
TOTAL 439,489 411,531 60,515 645,111 302,599 226,081 H
- 266 -
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PRIVATE PASSENGER AUTQ PHYSIC::.
EXHIBITS OF PREMIUMS AND L{i:.iwo

+IAGE

FOR TIE YEAR ENDED DECEMBER 31, 1992

I
) DIRECT DIRECT
! DIRECT DIRECT UNEARNED LOSSES DIRE"™ DIRECT
INSURERS Z PREMIUMS PREMIUMS PREMIUMS PAID LOS® LOSSES
WRITTEN EARNED RESERVED SALVAGE AR o8 UNPAID
1) American Home Assurance Company 262 391 131 1¢ 205 93
2) Korea Automobile, Fire and Marine _

- Insurance Co., Ltd. : 18,884 18,144 1~ 12,848 3,600
3) National Pacific Insurance, Inc. ©1,059,961 545,001 255,272 227,514 67,918
4). National Union Fire Insurance Co. 277 166 139 o8 139 31
5)" New Zealand Insurance Co., Ltd. : 305,255 329,155 99,268 -2,992 265,377 19,970

TOTAL :1,384,639 892,857 354,810 302,992 506,083 91,612
i
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o

OMMERCIAL AUTO PHYSICAL UVZBQM

UMM LA A e ———————

EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) Century Insurance Co., Ltd. 290,522 173,070 117,521 105,437 101,266 30,852
2) Korea Automobile, Fire and Marine
Insurance Co., Ltd. 8,106 10,616 4,477 1,477 1,500
3) National Union Fire Insurance Co. 55 27 28
4) New Zealand Insurance Co., Ltd. 19,418 22,143 6,333 8,046 8,115 69
5) Tokio Marine and Fire .
Insurance Co., Ltd. 785,170 777,708 309,829 345,478 321,306 69,996
TOTAL 1,103,271 983,564 433,711 463,438 432,164 102,417
i
- 268 -
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FIDELITY & SURETY

EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

OT9TT HDVA P66T ‘ST AYVANVL TO HAGAON 9T AWNTOA HIALSIDTY HITVAMNOWNOD

DIRECT DIRECT
| DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 5 2 3
2) Century Insurance Company, Ltd. 198,740 183,168 86,542 560 36,560 134,999
é) Davilyn Insurance Underwriters, Inc. 41,941
4) Global Insurance, Inc. 35,394 35,394
5) J. T. S. Insurance Company, Inc. 297,922 297,922 11,653
&) Korea Automobile, Fire and Marine
s Insurance Company, Ltd. 150 90
73.Marianas Insurance Company, Ltd. 298,356 189,529 108,8" 14,414 23,808 9;394
5) National Pacific Insurance, Inc. 72,553 40,984 18, - 10,701 7,829 8,369
9) New Zealand Insurance Company, Ltd. 1,000 1,000
l@) Royal Crown Insurance Corporation 748 748
1i) Tokio Marine and Fire
’ Insurance Company, Ltd. 6,356 4,122 2,463
12) World Surety & Insurance
Underwriters, Inc. 180,361 180,361 18,083
13) Yasuda Fire and Marine
g Insurance Company, Ltd. .2,510 2,469 41 41
; TOTAL 1,136,036 935,789 215,941 55,411 68,238 152,762
- 269 -




NO ACTIVITY

OFFSHORE SURETY

EXHIBIT OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

DIRECT DIRECT
DIRECT DIRECT UNEARNED | LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED | SALVAGE INCURRED UNPAID
- 270 -
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GLASS

EXHIBITS OF PREMIUMS AND LOSSES

FOR TﬁE YEAR ENDED DECEMBER 31, 1992
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CI9TT HYHVd ¥66T

[ DIRECT DIRECT
" DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
-INSURERS ~ PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
- WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) Century Insurance Company, Ltd. 4,127 1,469 1,373 526 526
2) Korea Automobile, Fire and Marine
- Insurance Company, Ltd. 113 158
3) Marianas Insurance Company, Ltd. 903 412 491
4) National Pacific Insurance, Inc. 1,009 216 (118) 1 109 117
5) New Zealand Insurance Company, Ltd. 2,337 1,763 916
6) Yasuda Fire and Marine
' Insurance Company, Ltd. 6,103 6,103 7127
TOTAL 14,592 10,121 2,6 3,402 635 117
- 271 -




BURGLARY AND THEFT

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) American Home Assurance Company 3 4 2
2) Century Insurance Company, Ltd. 12,637 7,824 2,932
3) Korea Automobile, Fire and Marine
" Insurance Company, Ltd. 304
4) Marianas Insurance Company, Ltd. 6,515 2,063 4,452 3,149 3,149
5) National Pacific Insurance, Inc. 24,344 6,188 : (2,845) 3,590 2,627 2,808
6) ,New Zealand Insurance Company, Ltd. 11,478 10,136 j 4,791 13,424 13,424
7) Tokio Marine and Fire '
Insurance Company, Ltd. 7,587 7,588 2,525
8) Yasuda Fire and Marine
Insurance Company, Ltd. 16,273 15,435 838 31,634 9,188 8,350
TOTAL 78,837 49,5427 | 12,691 51,797 28,388 11,158
- 272 -~
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BOILER_AND MACHINERY

EXHIBITS OF PREMIUMS AND LOSSES
FOR THE YEAR ENDED DECEMBER 31, 1992

‘ST XYVANVL TO ¥YAGWAN 9T AKRNTOA HALSIDIY HLTVAMNOWWOD

? DIRECT DIRECT
' DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) National Pacific Insurance, Inc. 150 62 (17) 22 16 17
TOTAL 150 62 (17) 22 16 17
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AGGREGATE WRITE-INS FOR OTHER LINEé OF BUSINESS

EXHIBITS OF PREMIUMS AND LOSSES

FOR THE YEAR ENDED DECEMBER 31, 1992
DIRECT DIRECT
DIRECT DIRECT UNEARNED LOSSES DIRECT DIRECT
INSURERS PREMIUMS PREMIUMS PREMIUMS PAID LOSSES LOSSES
WRITTEN EARNED RESERVED SALVAGE INCURRED UNPAID
1) Century Insurance Company, Ltd. 30,043 71,280 9,924
2) Korea Automobile, Fire and Marine ‘
- Insurance Company, Ltd. 4,661 7,144 ,
3) National Pacific Insurance, Inc. 13,800 3,403 (1,612) 2,035 1,489 1,592
4) New Zealand Insurance Company, Ltd. 16,527 12,465 6,389
5) Tokio Marine and Fire
Insurance Company, Ltd. 42,038 174,479 6,193 169,636 289,661 120,025
6) Yasuda Fire and Marine
Insurance Company, Ltd. (224) (224)
TOTAL 106,845 268,547 20,894 171,671 291,150 121,617
- 274 -
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9I9TT

. SURPLUS LINE INSURANCE

SUMMARY OF PREMIUMS WRITTEN

FOR THE YEAR ENDED DECEMBER 31, 1992
1

COMPANY

Aviation ||[Hull & Machinery

Marine Hull

Passenger Liability

1) Pacifica Insurance Underwriters, Inc. 37,255 3,465
2) Microl Corporation dba Microl Insurance NO REPORT — = — = = — = =~ = = = = = = = = — = —~ = = = =
3) Pacific Basin Insurance, Inc. NO REPORT - = = = = = = = = = = = = — = = = = = = = — =
TOTAL ! 37,255 3,465
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Summary of Life InsuranLe
Direct Premiums and Annuity Considerations

for Calendar Year Ending December 31, 1992
CREDIT LIFE
INSURERS ORDINARY | (GROUP and
LIFE {IND IVIDUALS) GROUP TOTAL
American Family Life Assurance Company !
of Columbus i 2,883 2,883
Commercial Bankers Life Insurance Company 32,961 % 32,961
Individual Assurance Company f
Life, Health & Accident 19,954 | 394,891 3,173,816 3,588,661
i
Lincoln National Life Insurance Company 373,107 % 373,107
|
Midland National Life Insurance Company 3,180 i 3,180
Occidental Life Insurance Company of |
North Carolina 200,759 200,759
1992 TOTAL 629,961 ; 394,891 3,176,699 4,201,551
1991 TOTAL 923,494 390,695 2,534,608 3,848,797
% CHANGE (32) 1 25 9

276 -
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2 :
ﬁ Summary of Life Insurance Direct Claims and Benefits Paid
? for Calendar Year Ending December 31, 1992
5 {
;II‘ i
| CREDIT LIFE

= INSURERS j (GROUP and
] l ORDINARY| INDIVIDUALS) GROUP TOTAL
—f .
% Commercial Bankers Life Insurance!Company
=
= Individual Assurance Company,
< Life, Health & Accident
g Lincoln National Life Insurance Coimpany
= 1) Death Benefits ’ 110,673 | 1,633,100 1,743,773
5 2) Matured Endowments %
g 3) Annuity Benefits ;
= -
& 4) Surrender Value j 63,763 63,763
= 5) Aggregate Write-Ins for Miscelllaneous
8 Direct Claims and Benefits ﬂ;aid

6) All other Benefits Except !
; Accident and Health i
= |
< |
g; 7) TOTALS 3 63,763 110,673 1,633,100 1,807,536
=
o |
(]

- 277 -
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Exhibit of Life Insurance Direct Claims|and Benefits Paid
for Calendar Year Ending December 31, 1992

i

CREDIT LIFE
INSURER (GROUP and
ORDINARY IﬂPIVIDUALS) . GROUP TOTAL
Commercial Bankers Life Insurance Company :
!
|
;
l} Death Benefits }
2) Matured Endowments i
3) Annuity Benefits Ai
4) Surrender Value 7,434 % 7,434
5) Aggregate Write-Ins for Miscellaneous ;
Direct Claims and Benefits Paid |
6) All other Benefits Except ?
Accident and Health f
|
[
7) TOTALS 7,434 @ 7,434
- 278 -~
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Exhibit of Life Insurance Direct Claims and Benefits Paid
for Calendar Year Ending December 31, 1992

! CREDIT LIFE
| (GROUP and
INSURER | ORDINARY INDIVIDUALS) GROUP TOTAL
Individual Assurance Company, :
Life, Health & Accident
1) Death Benefits 110,673 1,633,100 1,743,773
2) Matured Endowments
3) Annuity Benefits
4) Surrender Value
5) Aggregate Write-Ins for Misceljlaneous
Direct Claims and Benefits Paid
6) All other Benefits Except
Accident and Health ;
7) TOTALS 110,673 1,633,100 1,743,773
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Exhibit of Life Insurance Direct Claims'and Benefits Paid

for Calendar Year Ending December 31, 1992

CREDIT LIFE
(GROUP and

INSURER ORDINARY INDIVIDUALS) GROUP TOTAL
i
Lincoln National Life Insurance Company
1) Death Benefits ;
2) Matured Endowments
3) Annuity Benefits :
4) Surrender Value 56,329 : 56,329
S) Aggregate Write-Ins for Miscellaneous i
Direct Claims and Benefits Paid
6) All Other Benefits Except
Accident and Health
7) TOTALS 56,329 ; 56,329
!
|
280 -
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Summary of Life Insurance Policy

for Calendar Year Ending December 31, 1992

GZ9TT HDVA ¥66T ‘ST AYVANVL TO YAAWNAN 9T AWNTOA HALSIDIY HITVAMNOWNKOO

! CREDIT LIFE
ORDINARY (Group/Individuals) GROUP TOTAL
INSURERS :
No of Ind
policies&
No. Amount GrpCertif| Amount No. Amount No. Amount
Commercial Bankers Life
Insurance Company
“Individual Assurance Co.
Life, Health & Accident
Occidental Life Insurance
_ Company of North Carolina i
T
1) In force December 31, §
: previous year 660 34,043,604 17 63C 4 677 34,673,678
:2) Issued during year 75 308,475 2,649 14,290 2 61,282 2,726 384,047
3) Ceased to be in force ’
during year (net) 225 11,719,701 (2,827) (4,615) (2,602) 11,715,086
4) In force December 31 E L
: of current year 510 22,632;378 5,476 18,905 19 691, 356 6,005 23,342,639
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I
Exhibit of Life Insurance ﬂolicy
for Calendar Year Ending December 31, 1992

CREDIT LIFE
ORDINARY (GRP/INDS); GROUP TOTAL
INSURER :
No. of Ind : No.
Policies & ; of
No. Amount |Grp. Cert. {Amount|Pol.| Amount | No. Amount

!

Commercial Bankers Life ;

Insurance Company j

i

1) In force December 31, :
previous year 671(5,915,000 3 67 5,915,000

2) Issued during year :

3) Ceased to be in force :
during year (net) 3 520,000 ; 3 520,000

4) In force December 31 ;
of current year 645,395,000 i 64 5,395,000

|

i

- 282 -
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ﬁ Exhibit of Life Insurance Policy
tni for Calendar Year Ending December 31, 1992
=3
=
CREDIT LIFE

= L oa_d INARY (GRP/INDS) GROUP TOTAL
0 INSURER
ta B No. of Ind No.
=3 ’ Policies & of
t;g No. Amount |[Grp. Cert.| Amount |[Pol.| Amount No. Amount
g Individual Assurance Co.,
= Life, Health & Accident
= _
=

1) In force December 31,
g previous year 43 1,256 17 630,074 60 631,330
g 2) Issued during year 69 1,631 2,649 14,290 2 61,282 2,720 77,203
=
os] 3) cCeased to be in force :
£ during year (net) 3 41 (2,827) | (4,615) (2,824) (4,574)
S 4) 1In force December 31

of current year 109 2,846 5,476 18,905 19] 691,356 5,604 713,107
oy
h
=
a
o
[=v]
!
=
o
i
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for Calendar Year Ending December 31, 1992

|
l

Exhibit of Life Insurance Policy

CREDIT LIFE
ORDINARY (GRP/INPS) GROUP TOTAL
INSURER +
No. of Indl No.
Policies &|| of
No. Amount Grp. Cert. PmOunt Pol. |Amount | No. Amount
!
Occidental Life Insurance
Company of North Carolina ‘
1) In force December 31, ’
previous year 550 28,127,348 550 28,127,348
2) 1Issued during year 6 306,844 6 306,844
3) Ceased to be in force
during year (net) 219} 11,199,660 219} 11,199,660
4) In force December 31
of current year 337 17,234,532 337( 17,234,532
i
i
- 284 -
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9¢91T " HOVd ¥66T

Summary of Life Insurance Direct Death Benefits Incurred

for Calendar Year Ending December 31, 1992

CREDIT LIFE

ORDINARY | (Group/Individuals) GROUP TOTAL
. INSURER ;
‘No. Amount No. Amount No. Amount No. Amount
Individual Assurance Company, ‘
Life, Health & Accident :
1.0 Unpaid December 31, previous year 3 8,594 50 547,383 53 555,977
2.0 Incurred during current year 33 118,680 10412,021,576 137( 2,140,256
- SETTLED DURING CURRENT YEAR: i
3.1 By payment in full g 32 110,673 831,633,100 115§ 1,743,773
3.% By payment on compromised claims
3.3 Total Paid : 32 110,673 83(1,633,100 115 1,743,773
3.? Reduction by compromise
3.5 Amount rejected
3.6 Total settlements ; 32 110,673 83)1,633,100 115} 1,743,773
4.0 Unpaid December 31, 1990 (1+2-3.6) l 4 16,601 71 935,859 75 952,460
| - 285 -




Exhibit of Life Insurance Direct Death
for Calendar Year Ending Decembér 31, 1992
1

|

Benefits Incurred

CREDIT LIFE

TOTAL

, ORDINARY (Group/Individuals) GROUP
INSURER :
No. | Amount No. Ahount No. Amodﬁt No. Amount
Individual Assurance Co., .
Life, Health & Accident
1.0 Unpaid December 31, previous year 3 8,594 53,;-.555i977
2.0 Incurred during current year 33 118,680 137ié2,i40,256
SETTLED DURING CURRENT YEAR: ) i )
3.1 By payment in full 32 110,673 1151 1,743,773
3.2 By payment on compromised claims i
3.3 Total Paid 32 110,673| 83)|1,633,100| 115|.1,743,773
3.4 Reduction by compromise .
3.5 BAmount rejected
3.6 Total settlements 32 110,673 83
4.0 Unpaid December 31, 1990 (1+2-3.6) 4 16,601 71,
|
- 286 - |
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Summary ;of Accident and Health Insurance
for Caleﬁdar Year Ending December 31, 1992

]
AT DIRECT DIRECT DIRECT DIRECT
INSURERS | PREMIUMS PREMIUMS LOSSES LOSSES
j WRITTEN EARNED PAID INCURRED
Bmerican Family Life Assurance Co. |of Columbus
Individual Assurance Co., Life, He%lth & Accident
1.0) Group Policies 1,029 1,021
1.1) Credit (Group and Individual) 62
1.2) Collectively Renewal Policies
OTHER INDIVIDUAL POLICIES:
2.1) Non-cancelable
2.2) Guaranteed Renewal 19,884 20,045 2,917 2,941
2.3) Non-renewable for stated r%asons only
2.4) oOther accident only
2.5) A;l other |
2.6) Totals (sum of 2.1 to 2.5) 19,884 20,045 2,917 2,941
3.0) Totals (lines 1+1.1+1.2+2.6) 20,913 21,128 2,917 2,941
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Exhibit of Accident and Health

Insurance

for Calendar Year Ending December 31, 1992

il
DIRECT DIRECT DIRECT | DIRECT
INSURER PREMIUMS PREMIUMS LOSSES LOSSES
WRITTEN EARNED PAID INCURRED
American Family Life Assurance Company of Columbus
1.0) Group Policies 1,029 1,021
1.1) Credit (Group and Individual)
1.2) Collectively Renewal Policies
OTHER INDIVIDUAL POLICIES:
2.1) Non-cancelable
2.2) Guaranteed Renewal 19,726 19,892 2,800 2,793
2.3) Non-renewable for stated reasons only
2.4) oOther accident only
2.5) All other
2.6) Totals (sum of 2.1 to 2.5) 19,726 19,892 2,800 2,793
3.0) Totals (lines 1+1.1+1.2+42.6) 20,755 20,913 | ‘2,800 2,793

- 288 -
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Exhibit jof Accident and Health Insurance
for Caleqdar Year Ending December 31, 1992

I DIRECT DIRECT DIRECT DIRECT
INSURER ! PREMIUMS PREMIUMS LOSSES LOSSES
WRITTEN EARNED PAID INCURRED
Individual Assurance Company, Liﬁe, Health
and Accident ;
1.0) Group Policies 5
1.1) Credit (Group and Individu%l) 62
1.2) Collectively Renewal Policﬂes
OTHER INDIVIDUAL POLICIES: |
2.1) Non-cancelable |
2.2) Guaranteed Renewal 158 153 117 148
2.3) Non-renewable for stated reasons only
2.4) oOther accident only é
2.5) BAll other §
2.6) Totals (sum of 2.1 to 2.5)? 158 153 117 148
3.0) Totals (lines 1+1.1+1.2+2.%) 158 215 117 148
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PUBLIC NOTICE

Proposed Regulations Promulgated Pursuant to Article XXI of the Commonwealth
Constitution and the Tinian Casino Gaming Control Act of 1989.

The Tinian Casino Gaming Control Commission (Commission) hereby gives public
notice that pursuant to its duties and responsibilities under Article XXI of the
Constitution, as amended, and the authority given the Commission by and through the
Tinian Casino Gaming Control Act of 1989 promulgates these proposed amendments to
TCGCC Regulations Chapter 1, Applications to be utilized by the Commission under the
Tinian Casino Gaming Act of 1989.

The Commission hereby advises the general public that the Rules and Regulations are
available at the Commission Office, P.O. Box 143, San Jose Village, Tinian, M.P.
96952.

These amendments to the rules and regulations shall be effective upon notice of their

adoption as provided by the Commonwealth Administrative Procedure Act and
supersedes prior publication dated May 26, 1992, and July 15, 1992.

Dated this z_lgyday of \Zg . , 1993.

TINIAN CASINO GAMING CONTROL COMMISSION

SOA W N ol

\ [ Joseph M Mendiola
Chairman
Filed by: SOLEDAD B. SASAMOTO - Date: 01/12/94
Registrar of Corporations

| Received by: NNA J. Qﬁ% Date: 01/12/94

Governor's Offiée

COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11631



NOTICIA PUBLICKO

Ma-propopone na Areglo yan Regulasion ni ma-establesi sigun i Attikulo XXI gi
Commonwealth Constituion yan i Tinian Casino Gaming Control Act of 1989.

I Tinian Casino Gaming Control Commission (Commission) hana' guaha noticia
publicko sigun gi responsablidad gi papa i attikulo XXI gi Constitution, ni ma-amenda,
yan i autoridad ni nina'e i Commission gi papa i Tinian Casino Gaming Control Act of
1989, na ha-establesi este siha i ma-propopone na amendasion gi Chapter 1 pot
Applikasion ni para hu ma usa gi papa i Tinian Casino Gaming Control Act of 1989.

I Commission ha-abibisa i publiku henerat na i areglu yan Regulasion gaige gi Offisinan i
Commission, P.O. Box 143, San Jose Village, Tinian, M.P. 96952.

Este siha na amendasion gi areglu yan regulasion para u efektibo gi noticia na ma-adabta
sigun ni maprobiniyi gi Commonwealth Administrative Procedures Act ya ayo na
amendasion i monhayan ma publika gi Mayo 26, 1992 yan Julio 15, 1992, tinilaika nu
este na amendasion.

Mafecha gi mina & na ha'ane gi D LR , 1993.

TINIAN CASINO GAMING CONTROL COMMISSION

\ )
BY: %\/\’\SV & \“\' . N L
\JOSW: xendiola <
Filed by: I SOLEDAD B. SASAMOTO Date: 01/12/94
Regiijrar of Corszf;iins
Received by: DONNA J. CURZ I'Date: 01/12/94

Governor's Office
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TINIAN CASINO GAMING CONTROL COMMISSION
CHAPTER 1
APPLICATIONS

Historical Notes

All provisions of this chapter were adopted pursuant to authority of the Tinian
Casino Gaming Control Act of 1989.

Criteria Regulations became effective on July 25, 1991.

Application Regulations became effective on July 25, 1991, Resolution 91-13.

Fee Regulations became effective on September 12, 1991, Resolution 91-18.

These amendments to the rules and regulations shall be effective upon notice of
their adoption as provided by the Commonwealth Administrative Procedure Act and
supersedes prior publication dated May 26, 1992 and July 15, 1992.

CHAPTER TABLE OF CONTENTS

BCHAPTER 1. LICENSE AND REGISTRATION REQUIREMENT
.1 Casino licenses

.2 Casino service industry licenses

.3 Employee licenses

4  (Reserved)

r—-r—n—u—-c

CHAPTER 2. CASINO HOTEL FACILITIES

1 Impact of facilities

2 The hotel

3 Declaratory rulings as to proposed casino hotel facilities
4 Duty to maintain and operate a superior quality facility
B

CHAPTER 3. PERSONS REQUIRED TO BE QUALIFIED
1 Casino licenses (1.3.1 (a) (6) is added)
2 Casino service industry licenses
3 Employee licenses
4 (Reserved)

UB
2.
2.
2.
2.
U
:3.
3.
:3.
3.
UBCHAPTER 4. STANDARDS FOR QUALIFICATION
4.1 Scope

:4.2 Casino and Employee Licensing Standards

UB

:5.

5.

5.

:5.

:5.

5.

:5.

CHAPTER 5. STATEMENTS OF COMPLIANCE
General provisions
Petition
Filing date
Petition filing fee and investigation costs
Hearing
Effective period
Statement of Compliance fee

r—n—n—u—n—n—n—nm
Gooubhrwo—~®
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.8 Contents

.9 Issuance of a License

.10 Reservation of casino license
.11 Persons to be qualified

F—‘i—li—li—l
N mnnmcn

BCHAPTER 6. INFORMATION
.1 Affirmative responsibility to establish qualifications

.2 Duty to disclose and cooperate

.3 Disposition of property of a casino licensee or applicant for a casino license
4 Duty to promptly furnish information

.5 Consent to inspections, searches and seizures

.6 Waiver of liability for disclosure of information

.7 Consent to examination of accounts and records

.8 Fingerprinting

.9 Photographing

.10 Handwriting exemplars

.11 Qath or affirmation and attorney certification

.12 Untrue information

.13 Signatures

.14 Form of signature

.15 Form of application

.16 Format of papers

.17 Number of copies

BCHAPTER 7. APPLICATION
.1 Receipt

.2 Filing

.3 Processing

.4 Public inspection of information

.5 Amendment

.6 Withdrawal

.7 Reapplication by natural person after denial or revocation
B

CHAPTER 8. FEES AND DEPOSITS

.1 General description of fees and policy

.2 Fiscal year

.3 License renewal general provisions

.4 Payment of fees and deposits

.5 Casino license fees and deposits

.6 Casino license investigation costs

.7 Investigation costs of pending casino license applications
.8 Slot machine fees (Reserved)

.9 Casino service industry license fees (Reserved)

.10 Casino key employee license fees (Reserved)

.11 Casino employee license fees (Reserved)

.12 Obligation to pay fees; nonrefundable nature of fees
.13 Powers and duties of the Commission

ii
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SUBCHAPTER 1. LICENSE AND REGISTRATION REQUIREMENTS
1:1.1 Casino Licenses

(a) No person shall own or operate a casino unless a casino license shall have
first been issued to every person eligible to apply for a casino license
concerning the said casino.

(b) Only the following persons shall be eligible to apply for a casino license:

1. Any person who either owns 100 percent of an approved hotel or
owns or has a contract to purchase or construct a hotel which in the
judgment of the Tinian Casino Gaming Control Commission
(Commission) can become an approved hotel within 30 months;

2. Any person who in accordance with Section 21 of the Tinian Casino
Gaming Control Act of 1989 (Act), whether under terms involving
payments of a fixed sum or otherwise and whether as either a lessor
or a lessee, either leases 100 percent of an approved hotel or leases
or has an agreement to lease 100 percent of a hotel which in the
judgment of the Commission can become an approved hotel with 30
months unless otherwise extended by the Commission;

3. Any person who both has an agreement for the complete
management of a casino in accordance with Section 22 of the Act,
whether under terms involving payments of a fixed sum or
otherwise, and either owns 100 percent of or controls any approved
hotel; and

4. Any other person who is eligible in accordance with Part III or any
other provision of the Act.

©) No corporation shall be eligible to apply for or hold a casino license unless
it shall, in accordance with the provisions of the Act and the regulations of
the Commission:

1. Have been incorporated in the Commonwealth of the Northern
Mariana Islands (CNMI);
2. Maintain an office in the premises licensed or to be licensed;

3. Comply with all requirements of the laws of the CNMI pertaining to
corporations;

4. Maintain a ledger in its principal office in the CNMI reflecting the
current ownership of every class of security issued by the said

corporation;

5. Maintain all operating accounts required by the Commission in a
bank or banks in the CNMI.

6. Provide in its charter among the purposes stated the conduct of
casino gaming;

-1-
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7. If not a publicly traded corporation, establish by appropriate charter
or bylaw provisions that, upon Commission disapproval of any
future transfer of any corporate security of, share of or other interest
in the applicant corporation or any holding company intermediary
company or subsidiary thereof, such corporations and companies
shall have the absolute right to repurchase same; and

8. If a publicly traded corporation, establish by appropriate charter or,
bylaw provisions that, upon Commission disqualification of any
holder of any security of the applicant corporation, such holder shall
dispose of his security interest therein.

@ No corporation shall be eligible to apply for or hold a casino license unless
each corporate and noncorporate holding company and intermediary
company with respect thereto shall first qualify to do business in the CNMI.

1:1.2 Casino service industry licenses

(@) No enterprise shall, on a regular or continuing basis, provide any goods or
services to or conduct any business whatsoever with a casino, a casino
licensee, its employees or agents, whether or not said goods, services or
business directly relates to casino or gaming activity, unless a casino service
industry license authorizing the particular casino service business shall have
first been issued to the enterprise.

(b) No casino licensee shall conduct any school teaching gaming or playing or
dealing techniques unless a separate casino service industry license
authorizing the particular gaming school shall have first been issued to the
casino licensee.

(©) The following casino service industry enterprises shall be required to be
licensed as casino service industries in accordance with Section 47 of the
Act:

1. All enterprises providing goods and services or doing any business
whatsoever which directly relates to casino or gaming activity;

2 All schools teaching gaming, playing or dealing techniques;

3 All gaming equipment manufacturers, suppliers, distributors,
servicers and repairers; and

4. All casino hotel security service enterprises.

S All enterprises providing goods or services or doing any business
whatsoever which does not directly relate to casino or gaming
activity;

6 All suppliers of alcoholic beverages, food and nonalcoholic
beverages;

7. All garbage handlers;

8. All vending machine providers;

9. All linen suppliers;

10.  All maintenance companies;

11.  All shopkeepers located within any approved hotel; and

12.  All limousine service enterprises.
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® The Commission may exempt any person or field of commerce from the
casino service industry licensing requirements of Section 47 of the Act if it

finds:

1. That such person or field of commerce is regulated by a public
agency; and

2. That licensure is not necessary to protect the public interest; and

3. That licensure is not necessary to accomplish the policies established
by the Act.

1:1.3 Employee licenses

(a) No natural person shall be employed in the operation of a licensed casino in
a supervisory capacity or empowered to make discretionary decisions which
regulate casino operation unless he shall be over 21 years of age and unless
a casino key employee license authorizing the particular position of
employment shall have first been issued to him in accordance with Section
31 of the Act. While excluding casino employees as defined in the Act, this
category includes:

Pit bosses;

Shift bosses;

Supervisors;

Cashiers;

Casino managers;

Casino assistant managers;

Supervisors of casino security employees;

Any employee of a casino licensee empowered to procure or
purchase or contract for any entertainment, food, beverages,
supplies, equipment, furnishings or any other goods or services
whatsoever involving an annual expenditure of $500.00 or greater;

. Junket representatives; and

10.  Any employee whatsoever of a casino licensee so designated by the
Commission.

O WN =

(b) No natural person shall be employed in the operation of a licensed casino
whose employment duties require or authorize access to the casino unless he
shall be over 21 years of age and unless a casino employee license
authorizing the particular position of employment shall have first been
issued to him in accordance with section 31 of the Act. This category

includes:

1. Boxmen;

2. Dealers;

3. Croupiers;

4, Floormen;

5. Tellers

6. Countroom personnel

7. Any natural person employed by a casino or its agent to provide
physical security in a casino hotel; and

8. Any employee whatsoever of a casino licensee so designated by the

Commission.
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(g)

(h)

Every casino key employee and casino employee, except those approved by
the Chairman, shall wear in a conspicuous manner their license credential
issued by the Commission at all times while employed in the casino area
which includes without limitation, the casino floor, cashier's cage,
countrooms, eye-in-the-sky and closed circuit television monitoring.

No casino licensee shall permit any casino key employee or casino
employee, except those approved by the Chairman, to work in the casino
area without the wearing of their license credential as required herein.

Each casino licensee shall provide each such employee with a holder for the
Commission license credential which shall contain the name of the
casino/hotel complex, shall be numerically controlled and shall permit the
prominent display of the information contained on the license credential.
Thirty days prior to the use of any such holder, a casino licensee or
permittee shall submit a prototype to the Commission along with a narrative
description of the proposed manner in which employees will be required to
wear such holder.

In those situations where a license credential is lost or destroyed, a casino
key or casino employee may be authorized to enter the casino area to
perform employment duties so long as:

1. The loss or destruction of the license is promptly reported in writing
to the Commission;

2. The employee applies for a new license credential; and

3. Permission is received from a duly authorized Commission

representative to do so.

For any violation of subsections (d) and (e) of this section, the Commission
may impose the sanctions authorized by the Act.

1:1.4 (Reserved)

SUBCHAPTER 2. CASINO HOTEL FACILITIES

1:2.1 Impact of facilities

@

The Commission can require as conditions in a license that the licensee
guarantee and prove at specified times in the future that:

1. That the casino, its related facilities and its proposed location are
suitable;
2. That the proposed casino hotel will not adversely affect other

licensed casino operations or facilities;

3. That the proposed facilities comply in all respects with all
requirements of the Act and the regulations of the Commission;
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4, That the proposed facilities comply in all respects with all
requirements of the master plan of the Municipality of Tinian and

Aguiguan.
5. That the patron market is adequate; and
6. That the proposal will not adversely affect overall environmental,

economic, social, demographic or competitive conditions or natural
resources of either Tinian or the Commonwealth.

1:2.2 The hotel
(a) No plenary casino license shall be issued unless the casino shall be located

within an approved hotel which conforms in all respects to all facilities
requirements of the Act and the regulations of the Commission, unless such

approved hotel:
1. Is under one ownership;
2. Is a single building located within Tinian with or without additional

buildings or facilities annexed by means of physical connection;

3. Contains not fewer than 300 sleeping units of at least 325 square
feet each held available and used regularly for the lodging of tourists
and convention guests;

4. Contains the minimum amount of indoor dining; entertaining and
sports facilities space;

5. Contains a casino room of a minimum of 10,000 square feet
conforming in all respects to the entrance and visibility requirements
set forth in the Act, and the facilities of which are arranged to
promote maximum patron comfort and optimum casino operational
security and an atmosphere of social graciousness;

6. Contains a closed circuit television system;

7. Contains specifically designated and secure areas for the inspection,
repair and storage of gaming equipment;

8. Contains a count room and such other secure facilities for the
inspection, counting and storage of cash, coins, tokens, checks,
dice, cards, chips and other representatives of value; and

9. Contains such facilities in the ceiling of the casino room commonly
referred to as an "eye-in-the-sky" appropriate to permit direct
overhead visual surveillance of all gaming therein; provided,
however, that the Commission may exempt from this requirement
any casino room in any building if it is satisfied that same contains
an acceptable approved alternative and that such an exemption would
not be inimical to the policy of this Act and of the regulations of the
Commission; and
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10. Contains facilities suitable for all family, cabaret and pub
! entertainment requirements.

11.  Comply with the Tinian Master Plan and all Commonwealth and
Local laws and ordinances.

1:2.3 Declaratory rulings as to proposed casino hotel facilities

@) Upon the petition of any person who owns, has a contract to purchase or
construct, leases or has an agreement to lease any building or site located
within the limits of Tinian and who intends to and is able to complete a
proposed casino hotel facility therein or thereon, the Commission may in its
discretion make a declaratory ruling as to whether or not the conformance of
the proposed casino hotel facility to any of the facilities requirements of the
Act and the regulations of the Commission has been established by clear and
convincing evidence.

(b) It shall be the affirmative responsibility of each such petitioner to file all
information, documentation and assurances material to the requested
declaratory ruling in such form as is required of an applicant for a casino
license, which may include the filing of a completed "casino hotel facility
statement”.

(©) The Commission shall afford the interested parties an opportunity for
hearing upon any petition for a declaratory ruling as to a proposed casino
hotel facility.

) @ A declaratory ruling as to a proposed casino hotel facility shall bind the
Commission and the parties to the proceedings on the statement of facts set
forth therein and shall be deemed a final action provided, however, that no
casino license shall be issued unconditionally concerning any such casino
hotel facility unless compliance with every requirement of the Act and
regulations of the Commission as of the time of the issuance of such license
shall have first been established.

(e) No petition for a declaratory ruling shall be accepted by the Commission
unless the petitioner shall first have paid in full a fee of not less than $5,000
and in such further amount as the Commission may, in its discretion, deem
reasonable, proper and appropriate in relation to the operating expenses of
the Commission in considering the petition.

1:2.4 Duty to maintain and operate a superior quality facility

Every casino licensee shall have a continuing duty to maintain and operate its entire
convention hotel complex as a facility of a superior, exceptional, first class, five star and
deluxe quality, to submit the said complex to periodic inspections by the Commission and
to promptly comply with all requirements and directives of the Commission relating to the
maintenance and operation of the said complex as a facility of a superior and first class
quality.
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SUBCHAPTER 3. PERSONS REQUIRED TO BE QUALIFIED
1:3.1 Casino licenses

(a) No casino license shall be issued unless the individual qualifications of each
of the following persons shall have first been established in accordance
with all provisions, including those cited, of the Act and of the regulations
of the Commission:

1. Each applicant for and person required to apply for a casino license
in accordance with the casino license standards as set forth in section
17 of the Act;

2. Each of the following financial sources, either in effect or proposed,

of, in or to the submitted casino proposal in accordance with the
casino license standards as set forth in section 17(b) of the Act;

i. Each financial backer;

ii. Each investor;

iii. Each mortgagee;

iv. Each bond holder; and

V. Each holder of debenture, notes or other evidence of

indebtedness, either in effect or proposed;

3. Each of the following persons of every corporate applicant for a

casino license and of every corporate holding company of and

- corporate intermediary company of every corporate applicant for a

) casino license in accordance with the casino key employee
standards;

i. Each officer;

ii. Each director;

iii. Each person who directly or indirectly holds any beneficial
interest or ownership of the securities issued by the
corporation;

iv. Any person who in the opinion of the Commission has the
ability to control the corporation or elect a majority of the
board of directors of that corporation, other than a banking
or other licensed lending institution which holds a mortgage
or other lien acquired in the ordinary course of business;

V. Each principal employee; and

Vi. Any lender, underwriter, agent or employee of the
corporation whom the Commission may consider
appropriate for approval or qualification;

4. In the case of a publicly-traded corporate holding company of a
corporate applicant for a casino license, the individual qualifications
may be waived as to:

i Any such person of the publicly-traded corporate holding

company who is not significantly involved in the activities of
the corporate applicant for the casino license; and
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ii, Any such security holder of a publicly-traded corporate
‘ holding company who does not have the ability to elect a
director of or to control the said holding company;

5. Each of the following persons of every noncorporate applicant for a
casino license and of every noncorporate holding company of and
noncorporate intermediary company of every corporate applicant for
a casino license in accordance with the casino key employee
standards:

1. Each person who directly or indirectly holds any beneficial
interest or ownership in the applicant for the casino license;

il. Each person who in the opinion of the Commission has the
ability to control the applicant for the casino license; and
iii, Each person whom the Commission may consider

appropriate for approval or qualification.

6. The Commission may, if its investigations reveal that an applicant
has established his suitability for a license under Section 17 of the
Initiative, issue a license to that applicant which has as a condition,
with time deadlines which predate the opening of the casino, the
satisfactory establishment of all other persons described in
paragraphs 1:3.1 (a) 2 through 5 as persons suitable to hold a
license in accordance with the criteria of Section 17 of the Initiative.

1:3.2 Casino service industry licenses

) (a) No casino service industry license shall issue unless the individual
qualifications of each of the following persons shall have first been
established in accordance with all provisions, including those cited, of the
the Act and of the regulations of the Commission:

1. In the case of casino service industry licenses issued in accordance
with Section 47 of the Act;

1. Each such casino service industry enterprise, its owners, its
management personnel, its supervisory personnel and its
principal employees in accordance with the casino employee
standards; and

ii. Each employee of such casino service industry school
teaching gaming or playing or dealing techniques in
accordance with the casino employee standard.

1:3.3 Employee licenses

No eniployee license shall issue unless the individual qualifications of the natural person
applying therefor shall have first been established in accordance with the standards-of the
Act and of the regulations of the Commission.

1:3.4 (Reserved)
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SUBCHAPTER 4. STANDARDS FOR QUALIFICATIONS
1:4.1 SCOPE

No plenary casino license shall be issued unless each person required to qualify shall have
first qualified in accordance with the standards set forth in 1:4.2 applicable to the said
person as set forth in the Act and the regulations of the Commission.

1:4.2 CASINO AND EMPLOYEE LICENSING STANDARDS
A) GENERAL AND AFFIRMATIVE CRITERIA:

1) It shall be the affirmative responsibility of each applicant and licensee to establish
by clear and convincing evidence his individual qualifications, and for a casino
licensee the qualifications of each person who is required to be qualified under this
Act.

2) Any applicant or licensee shall provide all information required by the Act and
satisfy all requests for information pertaining to qualification.

3) All applicants and licensees shall have the continuing obligation to provide any
assistance or information required by the Commission and to cooperate in any
inquiry or investigation conducted by the Commission.

4) Each applicant shall produce such information, documentation and assurances

concerning financial background and resources as may be required to establish by

) clear and convincing evidence the financial stability and integrity of the applicant

, including but not limited to bank references, business and personal income, tax
returns and other reports filed with governmental agencies.

5) Each applicant shall produce such information, documentation and assurances as
may be necessary to establish by clear and convincing evidence the integrity of all
financial backers, investors, mortgagees, bondholders and holders of indentures,
notes or other evidence of indebtedness either proposed or in effect. The integrity
of financial sources shall be judged upon the same standards as the applicant. The
applicant shall produce whatever information documentation and assurances as may
be required to establish the adequacy of financial resources to both construct and
operate the casino hotel.

6) Each applicant shall produce such information, documentation and assurances as
may be required to establish by clear and convincing evidence the applicant's good
character, honesty and integrity. Such information shall include but not be limited
to family habits, character, reputation, criminal and arrest record, business
activities, financial affairs, professional and business associates covering a 10 year
period immediately proceeding the filing of the application.

7 Each applicant shall produce such information, documentation and assurances to
establish by clear and convincing evidence that the applicant has sufficient business
ability and casino experience to establish the likelihood of the creation and
maintenance of a successful casino operation.
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B)

1)

2)

3)

DISQUALIFICATION CRITERIA

The Commission shall deny a casino license to any applicant who is disqualified on

the basis of the following:

Failure of the applicant to prove by clear and convincing evidence that the applicant
is qualified in accordance with the provisions of the Act.

Failure of the applicant to provide information, documentation or assurances
required by the Act or requested by the Commission or failure of the applicant to
reveal any fact material to qualification or the supplying of information which is
untrue or misleading as to any material fact.

Conviction of the applicant or any person required to be qualified, of any offense in
any jurisdiction which would be:

6 CMC 1101
6 CMC 1203
6 CMC 1301
6 CMC 1309
6 CMC 1311
6 CMC 1323
6 CMC 1411
6 CMC 1421
6 CMC 1432
6 CMC 1433

6 CMC 1601(b)(1)

6 CMC 1603
6 CMC 1604
6 CMC 1606
6 CMC 1607
6 CMC 1608

6 CMC 1701
6 CMC 1705
6 CMC 1707
6 CMC 1802

6 CMC 2141(a)and(b)1

6 CMC 2143
6 CMC 2144
6 CMC 2145
6 CMC 2147
6 CMC 3155
6 CMC 3201
6 CMC 3302
6 CMC 3303
6 CMC 3304
6 CMC 3305
6 CMC 3366

Murder

Aggravated Assault and Battery

Rape

Rape by object

Sexual Abuse of a child

Child pornography

Robbery

Kidnapping

Usurping control of aircraft

Mutiny on a vessel

Theft of property or services in excess of
$20,000.00 or more

Theft by deception

Theft by extortion

Receiving stolen property

Theft of services

Theft by failure to make required disposition of
funds received

Forgery

Deceptive business practices
Counterfeiting

Arson and related offenses

Offenses and penalties for illegal drug use
Commercial offenses - drugs offenses
Fraud offenses - manufacture/ distribution penalties
Attempt and conspiracies drug offenses
Distribution to persons under 18
Gambling offenses prohibited

Bribery

Obstructing justice

Obstructing justice - interference of services
Tampering with judicial records or process
Tampering with jury

Perjury
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COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15,

Conspiracies or attempts in conjunction with any offense listed above shall be
disqualifying.

4) Any other offenses under CNMI, Federal Law or any other jurisdiction which
indicates that licensure of the applicant would be inimical to the policy of the Act
and to casino operations; however, that the automatic disqualification provisions of
the subsection shall not apply with regard to any conviction which did not occur
within the 10 year period immediately proceeding the application for licensure or
any conviction which has been the subject of a judicial order of expongement or
sealing.

5) Current prosecution or pending charges in any jurisdiction of the applicant or of any
person who is required to be qualified under this Act for any of the offenses
enumerated above; provided, however that at the request of the applicant or person
charged, the Commission shall defer discussion upon such application during the
pendancy of such charge.

6) The identification of the applicant or any person who is required to be qualified
under this Act as a career offender or a member of a career offender cartel or an
associate of a career offender or career offender cartel in such a manner which
creates a reasonable belief that the association is of such a nature as to be inimical to
the policies of the Act and a casino operations. For purposes of this section, career
offender shall be defend as any person whose behavior is pursued in an
occupational manner or context for the purpose of economic gain, utilizing such
methods as are deemed criminal of the public policy of the Commonwealth. A
career offender cartel shall be defined as any group of persons who operate together
is career offenders.

7 The Commission by the applicant or any person who is required to be qualified
under this Act as a condition of a casino license of any act or acts which would
constitute any offense under Sections 3 or 4, even if such conduct has not or may
not be prosecuted under the criminal laws of the Commonwealth.

SUBCHAPTER 5 STATEMENTS OF COMPLIANCE

Chapter 1 Subchapter 5, Statement of Compliance, Sections 1:5.1, 1:5.2 and 1:5.3 is
hereby amended to add 1:5.1, 1:5.2, 1:5.3, 1:54, 1:5.5, 1:5.6, 1:5.7, 1:5.8, 1:5.9, 1:5.10
and 1:5.11.

1:5.1 General provisions

The Commission may, in its sole and absolute discretion, issue a revocable Statement of
Compliance to an applicant for any license certifying that all requirements relating to a
particular specified eligibility criterion or stage in the license consideration process have
been complied with at any time the Commission is satisfied that any such requirements
have been established by the applicant in accordance with the Act and regulations of the
Commission.

1:5.2 Petition

@) A request for a Statement of Compliance shall be initiated by a petition. One
(1) original copy signed by the petitioner and six (6) photocopies of the
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, petition shall be filed with the Commission. The petition shall include, at a
) minimum, the following items:

@) The eligibility criteria for which the Statement of Compliance is
requested;

(i) The person(s) whose compliance is requested to be considered;

(iii)  The facts and circumstances underlying the request, including the
reason for the request; and

(iv)  Subject to the limitations contained in Section 1:5.6 of this
Subchapter, the period for which the Statement of Compliance is
requested to be effective.

(b) Each petition for a Statement of Compliance must also contain the following
undertakings:

@) Petitioner understands that any Statement of Compliance issued
pursuant to the petition is revocable by the Commission;

(ii) Petitioner understands that any Statement of Compliance issued
pursuant to the petition does not create a property right in the
petitioner;

(iii) Petitioner understands that the issuance of a Statement of
) Compliance is not an issuance of a license; and

(iv)  Petitioner understands that no license shall be issued unless every
qualification as of the time of the issuance of a license shall have
first been established in accordance with the Tinian Casino Gaming
Control Act of 1989 and regulations of the Tinian Casino Gaming
Control Commission.

1:5.3 Filing date

A petition requesting a Statement of Compliance may be filed at the time of or subsequent
to the filing of a License Application. However, no petition shall be considered until the
Division of Enforcement has completed its investigation of the matter(s) which the
Statement of Compliance is requested to address.

1:5.4 Petition filing fee and investigation costs

(@) Except as otherwise provided herein, all fees and costs incurred in
conjunction with the investigation of any petition for a Statement of
Compliance must be paid by the petitioner in the manner prescribed by this
Section 1:5.4.

(b)  Each petition for a Statement of Compliance must be accompanied by a non-
refundable filing fee in the amount of $5,000, which amount shall be
applied toward the fee payable by the petitioner under Section 1:5.7 of this
Subchapter 5.
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© In addition to the non-refundable filing fee, the Commission may require a

- petitioner to pay such supplementary investigative fees and costs as may be

determined by the Commission. At any time or times during the pendency

of a petition, the Commission may estimate the supplementary investigative

fees and costs and require a deposit or deposits to be paid by the petitioner

in advance as a condition precedent to beginning or continuing an
investigation.

(s)) The Commission will not take final action on a petition unless all filing and
investigative fees and costs have been paid in full. It shall be grounds for
denial of the petition if the petitioner has failed or refused to pay all filing
and investigative fees and costs required hereunder.

©) After all supplementary investigative fee and costs have been paid by a
petitioner, and after all actions on behalf of the Commission have been taken
with respect to the petition, the Commission shall refund to the person who
made the required deposit any balance remaining in the investigative account
of the petitioner.

® Upon final action on the petition, the Commission shall give to the petitioner
an itemized accounting of the investigative fees and costs incurred.

(® The Commission may, in its sole and absolute discretion, waive payment of
an investigative fee or cost.

1:5.5 Hearing

) All hearings pursuant to a petition for a Statement of Compliance shall be subject to Section
2:7.1 of these regulations of the Commission.

1:5.6 Effective period

(a) A Statement of Compliance shall be effective upon payment of the fee
provided under Section 1:5.7 of this Subchapter 5 and shall expire
according to the terms contained therein or until revoked by the
Commission; provided, however, the effective period of a Statement of
Compliance shall not exceed one (1) year.

(b) A Statement of Compliance may be revoked by the Commission upon a
finding that a change of circumstances has affected such compliance, that
the subject of the statement has otherwise failed to qualify for licensure, that
the subject of the statement has failed to comply with any conditions
imposed by the Commission or that any other reason for revocation exists.

1:5.7 Statement of Compliance fee

(a) Upon the issuance of a Statement of Compliance, a fee shall be paid by the
petitioner as follows:

1. The fee for a Statement of Compliance which addresses the
suitability or qualification of an applicant for a casino license (or
persons associated, physically or by conduct, in ownership of an

\ applicant for a casino license), the financial sources of an applicant
’ for a casino license or persons associated in the administration or
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. management of the operations or business of an applicant for a
j license shall be:

i. $166,666 if the Statement of Compliance addresses the
suitability or qualification of an applicant for a casino license
(or persons associated, physically or by conduct, in the
ownership of an applicant for a casino license); plus

ii. $166,666 if the Statement of Compliance addresses the
suitability and qualifications of the financial sources of an
applicant for a casino license; plus

iii. $166,666 if the Statement of Compliance addresses the
suitability and qualifications of persons associated in the
administration or management of the operations or business
of an applicant for a casino license.

2. The fee for all other Statements of Compliance shall be

$

(b) The fee shall be prorated for any effective period specifically described in
the Statement of Compliance as less than one (1) year. The fee shall not be
refunded if the Statement of Compliance is revoked by the Commission.

©) The total fee shall be reduced by the amount of the filing fee paid by the
petitioner under Section 1:5.1 of this Subchapter 5.

| _ ) (d) If a casino license is issued prior to the expiration of the effective period of

the Statement of Compliance, a prorated portion of the fee shall be applied
to the annual license fee required under Section 50(2) (b) of the Act.

1:5.8 Contents
@) Every Statement of Compliance shall:
1. Specify the particular criterion or stage complied with and indicate

that such applicant has qualified for licensure in relation to the
criterion or stage specified;

2. Set forth, as its date of issuance, the date as of which such
compliance existed;

3. Set forth its date of expiration;

4. Indicate that it may be revoked by the Commission action as of the

day following its date of expiration;

5. Indicate that it may be revoked by the Commission upon a finding
that a change of circumstances has affected such compliance, that the
applicant has otherwise filed to qualify for licensure, that the
applicant has failed to comply with any conditions imposed by the
Commission or that any other reason for revocation exists;

6. Indicate that it does not create a property right in the recipient;
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7. Indicate that it is not a license; and

8. Indicate that no license shall be issued unless every qualification as
of the time of the issuance of a license shall have first been
established in accordance with the Act and regulations of the
Commission.

1:5.9 Issuance of licenses

No plenary license shall be issued to any person to whom a Statement of Compliance has
been issued unless every qualification of such person as of the time of the issuance of such
license shall have first been established in accordance with the Act and regulations of the
Commission.

1:5.10 Reservation of casino license

(@) If requested in the petition, upon the issuance of a Statement of Compliance
which indicates the satisfactory competition of the suitability and
qualification requirements of the Act and the Commission's regulations by
an applicant for a casino license and persons associated, physically or by
conduct, in the ownership of an applicant for a casino license, the
Commission may reserve one (1) casino license, if a license is available,
which license shall be issued to the applicant only upon full compliance and
satisfaction of all license requirements under the Act and regulations of the
Commission. The license shall be reserved only during the effective period

. of the Statement of Compliance. The reservation shall expire automatically
) without further action by the Commission upon the termination of the
effective period of the Statement of Compliance.

(b) The reservation of a casino license is not a license and does not create a
property right in the person(s) for which a license is reserved.

1:5.11 Persons to be qualified

Nothing in this Subchapter 5 shall limit or define the types of persons who must be found
suitable or qualified under the Act or the regulations of the Commission.

SUBCHAPTER 6 INFORMATION

1:6.1 Affirmative responsibility to establish qualifications

It shall be the affirmative responsibility and continuing duty of each applicant and licensee
to produce such information, documentation and assurances as may be required to establish
by clear and convincing evidence his qualifications in accordance with the Act and
regulations of the Commission. No application shall be granted to any applicant who fails
to so prove his qualifications.

1:6.2 Duty to disclose and cooperate

It shall be the affirmative responsibility and continuing duty of each applicant, licensee, and

) person required to be qualified to provide all information, documentation and assurances
pertaining to qualifications required or requested by the Commission and to cooperate with

-15- '
COMMONWEALTH REGISTER VOLUME 16 NUMBER 01 JANUARY 15, 1994 PAGE 11649



‘ the Commission in the performance of its duties. Any refusal by any such person to

P comply with a formal request for information, evidence or testimony shall be a basis for

i denial, revocation or disqualification. No application shall be granted to any applicant who
fails to provide information, documentation and assurances required by the Act or
requested by the Commission or who fails to reveal any fact material to qualification.

1:6.3 Disposition of property of a casino licensee or applicant for a
casino license

(a) It shall be an affirmative responsibility of each casino licensee or applicant
for a casino license, as this term is defined in (b) below, to:

1. Submit to the Commission a copy of all agreements regarding the
lease or purchase of, or the option to lease or purchase, any
residential, or other property in Tinian licensee or applicant, or any
affiliate of the license or applicant. Such submission shall be
provided within two days of the execution of the agreement:

1:6.4 Duty to promptly furnish information

It shall be the duty of each applicant or licensee to promptly furnish all information,
documentation, assurances, consents, waivers, fingerprint impressions, photographs,
handwriting exemplars or other materials required or requested by the Commission.
Failure to furnish same within five days after receipt of request therefore shall constitute
grounds for delaying consideration of the application.

1:6.5 Consent to inspections, searches and seizures

Each applicant, licensee, holding company and intermediary company shall consent in
writing to inspections, searches and seizures authorized by law.

1:6.6 Waiver of liability for disclosure of information

Each applicant, licensee, and person required to be qualified shall, in writing, waive
liability as to Tinian and its instrumentalities and agents for any damages resulting from any
disclosure or publication of any during any inquiries, investigations or hearings.

1:6.7 Consent to examination of accounts and records

Each applicant and licensee shall, in writing, consent to the examination of all accounts,
bank accounts and records in his possession or under his control and authorize all third
parties in possession or with control of such accounts or records to allow such examination
thereof as may be deemed necessary by the Commission.

1:6.8 Fingerprinting

Each applicant, licensee, and person required to be qualified shall be fingerprinted without
charge and in duplicate on fingerprint impression card forms provided by the Commission
and marked "noncriminal”. One of the said forms shall be filed with the Comnmission and
one shall be filed with the Municipal Police Department.

1:6.9 Photographing
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Each applicant, licensee, and person required to be qualified shall be photographed without
charge and in duplicate . One set of the said photographs shall be filed with the
Commission and one shall be filed with the Municipal Police Department.
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1:6.10 Handwriting exemplars

Each applicant, licensee, intermediary company, holding company and person required to
be qualified shall, in writing, consent to he supplying of handwriting exemplars in the form
and manner directed upon the request of the Commission.

1:6.11 OQath or affirmation and attorney certification

All applicant, registration, business enterprise disclosure and personal history disclosure
forms and all other papers relating thereto submitted to the Commission by or on behalf of
an applicant shall be sworn to or affirmed and subscribed and dated by the applicant and, if
different, the author of the said form or paper before a person legally competent to take an
oath or affirmation, who shall himself subscribe and date the signature of the affiant and
indicate the basis of his authority to take oaths or affirmations. The following statement
shall immediately precede the signature of the affiant: "I swear (or affirm) that the
foregoing statements made by me are true. I am aware that if any of the foregoing
statements made by me are willfully false, I am subject to punishment". The affiant, if
requested, shall again swear to or affirm and subscribe and date any such paper in the
presence of a representative of the Commission. All such forms and papers shall also be
signed by the applicant's attorney of record, if any, which shall constitute a certification by
him that he has read the said paper and that, to the best of his knowledge, information and
behalf, its contents are true.

1:6.12 Untrue information

The Commission shall deny a license or registration to any applicant who shall supply
information to the Commission which is untrue or misleading as to a material fact
pertaining to the qualification criteria.

1:6.13 Signatures

@) All application, business enterprise disclosure and personal history
disclosure forms shall be signed by each of the following persons:

1. If of a corporation, by its president, its chairman of the board, any
other chief executive officer thereof, its secretary and its treasurer;

2. If of a partnership, by each of its partners; if a limited partnership,
only by each of its general partners;

3. If of any other business enterprise, organization or association or of
a governmental agency, by its chief executive officer, its secretary
and its treasurer; and
4. If of a natural person, by the person himself..
1:6.14 Form of signature
All signatures shall be signed in ink and dated on all original papers, but may be

photographed, typed, stamped or printed on any copies of such papers. The name and
address of the signatory shall be typed, stamped or printed beneath each signature.
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1:6.15 Form of application

Each applicant, licensee, or person required to be qualified shall provide all information in a
form specified by the Commission and shall complete and submit all appropriate
application, registration, business enterprise disclosure and personal history disclosure
forms as directed by the Commission.

NOTE: These forms, the statement and the proposal, are not reproduced herein, but can be
obtained from:

Tinian Casino Gaming Control Commission
P.O. Box 143

San Jose Village

Tinian, MP 96952

1:6.16 Format of papers

All application papers submitted to the Commission shall be on paper approximately 8 1/2
by 11 inches in size, of customary weight and quality and bound on the left margin or
upper left corner in volumes not to exceed 150 sheets. Where larger sheets are required for
exhibits, they shall be folded substantially to the size indicated. All such papers, unless
printed, shall be typed in a type size of pica or larger and double-spaced with margins of at
least one inch. Copies may be reproduced by any method capable of providing plainly
legible copies.

1:6.17 Number of copies

) (a) All original applications and other original papers relating thereto submitted
to the Commission by the applicant, shall be accompanied by the following
number of conformed copies:

1. In the case of a casino applicant and applicants for a gaming school
license, four conformed copies of all personal history disclosure
forms relating thereto and five conformed copies of all remaining
documents;

2. In the case of an applicant for a casino service industry license, four
conformed copies of all applications and papers submitted as a part
thereof;

3. In the case of an applicant for a casino key employee license, two
conformed copies of all applications and papers submitted as a part
thereof;

4. In the case of an applicant for a casino employee license, one
conformed copy of each application and papers submitted as a part
thereof.

(b)  Additional conformed copies of any such papers shall be supplied upon
request of the Chairman.
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SUBCHAPTER 7 APPLICATION

1:7.1 Receipt

All application papers, unless otherwise directed by the Chair, shall initially be submitted to

and received by the Chair, or such members of the Commission staff as the Chair may

designate, who shall cause to be endorsed thereon the date of such receipt.

1:7.2 Filing

(a) The Chair, or such members of the Commission staff as the Chair may

designate, shall determine the date of filing as to each application received
and shall cause to be endorsed thereon the date of such filing. No
application shall deemed filed until the applicant shall satisfy the Chair or his
or her designee:

1. That all papers presented conform to all requirements relating to
format, signature, oath or affirmation, attorney certification and
copies;

2. That all appropriate application, business enterprise disclosure and
personal history disclosure forms have been properly completed and
presented;

3. That all required consents, waivers, fingerprint impressions,
photographs and handwriting exemplars have been properly

) presented;

’ 4, That all other information, documentation, assurances and other
materials required or requested at that preliminary stage pertaining to
qualifications have been properly presented; and

5. That all required fees have been properly paid and all required bonds
have been properly furnished.

1:7.3 Processing
(a) Upon a determination that all prerequisites for filing have been met the

Chair, or such members of the Commission staff as the Chair shall

designate, shall:

1. Accept the application for filing and cause same to be docketed by
the Executive Director of the Commission;

2. Notify the applicant or his attorney, if any, in writing, of the fact
that the application has been accepted for filing and docketed, the
date of such acceptance for filing and the docket number thereof and
of the further fact that such expectance for filing and docketing of
the application shall constitute no evidence whatsoever that any
requirement of the act or of the regulations of the Commission have
been satisfied;

) 3. Direct the staff of the Commission to analyze, obtain and evaluate

such information of either a factual nature or otherwise as may be
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) necessary to determine the qualifications of the applicant and any
} other matter relating to the application;

1:7.4 Public inspection of information

No information in the possession of the Commission relating to any application shall be
made available for public inspection prior to the time that the said application shall be
accepted for filing and docketed in accordance with the regulations of the Commission.

1:7.5 Amendment

It shall be the duty of each applicant to promptly file with the Chair, or such members of
the Commission staff as the Chair shall designate, a written amendment to his or her
application explaining any changed facts or circumstances whenever any material or
significant change of facts or circumstances shall occur with respect to any matter set forth
in the application or other papers relating thereto. Any applicant may be permitted by the
Chair or his or her designee to file any other amendment to his application at any time prior
to final action thereon by the Commission.

1:7.6 Withdrawal

(a) Except as otherwise provided in (b) below, a written notice of withdrawal
of application may be filed by an applicant at any time prior to final
Commission action. No application shall be permitted to be withdrawn,
however, unless the applicant shall have first established to the satisfaction
. of the Commission that withdrawal of the application would be consistent
) with the public interest and the policies of the Act. The Commission shall
have the authority to direct that any applicant so permitted to withdraw his
application shall not be eligible to apply again for licensure or approval until
after the expiration of one year from the date of such withdrawal. Unless
the Commission shall otherwise direct, no fee or other payment relating to
any application shall become refundable by reason of withdrawal of the
application.

(b) Where a hearing on an application has been requested by a party or directed
by the Commission, the Commission shall not permit withdrawal of said

application after:

1. The application matter has been assigned to any other hearing
examiner authorized by law to hear such matter; or

2. The Commission has made a determination to hear the application
matter directly.

() Notwithstanding the foregoing, the Commission may accept and consider a
written notice of withdrawal after the time specified herein if extraordinary
circumstances so warrant.

1:7.7 Reapplication by natural person after denial or revocation
@) Any natural person required to be licensed, qualified or approved under the

) provisions of the Act or regulations of the Commission whose licensure,
g qualifications, or approval is either denied or revoked by the Commission
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on the basis of that person's failure to satisfy the affirmative qualification
J criteria of the Act, or due to a Commission finding that such person is
i disqualified under the criteria of the Act, or both, may not, except as
otherwise provided in (b), (f) and (g) below, reapply for licensure,
qualification or approval until five years have elapsed from the date of said
denial or revocation.

(b)  Any natural person whose licensure, qualification or approval is denied or
revoked by the Commission on the basis of any of the following
enumerated provisions of the Act or regulations of the Commission may
reapply, in accordance with the procedure set forth in (c) below, for
licensure, qualification or approval upon satisfaction of the conditions
specified herein:

1. Lack of financial stability: Reapplication is permitted upon said
person achieving status of financial stability.

2. Lack of business ability and casino experience: reapplication is
permitted upon said person acquiring the requisite business ability
and casino experience.

3. Failure to satisfy age requirement: Reapplication is permitted upon
said person attaining the requisite age or upon a Commission finding
that such age will be attained prior to the completion of the
processing of said reapplication.

: 4. Conviction of statutory disqualifier or inimical offenses:

) Reapplication is permitted after the lapse of five years from the date
of denial or upon the issuance of a judicial order of expungement or
sealing, whichever occurs first.

5. Prosecution or pending charges related to statutory disqualifier:
Reapplication is permitted upon the disposition of the prosecution or
pending charges against such person.

() If the licensure, qualification or approval of any natural person has been
denied or revoked on the basis of two or more statutory or regulatory
provisions, reapplication shall only be permitted upon compliance with the
requirements of this regulation as to each statutory or regulatory provision
which the Commission found to be a basis for such denial or revocation.

(d)  This regulation applies with equal force and effect to the denial of any
application by a natural person for licensure, qualifications or approval, and
to any denial of any reapplication for licensure, qualification or approval
permitted under the provisions of this regulation.
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SUBCHAPTER 8. FEES AND DEPOSITS (revised)

1:8.1 General description of fee and deposit policy

(a) Operations of the Commission shall be financed exclusively from fees charged
each fiscal year to applicants and licensees and shall not be funded from CNMI or
Municipality General Funds. Generally, the Act divides fees into two broad categories:
those pertaining to casino licenses and those pertaining to all other forms of licensure or
approval. The Commission shall establish, by regulation, fees for the application, issuance
and renewal of all licenses.

(b) The differing treatment of these license categories reflects a recognition and
judgment that casino applicants and licensees benefit directly or indirectly from all aspects
of the regulatory process and are best suited to bear the largest share of the costs incurred
by the Commission in implementing that process. Moreover, the actual cost of
investigating and considering applications for individual employee licenses and casino
service industry licenses will frequently exceed the amount which those applicants and
licensees may fairly be required to pay as fees. The fee structure established by these
regulations is designed to respond to these policies and problems.

(c) To the extent reasonably possible, each applicant or licensee should pay the
investigatory or regulatory costs attributable to their application or license. However, since
individual employees and casino service industry enterprises cannot always be expected to
cover the full amount expended and since a portion of the costs incurred by the
Commission pertain to the industry generally, there will be an amount of the annual budget
which will not be recoverable through specified fees for particular services.

(d) Given the mandate of the Act to recover the cost of maintaining control and
regulatory activities from license fees and given the fact that all such activities are
undertaken for the direct or indirect benefit or protection of casino operations, the
obligation to supply additional funds necessary to recover the otherwise uncollected

) expenditures of the Commission should be spread among the licensed casino facilities or
applicants for casino licenses. By their nature the agency activities generating the otherwise
uncollected expenditures are not attributable to any specific casino operation and they
produce benefits for all such operations, for example, by creating a pool of licensed
individuals to employ and enlarging the class of licensed casino service industries to
contract with for goods and services. Thus, it is reasonable to apportion the otherwise
uncollected costs equally among the licensed casino facilities and applicants for casino
licenses subject to appropriate adjustment where a particular facility is not licensed for an
entire fiscal year or where a change of ownership or control of casino operations occurs
during the fiscal year which necessitates additional investigation.

1:8.2 Fiscal year
For purpose of this subchapter, a fiscal year shall be the period commencing on
October 1 and ending the subsequent September 30.

1:8.3 License renewal general provisions

(a) All classes of gaming licenses, except casino licenses which remain in force
until cancelled, suspended or surrendered, are subject to renewal as provided herein.
Pursuant to Section 49 of the Act, no license, other than a casino license, may be renewed
later than the date of expiration of the current license.

(b) Any license, other than a casino license, which is not renewed prior to
expiration will be considered as forfeited. Reinstatement of such a forfeited license will
require processing as a new license application including payment of the proper fees
associated with initial license issuance as prescribed herein.
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1:8.4 Payment of fees and deposits

(a) No application shall be accepted for filing or processed by the Chairman except
upon the proper and timely payment of all required fees and deposits in accordance with the
Act and these regulations. Any portion of an application fee or deposit which is incurred or
determined after the filing of the application or which is estimated in accordance with this
subchapter shall be payable upon demand made by the Commission. Failure to promptly
remit any amount so demanded shall be deemed a failure to timely pay the required fee
unless the Commission finds cause to permit an extension of time in which to remit the
demanded amount.

(b) Except as otherwise provided in the Act and these regulations, failure to timely
remit fees or deposits required under this subchapter shall result in suspension of the
affected license or application until such time as the full amount of such fee or deposit is
paid unless the Commission finds cause to permit an extension of time in which to remit the
amount due. Except as otherwise provided, failure to remit the full amount of a fee or
deposit required under this section within 30 calendar days of the date such fee becomes
due shall result in permanent forfeiture of the affected license or application unless the
licensee or applicant shall show cause for nonforfeiture acceptable to the Commission.

(c) All fees payable under this subchapter shall be paid by check or money order
made payable to the "Tinian Municipal Treasurer" and presented to the Commission at its
offices. No check so presented shall be deemed payment until the Commission shall be
satisfied that sufficient funds are contained in the account against which it is drawn. All
casino license application fees and licensing cost deposits shall be payable only by cashier's
check, certified check or money order.

1:8.5 Casino license fees and deposits

(a) No application for the issuance of a casino license shall be accepted for filing by
the Commission unless a nonrefundable application fee of $200,000 and a deposit against
licensing costs of $150,000 shall first have been paid in full to the Commission.

(b) No conditional or plenary casino license shall be issued or renewed unless the
applicant shall first have paid in full an annual license fee of $500,000 or prorated portion
thereof for an initial license issuance. Pursuant to Section 50 (2)(b) of the Act, the license
year for all casino licenses shall be a fiscal year which ends on September 30.

1:8.6 Special fee assessments for general operations of the Commission

(a) To the extent possible, funding for general operations of the Commission shall
be derived from annual casino license fees, other license fees and casino license application
fees. However, when amounts received from these set fees are insufficient to fund
Commission operations, the provisions of this section shall apply.

(b) One month prior to the beginning of each new calendar quarter, the Commission
shall determine previously received funds, not including licensing cost deposits described
in 1:8.7, estimated to be available to fund operations of the Commission during the next
quarter. Simultaneously, an estimate of operational funds required for the next quarter, not
including license application processing costs, shall be prepared from the Commission's
approved budget. When a funding shortfall is projected, the deficit shall be shared equally
by all current casino license holders and applicants in the form of a special fee assessment.

(c) The Commission shall advise each license holder and applicant of the special fee
assessment not later than the tenth day of the month preceeding the beginning of a new
calendar quarter. Payment of said special fee shall then be due and payable at the office of
the Commission no later than the last working day of the month preceeding the beginning
of the new calendar quarter.

(d) Initial implementation of this section may result in these special fee assessments
being made at times other than as specified in subsection (c), as the Commission will
attempt to phase in these provisions as determined appropriate. However, any special fee
assessed for general operations shall allow a minimum of twenty (20) calendar days for
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remittance and, within six months of implementation, the regular quarterly cycle described
in subsections (b) and (c) shall be fully implemented.

(e) For purposes of this section, a calendar quarter is any consecutive three month
period which begins with the first day of January, April, July or October.

1:8.7 Costs of processing a casino license application

(a) The Commission shall cause all actual costs associated with
investigation, hearing and licensing of a each casino license application, as determined
necessary by the Commission, to be paid from licensing cost deposits submitted by the
affected applicant. With respect to the applicant, officers, principals, shareholders,
financiers, contract operators or any other parties which, in the sole view of the
Commission, are subject to licensing standards pursuant to the Act, actual licensing costs
shall include but not be limited to the following:

i.  Professional fees and expenses incident to investigation of all parties subject
to licensing standards;

ii. Expenses incident to preparation and conduct of a licensing hearing
including expert witnesses or other testimony or evidence considered by the
Commission to be relevant to deciding the casino license application; and

iii. An hourly charge, including a reasonable allowance for overhead, for all
time expended by individual TCGCC Commissioners and staff directly on
processing of the affected license application, participation in investigation,
report preparation, hearing preparation, hearing participation and any other
matter for which the time expended would not have been necessary were it
not for the existence of the particular casino license application.

(b) If the Commission determines that actual costs of processing a casino license
application will exceed the licensing cost deposit, the applicant will be notified to submit an
additional deposit in an amount to be determined by the Commission based on an estimate
of the amount of investigation and other expenses remaining. Such notification shall
establish a date by which the additional deposit amount is to be remitted which allows a
reasonable time of not less than fifteen (15) days in which to comply.

(c) When the Commission determines that the processing of a casino license
application is concluded due to issuance or denial of the license, acceptance of the
applicant's withdrawal of the application or for other reasons, any unexpended portion of
the licensing cost deposit, including additional amounts required by the Commission
subsequent to the initial filing, shall be refunded to the applicant along with a generalized
accounting of expenses paid from deposited funds. To protect the confidentiality of
investigation methodologies, such accounting to the applicant shall be limited to dates of
payments, payees and amounts paid.

(d) Prior or subsequent to issuance of a license, if a licensee or applicant proposes a
change to the ownership, capitalization or organizational structure of the licensee or
applicant which, pursuant to the Act and in the sole judgement of the Commission, requires
that additional investigation be undertaken, the Commission will notify the applicant of an
amount and due date for remittance of a licensing cost deposit based on the estimated cost
of additional investigation and other expenses. The disposition of this additional deposit
amount shall be in accordance with other provisions of this section.
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1:8.8 Licensing costs of pending casino license applications

(a) For purposes of payment of investigation and other licensing related costs, the
provisions of this section shall apply to any casino license application which is pending at
the time of adoption of this subchapter and, in connection with which, fees and deposits of
$300,000 or more have previously been remitted to the Commission.

(b) The $200,000 application fee and the $100,000 licensing cost deposit referred
to in Subsection 1:8.5(a) shall be deemed to have been timely paid from amounts
previously remitted. _

(c) As investigations undertaken by the Commission prior to adoption of this
subchapter have resulted in preliminary investigative reports being received on all pending
applications and the considerable actual costs paid by the Commission for such
investigations have exceeded the aggregate licensing cost deposits of all pending applicants,
all such deposits of pending applicants shall be considered as having been fully depleted.
Pending applicants shall have no further liability with regard to the cost of investigative
efforts expended through the filing of the preliminary investigative reports.

(d) Any additional licensing investigation or processing costs incurred or expected
to be incurred with respect to a pending application after the filing of the preliminary report
shall be individually assessed by the Commission and paid by the affected applicant in
accordance with the provisions of Section 1:8.7.

1:8.9 Slot machine fees
RESERVED

1:8.10 Casino service industry license fees
RESERVED

1:8.11 Casino key employee license fees
RESERVED

1:8.12 Casino employee license fees
RESERVED

1:8.13 Obligation to pay fees; nonrefundable nature of fees

(a) Any fee or deposit obligation arising in accordance with the Act or this
subchapter shall be due and payable notwithstanding the withdrawal or abandonment of
any application or the termination in any manner of an existing license. Each party to an
agreement to lease the casino hotel or the land thereunder, to jointly own a casino hotel or
the land thereunder, or to manage a casino shall also be liable for any amounts chargeable
to the casino licensee or applicant.

(b) Unless otherwise provided, amounts actually paid by an applicant or licensee in
accordance with the Act and this subchapter shall not be refundable.

1:8.14 Powers and duties of the Commission

Nothing in this subchapter shall be construed to limit the powers and duties of the
Commission as provided in the Act or the regulations of the Commission.
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Commonwealth of the Northern Mariana Islands

Commissioners:

Joseph M. Mendiola
Chalrman

Jose P. Crnuz
Vice Chairman

Raynaldo M. Cing
tino V. Lizama

Freddy U. Hofschnelder CERTIFICATION

William M. Cing
Executive Director

I, William M. Cing, Executive Director of the Tinian Casino Gaming Control
Commission of San Jose, Tinian, which is promulgating the Rules Regarding
Applications herein set forth, by signature below hereby certify that such Rules are a
true, complete and correct copy of the Rules Regarding Applications formally adopted by -
the Tinian Casino Gaming Control Commission.

I declare under penalty of perjury that the foregoing is true and correct and that this
declaration was executed on the Gand_ day of M , 1993, at Tinian,
Commonwealth of the Northern Mariana Islands.

William M. Cifig
Executive Director
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NOTICE OF AMENDMENT TO PROPOSED RULES AND REGULATIONS
FOR THE OPERATION OF THE CNMTI LOTTERY

AND NOTICE OF ADOPTION OF THE RULES AND REGULATIONS
FOR THE OPERATION OF THE CNMTI LOTTERY

WHEREAS, on an emergency basis the CNMI Lottery Commission
unanimously approved and adopted, on October 14, 1993, the "Rules
and Regulations for the Operation of the Commonwealth of the
Northern Mariana Islands Lottery" (hereinafter "Lottery Rules");
and,

WHEREAS, the Lottery Rules were published in the CNMI
Commonwealth Register of October 15, 1993 (Volume 15, No. 10 at
pages 10895 - 10985); and,

WHEREAS, contemporaneous is with the publication of the
Lottery Rules, a Notice and solicitation of public comment was also
published in the Commonwealth Register; and,

WHEREAS, the CNMI Lottery Commission has considered all
comments received regarding the proposed Lottery Rules and good
cause appearing, the CNMI Lottery Commission has unanimously voted
to amend the Lottery Rules by adding thereto Section 10.1 which
shall read as follows:

10.1 Provided that they otherwise comply with any and
all other applicable CNMI laws and/or applicable CNMI
Rules and Regulations, a merchant shall be exempt from
the requirements of Sections 10(b) through 10(g)
hereinabove set forth if the value of all prizes awarded
pursuant to such gift enterprise lottery undertaking does
not exceed a total retail value of $2,500.00; and,
provided further that the merchant conducting such gift
enterprise lottery which is otherwise exempted from the
requirements of Rule 10(b) through 10(g) hereinabove set
forth not buy-back, repurchase, or award a cash
equivalent for any merchandise prize so awarded; and,
provided further that the merchant conducting such gift
enterprise lottery shall, at the discretion of the CNMI
Lottery Commission, comply with the requirements of
Sections 10.2, 10.3 and 10.4 of the Lottery Rules and
Regulations as hereinafter set forth.

By signature below the Executive Secretary of the CNMI Lottery
Commission gives notice that, as hereinabove amended, the CNMI
Lottery Commission has unanimously adopted, on a permanent basis,
the "Rules and Regulations for the Operation of the Commonwealth of
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N the Northern Mariana Islands Lottery" originally adopted on an
| emergency basis October 14, 1993..

Dated this 30th day of December, 1993.

=
Eloy S. Inos

Executive Secretary
CNMI Lottery Commission

CERTIFICATION OF THE ADOPTION OF THE RULES AND REGULATIONS
FOR _THE OPERATION OF THE CNMI LOTTERY

I, Eloy S. Inos, Director of the Director of Finance am also
Executive Secretary of the CNMI Lottery Commission which Commission
has promulgated the Rules and Regulations for the Operation of the
CNMI Lottery and, by signature below, do hereby certify that such
Rules and Regqulations for the Operation of the CNMI Lottery, as
hereinabove amended, are a true, complete and correct copy of the
Rules and Regulations adopted by the CNMI Lottery Commission to
govern the operation of the CNMI Lottery.

I declare under penalty of perjury that the foregoing is true
and correct and that this declaration was executed on the 30th day
of December, 1993 on the island of Saipan, Commonwealth of the

Northern Mariana Islands. “\\f\h/ﬁvr\

Eloy S. Inos
Executive Secretary
CNMI Lottery Commission

A

Filed by: SOLEDAD B. SASAMOTO 01/12/94
Registrar of Corporations Date

Filed by: DONNA J}(%ﬁ 01/12/94
Governor's Office Date
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