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| Bil | Introducer Short Title | |Latest Action | Dateln | Date Out
H 16 Pendleton R¢ eal Outdated Reports.-AB *R Ch. SL2015-92 05/05/2015  06/03/2015
H 20 Graham Reegan's Rule/Enforce Pharm. Ben. Mgt. *S Re-ref Com On Insurance 07/21/2015

H 56 Holloway State Health Plan/Rehired Retiree Eligibility. *S Re-ref Com On Insurance 05/05/2015

H 122 Presnell Add Counties/Towns/Cities-State Health Plan. *S Re-ref Com On Insurance 05/07/2015

H 148 Shepard Insurance Required for Mopeds. *R Ch. SL2015-125 04/30/2015 06/11/2015
H 154 ller Local Governments in State Health Plan. *R Ch. SL 2015-112 04/23/2015  06/11/2015
H 163 Johnson Captive Insurance Amendments. *R Ch. SL 2015-99 05/07/2015  06/03/2015
H 182 Millis Property Insurance Fairness. *S RefTo Com On Insurance 05/14/2015

H 190 Pendleton State Health Plan Modifications.-AB *R Ch. SL 2015-100 05/07/2015  06/03/2015
H 262 Pendleton Surplus Lines Amendments. *R  Ch. SL 2015-101 05/22/2015  06/03/2015
HZ2°° Setzer Insurance Technical Changes.-AB *R Ch. SL 2015-146 04/16/2015  06/15/2015
H 361 Collins Principle-Based Reserving. S Re-ref Com On Insurance 07/16/2015

H 809 Avila Third-Party Premium Payments. *S Re-ref Com On Insurance 07/21/2015

S 120 Hartsell DOI License Processing Fees. H Re-ref Com On Judiciary IV 03/02/2015  04/23/2015
S 136 Tarte Charter School in State Health Plan. S Re-ref Com On Insurance 04/20/2015

$208 Cook Property Insurance Fairness. S Re-ref Com On Insurance 04/21/2015

5290 Curtis Allow Early Refills of Prescription Eye Drops. S Re-ref Com On Insurance 04/06/2015

S 385 Curtis Payroll Processor Surety Bonds. S Re-refto Insurance. If fav, re-ref to Finance 03/26/2015

S 423 Barringer Foster Care Family Act. *R Ch. SL 2015-135 04/16/2015  04/23/2015
$428 Brock Surcharge Transparency. S Re-ref Com On Insurance 03/30/2015

S 479 Brown Local Governments in State Health Plan. S Re-ref Com On Insurance 03/30/2015

§$637 Tarte After Tax Benefit Plan Efficiency. S Re-ref Com On Insurance 04/09/2015

S 665 Apodaca Unclaimed Life Insurance Benefits. *H Ref to the Com on Judiciary |, if favorable, 03/30/2015  04/23/2015

Insurance
S.667 Apodaca Principle-Based Reserving. H Refto the Com on Judiciary |, if favorable, 04/09/2015  04/23/2015
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S 668 Apodaca Auto Insurance/Allow Optional Enhancements. H Re-ref Com On Insurance 03/30/2015  04/23/2015
5676 Apodaca Autism Health Insurance Coverage. *H Re-ref Com On Rules, Calendar, and 03/30/2015  04/20/2015

Operations of the House

'$' indicates the bill is an appropriations bill.
A bold line indicates that the bill is an appropriations bill.
" indicates that the text of the original bill was changed by some action.
‘=" indicates that the original bill is identical
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Senate Committee on Insurance
Thursday, April 23, 2015 at 9:: AM
Room 1027/1128 of the Legisl: ve Building

MINUTES

The Senate Committee on Insurance met at 9:15 AM on April 23, 2015 in Room 1027/1128 of
the Legislative Building. Eleven members were present.

Senator Wesley Meredith, Chair, presided.

Esme Merritt-Dorosin from Carrboro, Alec Johnson from Canton and Olivia Robert 1 from
Swansboro served as pages.

Senator Meredith changed the order of the bills during 1e committee. The order of the bills
are reflected below.

SB 676 Autism Health Insurance Coverage. (Senators Apodaca, Krawiec)

Senator Gunn moved to adopt the proposed committee substitute (PCS) to the committee for
discussion and it was carried. Sen. Apodaca was introduced to speak on the bill. Amy Jo
Johnson an attorney from the Research Division shared the hi; points of the bill. Sen. Krawiec
spoke on the bill and encouraged the support of the committee. Questions were responded to
by Ms. Johnson and Sen. Apodaca. Senator McKissick moved unfavorable to the bill — favorable
to the PCS and it carried.

SB 423 Foster Care Family Act. (Senators Barringer, Harrington, Tucker)

Senator Sanderson moved to adopt the proposed comm ee substitute (PCS) to the committee
for discussion and it was carried. Sen. Barringer was introduced to speak on the bill. Questions
asked by the members were responded to by Sen. Barringer. Sen. Meredith asked R. Michel
Strickland an attorney from Young Moore & Henderson, P.A. to speak on the bill. Sen. Ford
moved unfavorable to the bill — favorable to the PCS and it carried.

SB 120 DOI License Processing Fees. (Senator Hartsell)

Sen Hartsell was introduced to speak on the bill. He bro :ht a handout and it was sha 1 with
the members. There were no questions from the members. Sen. Gunn made a favorable
report and it carried.

SB 665 Unclaimed Life Insurance Benefits. (Senator Ap laca)

Sen. Apodaca was introduced to speak on the bill. Kristc Harris an attorney from the Research
Division was asked to explain the bill. Questions asked by the members were responded to by
Ms. Harris. Anthony Solari from the Treasurer’s Department spoke in favor of the bill. Sen.
Hise moved for a favorable report and it carried.






SB 667 Principle-Based Reserving. (Senator Apodaca)
Senator Apodaca was introduced to speak on the bill. No questions were asked by the
members. Sen. Ford moved for a favorable report and it carried.

SB 668 Auto Insurance/Allow Optional Enhancements. (Ser  * Apodaca)

Sen. Apodaca was introduced to speak on the bill. Sen. Mere asked M. Benjamin Popkin,
JD, MPH/ Director of Government Affairs for the NC Department of Insurance to speak in favor
of the bill. Sen. Ford moved for a favorable report and it carried.

The meeting adjourned at 9:56 AM.

A (el
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Senate Committee on Insurance
Thursday, April 23, 2015, 9:15 AM
1027/ 128 Legislative Building
AGENDA

Welcome and Opening Remarks

Introduction of Pages

Bills
BILL NO. SHORT TITLE SP( \NSOR
SB 120 DOI License Processing Senator Hartsell
Fees.
SB 423 Foster Care Family Act. Senator Barringer
Senator Harrington
Senator Tucker
SB 665 Unclaimed Life Insurance  Senator Apodaca
Benefits.
SB 667 Principle-Based Senator Apodaca
Reserving.
SB 668 Auto Insurance/Allow Senator Apodaca

Optional Enhance nents.
SB 676 Autism Health Insurance Senator Apodaca
Coverage. Senator Krawiec
























SENATE BILL 120:
DOI License Processing rees

2015-2016 General Assembly

Committee: Senate Re-ref to Insurance. If fav, re-refto  Date: April 22,2015
Finance

Introduced by: Sen. Hartsell Prepared by: Tim Hovis

Analysis of: First Edition Comn tee Counsel

|As introduced, this bill was identical to H196, as introduced by Reps. Dollar, Lucas, which is
currently in House Insurance.]

CURRENT LAW: Current law allows the Department of Insurance to contract with the National
Association of Insurance Commissioners (NAIC) or other persons for the provisions of online services
to applicants and licensees, the provision of administrative services, the provisions of license processing
and support services, and regulatory data systems.

BILL ANALYSIS: With respect to contracts between the Agent Services Division (ASD) of the
Department and other contracting parties that include license application processing, the bill would
allow the contracting party the option to charge different fees based on the effort necessary to process
licenses for each category of applicant or licensees.

Senate Bill 120 is a recommendation of the Joint Legislative Program Evaluation Oversight Committee.

. EFFECTIVE DATE: Senate Bill 120 is effective when it becomes law and applies to any contract
entered into by the Department on or after that date.

O. Walker Reagan
Director

(919) 733-2578
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This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statement of legislative intent.
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2015

SENATE BILL 120*

Short Title:  DOI License Processing Fees. (Public)

Sponsors: Senator Hartsell (Primary Sponsor).

Referred to:  Rules and Operations of the Senate.

February 27, 2015

A BILL TO BE ENTITLED
AN ACT TO REQUIRE THAT THE DEPARTMENT OF INSURANC INCLUDE

DIFFERENTIAL LICENSE PROCESSING FEES WHEN ISSUING ITS NEXT

REQUEST FOR PROPOSAL FOR A LICENSING ADMINISTRATIVE SERVICES

CONTRACT, AS RECOMMENDED BY THE JOINT LEGISLATIVE PROGRAM

EVALUATION OVERSIGHT COMMITTEE.

The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-2-69(g) reads as rewritten:

"(g) The Commissioner may contract with the NAIC or other persons for the provision
of online services to applicants and licensees, for the provision of administrative ser' :es, for
the provision of license processing and support services, and for the provision of regulatory
data systems to the Commissioner. The NAIC or other person with whom the Commissioner
contracts may charge applicants and licensees a reasonable fee for the provision of online
services, the provision of administrative services, the provision of license processing and
support services, and the provision of regulatory data systems to the Commis »Hner. The fee
shall be agreed to by the Commissioner and the other contracting party and shall be stated in
the contract. Wi ~~spect tr ~~~tracts between the Agen* “--vices Division of the Departm~-*
ace_and other contracting parties that include the provision of license application
processing after the receipt of an application, the contract may allow the other contracting party
the option to charge different fees based on the effort necessary to process licenses for ¢--*
category ~¥ ~=='i~~=+ or licens~~ ==~+id~" ~~=i~~~nder the contract. The fee is in addition to
any applicable license application and renewal tees. Contracts for the provision of online
services, contracts for the provision of administrative services, and contracts for the provision
of regulatory data systems shall not be subject to Article 3, 3C, or 8 of Chapter 143 of the
General Statutes or to Article 3D of Chapter 147 of the General Statutes. However, the
Commissioner shall: (i) submit all proposed contracts for supplies, materials, printing,
equipment, and contractual services that exceed one million dollars ($1,000,000) authorized by
this subsection to the Attorney General or the Attorney General's designee for review as
provided in G.S. 114-8.3; and (ii) include in all contracts to be awarded by the Commissioner
under this subsection a standard clause which provides that the State Auditor and internal
auditors of the Commissioner may audit the records of the contractor during and after the term
of the agreement or contract to verify accounts and data affecting fees and performance. The
Commissioner shall not award a cost plus percentage of cost agreement or contract for any
purpose."

SECTION 2. This act is effective when it becomes law, and applies to any contract
for license processing services entered into by the Department on or after that date.
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S 2 - Vv -

*



O






Exhibit 7: Half of Pearson VUE’s Customer Service Representatives Were Needed to Process 3% of.
License Applications During Fiscal Year 2013-14

PEARSON

North Carolina Licensing Office

&

Insurance Industry Operations Manager NIBE and Bail Bond

Processing I Industry Processing

Supervisor Supervisor
Customer Service Representatives Customer Service Representatives

(9} 9

Processed 106,560
License Applications
97%

Processed 3,197
License Applications
3%

Note: N ! is the acronym for non-insurance business entity.

Source: Program Evaluation Division based on information from Pearson VUE.

Exhibit 8

Pearson VUE Can Process
Several Initial Insurance
License Applications in the
Time Required to Process
One Initial Surety Bail
Bondsman or Collection
Agency License Application

Source: Program Evaluation Division based on information from Pearson VUE. ‘

































SENATE BILL 423:
Foster Care Family Act

Kt

2015-2016 General Assembly

Committee: Senate Insurance Date: April 23,2015
Introduced by: Sens. Barringer, Harrington, Tucker Prepared by: Kristen Harris
Analysis of: PCS to Second Edition Committee Counsel

S423-CSTU-13

SUMMARY:

[As introduced, this bill was identical to H407, as introduced by Reps. Stevens, Glazier, which is
currently in House Appropriations.]

The Proposed Committee Substitute for Senate Bill 423 would amend the law applying to foster care

Sfamilies through: 1) the implementation of a reasonable and prudent parent standard; 2) providing
liability insurance for foster parents; 3) reducing barriers to obtaining a driver's license for foster
children; and 4) requiring the Department of Health and Human Services (DHHS) to study a
Medicaid waiver for children with serious emotional disturbance.

BILL ANALYSIS:

Section 2.1 would establish the reasonable and prudent parenting standard for foster care caregivers. A
caregiver must apply the standard when determining if a child can participate in extracurricular,
enrichment, or social activities. A caregiver has the authority to provide or withhold permission to
participate in normal childhood activities, which includes sleepovers, without prior approval of the court
or a county department of social services.

Under the new section, a caregiver would not be liable for 1) an act or omission of a foster child if the
caregiver or county department of social services acted in accordance with the reasonable an prudent
parenting standard or 2) for injuries to the child that occur as a result of reasonable and prudent
parenting standard. The burden of proof for a breach of the reasonable and prudent parenting standard
would be by clear and convincing evidence.

The caregiver would be liable for any action or inaction of gross negligence, willful and wanton
conduct, or intentional wrongdoing that results in injury.

Section 2.2 would require DHHS to make diligent efforts to notify relatives and any custodial parents of
the juvenile's siblings that the juvenile is in nonsecure custody and of nonsecure custody hearii

Section 2.3 would require the court to consider, prior to the adjudicatory hearing, whether parents with
custody of a sibling of the juvenile have been identified and notified as potential resources for| icement
and support.

Section 2.4 would require the court to inquire, at dispositional hearings, about efforts made to identify
and notify parents with custody of a sibling of the juvenile as potential resources for placement or
support.

Section 2.5 would first authorize a county department of social services (DSS) with custody of a
juvenile to make decisions about matters generally made by a juvenile's custodian and to provide or
withhold permission to allow a juvenile to participate in normal childhood activities.

A AR MO AATOM
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Director

O. Walker Reagan
(919) 733-2578
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Senate Bill 423

Page 2

Second, it would add requirements for every permanency planning hearing for a juvenile in the custody
of DSS who has reached the age of 14, including that the court inquire and make written findings
regarding the child's transition to adulthood and whether Another Planned Permanent Living
Arrangement (APPLA) would be an appropriate plan for the juvenile.

Section 3.1 would require the R : Bureau to develop an optional policy form or endorsement to be filed
with the Commissioner of Insurance for approval no later than May 1, 2016 that provides liability
insurance to licensed foster parents.

Section 4.1 would declare minors 16 years or older in the legal custody of DSS qualified and competent
to contract for the purchase of an automobile insurance policy with the consent of the court. The minor
would be responsible for paying for the insurance and be liable for damages caused by his or her
negligent operation of a vehicle.

Section 4.2 would state who must sign an application for a learner's permit or provisional driver's
license for a minor in the legal custody of the DSS.

Section 4.3 would allow a foster parent to meet the financial responsibility requirements for vehicle
registration, even if a foster child residing in the household is excluded under the parent's policy, as long
as the child is insured under some other policy of liability insurance or a named non-owner's liability
policy. The Rate Bureau would establish, with the Commissioner's approval, a named driver clusion
endorsement for foster children.

Section 4.4 would make confit ing changes to G.S. 20-279.21(b) ("Motor vehicle liability policy"
defined) consistent with Section 4.3.

Section 5.1(a) would require the DHHS, Division of Medical Assistance to design and draft, but not
submit, a 1915 (¢) Medicaid waiver to serve children with Serious Emotional Disturbance (SED) in
home and community-based setti s.

Section 5.1(b) would require the YHHS to report the draft waiver, other findings, and a - other options
or recommendations to best serve children with SED to the Joint Legislative Oversight Committee on
Health and Human Services by December 1, 2015.

EFFECTIVE DATE: Parts 2 and 4 of this act would become effective on October 1, 2015. The
remainder of this act is effective when it becomes law.

Staff Attorney Tawanda Foster substantially contributed to this summary.




































Sr.NA 1 E BILL 665:;
Unclaimed Life Insurance Benefits

A
* ‘A,‘&,j'
£

2015-2016 General Assembly

Committee: Senate Insurance Date: April 23,2015
Introduced by: Sen. Apodaca Prepared by: Kristen Harris
Analysis of: First Edition Committee Counsel

SUMMARY: Senate Bill 665 would create the North Carolina Unclaimed Life Insurance Benefits
Act which would require insurers, unless it would result in hardship, to inquire on a semi-annual
basis if benefits were due under their in-force policies.

CURRENT LAW AND BACKGROUND: The North Carolina Unclaimed Property Act is found in
Article 4 of Chapter 116B of the General Statutes. An amount due and payable under a life insurance
policy is considered property under the Act. The Act addresses when property is presumed abandoned,
rules for taking custody, and notification and reporting requirements. All property escheated or
abandoned under the provisions of Chapter 116B shall be paid into the Escheat Fund which is
administered by the State Treasurer.

The North Carolina Department of Insurance has a "Lost life Insurance and Annuity Inquiry Service" to

help consumers locate benefits from life insurance policies or annuity contracts purchased in the State.

According to the Department's website, possible beneficiaries, as well as executors and legal

representatives, may submit an inquiry form that will be forwarded to North Carolina-licensed life
‘ insurance companies which will then contact the individual if a policy is located.'

BILL ANALYSIS:

Section 1 would provide that nothing in the act would amend, modify, or supersede the North Carolina
Unclaimed Property Act. An insurer of life insurance policies would be required to compare semi-
annually its policies with the death master file (DMF) from the U.S. Social Security Administration to
determine potential matches. If the insurer learned of a possible death, the insurer would be required
within 90 days to complete a good-faith effort to confirm the death and determine what benefits may be
due and to locate and instruct the beneficiaries on how to submit a claim. An insurer would not be
allowed to charge a beneficiary for any fees or costs associated with a DMF search or match. If
beneficiaries could not be found, the benefits would escheat to the State as unclaimed property. The
Commissioner of Insurance would be able to exempt an insurer from DMF comparison requirements if
the insurer demonstrated, to the Commissioner's satisfaction, that compliance would result in hardship to
the insurer. A pattern of failures to meet the requirements of the act may constitute an unfair claims
settlement practice under Chapter 58.

Section 2 would authorize the Commissioner to adopt rules to implement the act.

EFFECTIVE DATE: Section 2 of this act is effective when it becomes law. The remainder of this act
becomes effective July 1, 2015.

' " http://www.ncdoi.com/consumer/Consumer_Life Lost_Policy.aspx

LR
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This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statement of legislative intent.

O. Walker Reagan
Director

Research Division
(919) 733-2578
























SENATE BILL 667:
Principle-Based Reserving

2015-2016 General Assembly

Committee: Senate Insurance Date: April 23,2015
Introduced by: Sen. Apodaca Prepared by: Kristen Harris
Analysis of?: First Edition Committee Counsel

SUMMARY: Senate Bill 667 would provide for a principle-based reserving approach to valuing life
insurance reserves in North Carolina and make minor conforming changes to the Standard
Nonforfeiture Law.

[As introduced, this bill was identical to H361, as introduced by Reps. Collins, Tine, Setzer, which
is currently in House Insurance.]

BACKGROUND AND CURRENT LAW:

North Carolina currently uses a formula-based approach based on mortality tables and interest rates to
calculate life insurance policy reserves.

In 2009, the National Association of Insurance Commissioners (NAIC) adopted the Standard Valuation
Law (SVL) which introduced a new method for calculating life insurance policy reserves called
"principle-based reserving" (PBR). The PBR approach replaces the formulaic approach by adopting a
Valuation Manual which is maintained by the NAIC. To date, - states have enacted legislation to

. implement principle-based reserving. Once at least 42 states, representing 75% of the total U.S.
premium adopt the revisions to the SVL, PBR will be implemented over approximately three years and
only for new business.'

It is anticipated that PBR will become an NAIC accreditation requirement by 2016 or 20°
BILL ANALYSIS:

Section 1 would incorporate model language from the NAIC's Standard Valuation Law for new business
issued after the operative date of the valuation manual, as defined in Section 3. The current statutory
language would apply to business issued prior to the manual's operative date. The bill would require the
Commissioner to value annually reserves for various types of contracts in the State issued on or after the
operative date of the manual. Every company with outstanding contracts would be required to submit
annually the opinion of the appointed actuary in accordance with the guidelines prescribed in the
manual. A provision would be included addressing the confidentiality of documents, materials, and other
information provided to the Commissioner. The Commissioner would be allowed to exempt specific
product forms and lines of a domestic company from the manual's requirements under certain
circumstances. The Department of Insurance would have authority to enter into contracts with the
NAIC, other states, entities, or persons to fulfill the requirements of this section.

Section 2 would make conforming changes to the Standard Nonforfeiture Law to maintain consistency
with the Standard Valuation Law in Section I.

Section 3 would define the operative date of the NAIC valuation manual.

. " http://www.naic.org/documents/committees_ex_pbr_implementation_tf related 1 50301 pbr implementation.pdf
O. Walker Reagan I"" Research Division
Director (919) 733-2578
xS 6.7-SMTU=-29 E1 =-v2 =

This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statement of legislative intent.
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Page 2

Section 4 would incorporate model inguage from the NAIC's Standard Valuation Law.

EFFECTIVE DATE: Sections | and 2 of this act become effective on the operative date of 1 : manual
of valuation instructions adopted by the National Association of Insurance Commissioners as provided
in G.S. 58-58-51. The remainder of this act is effective when it becomes law.
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3)

“4)

of five percent (5%) per annum, and five and one-half percent (5 %2%)
interest for single premium life insurance policies.

Except as otherwise provided in subdivisions (3) and (4) of this subsection,
~= ‘1 _subsection (k), the minimum standards for the valuation of all such
policies and contracts issued on or after the effective date of this section
shall be the Commissioner's reserve valuation methods defined in
subsections (d), ¢d-(d1), and-(g), and (k). five percent (5%) interest for
group annuity and pure endowment contracts and three and one-half percent
(3 2% interest for all other policies and contracts, or, in the case of policies
and contracts other than annuity and pure endowment contracts, issued on or
after July 1, 1975, four percent (4%) interest for such policies issued prior to
April 19, 1979, and four and one-half percent (4 '2%) interest for such
policies issued on or after April 19, 1979, and the following tables:

Except as provided in subdivision (4) of this subsection, the minimum
standard fer-theof valuation efaHfor individual annuity and pure endowment
contracts issued on or after the operative date of this subdivision (3), as
defined herein, and for aH-annuities and pure endowments purchased on or
after such operative date under group annuity and pure endowment
contracts, shall be the Commissioner's reserve valuation methods defined in
subsections (d) and ¢d-H(d 1) and the following tables and interest rates:

After July 1, 1975, any company may file with the Commissioner a
written notice of its election to comply with the provisions of this
subdivision (3) after a specified date before January 1, 1979, which shall be
the operative date of this subdivision for such company, provided, a
con any may elect a different operative date for individual annuity and pure
endowment contracts from that elected for group annuity and pu
endowment contracts. If a company makes no such election, the operative
date of this subdivision for such company shall be January 1, 1979.

a. Applicability of This-Subdivisien:this subdivision. The interest rates
used in determining the minimum standard for the valuation of:

1. AdHielife insurance policies issued in a particular calendar
year, on or after the operative date of subdivision (e)(4) of

G.S. 58-58-55,

2. AH—ndividualindi-*“mal annuity and pure endowment
contracts issued in a particular calendar year on or after
January 1, 1982,

3. AHannuities,* ~-uities and pure endowments purchased in a
particular calendar year on or after January 1, 1982, under

group annuity and pure endowment contracts, and

4. The net increase, if any, in a particular calendar year after
January 1, 1982, in amounts held under guaranteed interest
contracts

shall be the calendar year statutory valuation interest rates as defined
in this subdivision.

(d) Except as otherwise provided in subsections ¢d—-ane‘*', (g), and (k) reserves
according to the Commissioner's reserve valuation method, for the life insura :e and
endowment benefits of policies providing for a uniform amount of insurance and requiring the
payment of unifi  premiums, shall be the excess, if any, of the present value, at the date of

$667 [Edition 1]

Page 3
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General Assemblv of North Carolina Session 2015

valuation, of such future guaranteed benefits provided for by such policies, over the then
present value of any future modified net premiums therefor. The modified net premiums for
any such policy shall 2 such uniform percentage of the respective contract premiums for such
benefits that the present value, at the date of issue of the policy, of all such modified net
premiums shall be equal to the sum of the then present value of such benefits provided for by
the policy and the excess of (1) and (2), as follows:

(1) A net level annual premium equal to the present value, at the date of issue,
of such benefits provided for after the first policy year, divided by the
present value, at the date of issue, of an annuity of one per annum payable
on the first and each subsequent anniversary of such policy on which a
premium falls due; provided, however, that such net level annual premium
shall not exceed the net level annual premium on the 19-year premium
whole life plan for insurance of the same amount at an age one year higher
than the age at issue of such policy.

(2) A net one year term premium for such benefits provided for in the first
policy year.

Provided that for any life insurance policy issued on or after January I, 1985. for which the
contract premium in the first policy year exceeds that of the second year and r which no
comparable additional benefits are provided in the first year for such excess and which provides
an endowment benefit or a cash surrender value of a combination thereof in an amount greater
than such excess premium, the reserve according to the Commissioner's reserve valuation
method as of any policy anniversary occurring on or before the assumed ending date defined
herein as the first policy anniversary on which the sum of any endowment benefit and any cash
surrender value then available is greater than such excess premium shall, except as otherwise
provided in subsection (g), be the greater of the reserve as of such policy anniversary calculated
as described in the first paragraph of this subsection and the reserve as of such policy
anniversary calculated as described in that paragraph, but with (i) the value defined in
subparagraph (1) of that paragraph being reduced by fifteen percent (15%) of the amount of
such excess first year premium, (ii) all present values of benefits and premiums being
determined without reference to premiums or benefits provided for by the policy after the
assumed ending date, (iii) the policy being assumed to mature on such date as an endowment,
and (iv) the cash surrender value provided on such date being considered as an endowment
benefit. In making the above comparison the mortality and interest bases stated in subdivisions
(2) and (4) of subsection (c) shall be used.

Reserves according to the Commissioner's reserve valuation method for: (i) life insurance
policies providing for a varying amount of insurance or requiring the payment of varying
premiums; (ii) group annuity and pure endowment contracts purchased under a retirement plan
or plan of deferred compensation, established or maintained by an employer (including a
partnership or sole proprietorship) or by an employee organization, or by both, other than a
plan providing individual retirement accounts or individual retirement annuities under section
408 of the Internal Revenue Code, as now or hereafter amended; (iii) disability and accidental
death benefits in all policies and contracts; and (iv) all other benefits, except life insurance and
endowment benefits in life insurance policies and benefits provided by all other annuity and
pure endowment contracts, shall be calculated by a method consistent with the principles of this
subsection except that any extra premiums charged because of impairments or special hazards
shall be disregarded in the determination of modified net premiums.

¢d—+"") This subsection shall apply to all annuity and pure endowment contracts other
than group annuity and pure endowment contracts purchased under a retirement plan or plan of
deferred compensation, established or maintained by an employer (including a partners p or
sole proprietorship) or by an employee organization, or by both, other than a plan providing
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individual retirement accounts or individual retirement annuities under section 408 of the
Internal Revenue Code, as now or hereafter amended.

Reserves according to the Commissioner's annuity reserve method for benefits under
annuity or pure endowment contracts, excluding any disability and accidental death benefits in
such contracts, shall be the greatest of the respective excesses of the present values, at the date
of valuation, of the future guaranteed benefits, including guaranteed nonforfeiture benefits,
provided for by such contracts at the end of each respective contract year, over the present
value, at the date of valuation, of any future valuation considerations derived from future gross
considerations, required by the terms of such contract, that become payable prior to the end of
such respective contract year. The future guaranteed benefits shall be determined by using the
mortality table, if any, and the interest rate, or rates, specified in such contracts for determining
guaranteed benefits. The valuation considerations are the portions of the respective gross
considerations applied under the terms of such contracts to determine nonforfeiture values.

(e) In no event shall a company's aggregate reserves for all life insurance policies,
excluding disability and accidental death benefits, issued on or after the effective date of this
section, be less than the aggregate reserves calculated in accordance with the methods set forth
in subsections (d), ¢d—Hx(d1), (g) and (h) of this section and the mortality table or tables and
rate or rates of interest used in calculating nonforfeiture benefits for such policies. In no event
shall the aggregate reserves for all policies, contracts, and benefits be less than the aggregate
reserves determined by the qualified-appointed actuary to be necessary to render the opinion
required by subsection (i) or subsection (j1) of this section.

6y Reserves for all policies and contracts issued before the effective date of this section
may be calculated, at the option of the company, according to any standards that produce
greater aggregate reserves for those policies and contracts than the minimum reserves required
by the laws in effect immediately before that date.

Reserves for any category of policies, contracts or benefits as established by the
Commissioner, issued on or after the effective date of this section may be calculated, at the
option of the company, according to any standards that produce greater aggregate reserves for
such category than those calculated according to the minimum standard herein provided, but
the rate or rates of interest used for policies and contracts, other than annuity and pure
endowment contracts, shall not be highergreater than the corresponding rate or rates of interest
used in calculating any nonforfeiture benefits provided fer-therein-in the pc'i~*~s or ~~=*cts.

Any such company that adopts any standard of valuation producing greater aggregate
reserves than those calculated according to the minimum standard herein provided may, with
the approval of the Commissioner, adopt any lower standard of valuation, but not lower than
the minimum heretnprevided-provided in this section. Provided, however, that for the purposes
of this section, the holding of additional reserves previously determined by a—gualifiedthe
appointed actuary to be necessary to render the opinion required by subsection ¢&3(** ~—~ " of
this section shall not be deemed to be the adoption of a higher standard of valuation.

(2) If in any contract year the gross premium charged by any Hfe-insuranee-company on
any policy or contract is less than the valuation net premium for the policy or contract
calculated by the method used in calculating the reserve thereon but using the minimum
valuation standards of mortality and rate of interest, the minimum reserve required for such
policy or contract shall be the greater of either the reserve calculated according to the mortality
table, rate of interest, and method actually used for such policy or contract, or the reserve
calculated by the method actually used for such policy or contract but using the minimum
valuation standards of mortality and rate of interest and rej cing the valuation net premium by
the actual gross premium in each contract year for which the valuation net premium exceeds
the actual gross premium. The minimum valuation standards of mortality and rate of interest
referred to in this subsection are those standards stated in subdivisions (1), (2) and (4) of
subsection (c).
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equivalent uniform amount with uniform premiums for the whole of life
issued at the same age for the same amount of insurance, whichever is less.
Provided, however, that in applying the percentages specified in (iii) . d (iv)
above, no adjusted premium shall be deemed to exceed four percent (4%) of
the amount of insurance or uniform amount equivalent thereto. The date of
issue of a policy for the purpose of this subsection shall be the date as of
whi  the rated age of the insured is determined.

In the case of a policy providing an amount of insurance varying with
duration of the policy, the equivalent uniform amount thereof for the purpose
of this section shall be deemed to be the uniform amount of insurance
provided by an otherwise similar policy containing the same endowment
benefit or benefits, if any, issued at the same age and for the same term, the
amount of which does not vary with duration and the benefits under which
have the same present value at the date of issue as the benefits under the
policy, provided, however, that in the case of a policy provid 1 a varying
amount of insurance issued on the life of a child under age 10, the equivalent
uniform amount may be computed as though the amount of insurance
provided by the policy prior to the attainment of age 10 were the amount
provided by such policy at age 10.

The adjusted premiums for any policy providing term insurance benefits
by rider or supplemental policy provision shall be equal to (i) the adjusted
premiums for an otherwise similar policy issued at the same age without
such term insurance benefits, increased, during the period for which
premiums for such term insurance benefits are payable, by (ii) the adjusted
premiums for such term insurance, the foregoing items (i) and (ii) being
calculated separately and as specified in the first two paragraphs of this
subsection except that, for the purposes of (ii), (iii) and (iv) of the first such
paragraph, the amount of insurance or equivalent uniform amount of
insurance used in the calculation of the adjusted premiums referred to in (ii)
of this paragraph shall be equal to the excess of the corresponding nount
determined for the entire policy over the amount used in the calculation of
the adjusted premiums in (i).

Except as otherwise provided in subdivisions (2) and (3) of this
subsection, all adjusted premiums and present values referred to in this
section shall for all policies of ordinary insurance be calculated on the basis
of the Commissioner's 1941 Standard Ordinary Mortality Table, provided
that for any category of ordinary insurance issued on female risks, adjusted
premiums and present values may be calculated accordii to an age not
more than three years younger than the actual age of the insured, and such
calculations for all policies of industrial insurance shall be made on the basis
of the 1941 Standard Industrial Mortality Table. All calculations shall be
made on the basis of the rate of interest, not exceeding three and one-half
percent (3 1/2%) per annum, specified in the policy for calculating cash
surrender values and paid-up nonforfeiture benefits. Provided, however, that
in calculating the present value of any paid-up term insurance with
accompanying pure endowment, if any, offered as a nonforfeiture benefit,
the rates of mortality assumed may not be more than one hundred and thirty
percent (130%) of the rates of mortality according to such applicable table.
Provided, further, that for insurance issued on a substandard basis, the
calculation of any such adjusted premiums and present values may be based
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on such other table of mortality as may be specified by the company and
approved by the Commissioner.

a.

This subdivision shall apply to all policies issued on or after the
operative date of this subdivision (4) of subsection (e) as defined
herein. Except as provided in paragraph g of this subdivision, the
adjusted premiums for any policy shall be calculated on an annual
basis and shall be such uniform percentage of the respective
premiums specified in the policy for each policy year, excluding
amounts payable as extra premiums to cover impairments or special
hazards and also excluding any uniform annual contract charge or
policy fee specified in the policy in a statement of the method to be
used in calculating the cash surrender values and paid-up
nonforfeiture benefits, that the present value, at the date of issue of
the policy, of all adjusted premiums shall be equal to the sum of (i)
the then present value of the future guaranteed benefits provided for
by the policy; (ii) one percent (1%) of either the amount of insurance,
if the insurance be uniform in amount, or the average amount of
insurance at the beginning of each of the first 10 policy years; and
(ii1) one hundred twenty-five percent (125%) of the nonforfeiture net
level premium as hereinafter defined. Provided, however, that in
applying the percentage specified in (iii) above no nonforfeiture net
level premium shall be deemed to exceed four percent (4%) of either
the amount of insurance, if the insurance be uniform in amount, or
the average amount of insurance at the beginning of each of the first
10 policy years. The date of issue of a policy for the purpose of this
subdivision shall be the date as of which the rated age of the insured
is determined.

All adjusted premiums and present values referred to in this section
shall for all policies of ordinary insurance be calculated on the basis
of (i) the Commissioner's 1980 Standard Ordinary Mortality Table or
(ii) at the election of the company for any one or more specified
plans of life insurance, the Commissioner's 1980 Standard Ordinary
Mortality Table with Ten-Year Si :ct Mortality Factors; shall for all
policies of industrial insurance be calculated on the basis of the
Commissioner's 1961 Standard Industrial Mortality Table; and shall
for all policies issued in a particular calendar year be calculated on
the basis of a rate of interest not exceeding the nonforfeiture interest
rate as defined in this subdivision for policies issued in that calendar
year. Provided, however, that:

6. AHf | NP .AAIi_c:An PR A DriOF o~ 4Le Operatf..,‘ Antbn A 4ln
valuation manual, which is detined in G.S. 5¥-58-51. any
Cor---*~jioners Standard ordinary mortality tables, adopted

after 1980 by the NAIC, that are approved by regulation
promulgated by the Commissioner for use in determining the
minimum nonforfeiture standard may be substituted for the
Commissioner's 1980 Standard Ordinary Mortality Table with
or without Ten-Year Select Mortality Factors or for the
Commissioner's 1980 Extended Term Insurance Table. For
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SENATE BILL 667:
Principle-Based Reserving

2015-2016 General Assembly

Committee: Senate Insurance Date: April 23,2015
Introduced by: Sen. Apodaca Prepared by: Kristen Harris
Analysis of: First Edition Committee Counsel

SUMMARY: Senate Bill 667 would provide for a principle-based reserving approach to valuing life
insurance reserves in North Carolina and make minor conforming changes to the Standard
Nonforfeiture Law.

[As introduced, this bill was identical to H361, as introduced by Reps. Collins, Tine, Setzer, which
is currently in House Insurance.]

ACKGROUND AND CURRENT LAW:

North Carolina currently uses a formula-based approach based on mortality tables and interest rates to
calculate life insurance policy reserves.

In 2009, the National Association of Insurance Commissioners (NAIC) adopted the Standard Valuation
aw (SVL) which introduced a new method for calculating life insurance policy reserves called
"principle-based reserving” (PBR). The PBR approach replaces the formulaic approach by adopting a
Valuation Manual which is maintained by the NAIC. To date, 21 states have enacted legislation to
. implement principle-based reserving. Once at least 42 states, representing 75% of the total U.S.
premium adopt the revisions to the SVL, PBR will be im| :mented over approximately three years and

only for new business."'

It is anticipated that PBR will become an NAIC accreditation requirement by 2016 or 2017.
BILL ANALYSIS:

Section 1 would incorporate model language from the NAIC's Standard Valuation Law for new business
issued after the operative date of the valuation manual, as defined in Section 3. The current statutory
language would apply to busi s issued prior to the manual's operative date. The bill would require the
Commissioner to value annually reserves for various types of contracts in the State issued on or after the
operative date of the manual. Every company with outstanding contracts would be required to submit
annually the opinion of the appointed actuary in accordance with the guidelines prescribed in the
manual. A provision would be included addressing the confidentiality of documents, materials, and other
information provided to the Commissioner. The Commissioner would be allowed to exempt specific
product forms and lines of a domestic company from the manual's requirements under certain
circumstances. The Department of Insurance would have authority to enter into contracts with the
NAIC, other states, entities, or persons to fulfill the requirements of this section.

Section 2 would make conforming changes to the Standard Nonforfeiture Law to maintain consistency
with the Standar  Valuation Law in Section 1.

Section 3 would define the operative date of the NAIC valuation manual.

. " http://www.naic.org/documents/committees_ex_pbr_implementation_tf related 150301 pbr_implementation.pdf

EVRMRBAN 0o

7 - S MTU-229 € 1 -V 2 *
This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statement of legislative intent.

O. Walker Reagan

Director (919) 733-2578

‘I‘ Research Division
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Senate Bill 667
Page 2

Section 4 would incorporate model language from the NAIC's Standard Valuation Law.

EFFECTIVE DATE: Sections 1 and 2 of this act become effective on the operative date of the manual
of valuation instructions adopted by the National Association of Insurance Commissioners as provided
in G.S. 58-58-51. The remainder of this act is effective when it becomes law.
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of five percent (5%) per annum, and five and one-half pe :nt (5 %%)
interest for single premium life insurance policies.

Except as otherwise provided in subdivisions (3) and (4) of this subsection,
o~ = ~ubsection ' the minimum standards for the valuation of all such
policies and contracts issued on or after the effective date ¢ this section
shall be the Commissioner's reserve valuation methods defined in
subsections (d), (d-(d1). and-(g), a~~ (k), five percent (5%) interest for
group annuity and pure endowment contracts and three and one-hali ercent
(3 2% interest for all other policies and contracts, or, in the case of policies
and contracts other than annuity and pure endowment contracts, issued on or
after July 1, 1975, four percent (4%) interest for such policies issued prior to
April 19, 1979, and four and one-half percent (4 2%) interest for such
policies issued on or after April 19, 1979, and the following tables:

Except as provided in subdivision (4) of this subsection, the minimum
standard ferth~~* valuation efaHfor individual annuity and pure endowment
contracts issued on or after the operative date of this subdivision (3), as
defined herein, and for alannuities and pure endowments purchased on or
after such operative date under group annuity and pure endowment
contracts, shall be the Commissioner's reserve valuation methods defined in
subsections (d) and ¢d-B(d1) and the following tables and interest rates:

After July 1, 1975, any company may file with the Commissioner a
written notice of its election to comply with the provisions of this
subdivision (3) after a specified date before January 1, 1979, which shall be
the operative date of this subdivision for such company, provided, a
company may elect a different operative date for individual annuity and pure
endowment contracts from that elected for group annuity and pure
endowment contracts. If a company makes no such election, the operative
date of this subdivision for such company shall be January 1, 1979.

a. Applicability of Fhis-Subdivisien-this subdivision. The interest rates
used in determining the minimum standard for the valuation of:

1. AdHifeLife insurance policies issued in a particular calendar
year, on or after the operative date of subdivision (e)(4) of
G.S. 58-58-55,

2. AH—individualindividual annuity and pure endowment
contracts issued in a particular calendar year on « after

January 1, 1982,

3. Ad-annuitiesAnnuities and pure endowments purchased in a
particular calendar year on or after January 1. 1982, under
group annuity and pure endowment contracts, an

4. The net increase, if any, in a particular calendar year after
January 1. 1982, in amounts held under guaranteed interest
contracts

shall be the calendar year statutory valuation interest rates as defined
in this subdivision.

(d) Except as otherwise provided in subsections ¢d—3—and(d1), (g), and (k) reserves
according to the Commissioner's reserve valuation method, for the life insurance and
endowment benefits of policies providing for a uniform amount of insurance and requiring the
payment of uniform premiums, shall be the excess, if any, of the present value, at the date of

S667 [Edition 1]

Page 3



0NN W N —

N bR DR R DR R R DR WL LWL W LWL W WENDNDNDNDNDNDNDNDNDN = — — o e e
OV XN B WN = O OVRXIANNEWN—= OOV A WN—= OO0~ AW — OO

General Assembly of North Carolina Session 2015

valuation, of such future guaranteed benefits provided for by such policies, over the then
present value of any future modified net premiums therefor. The modified net premiums for
any such policy shall be such uniform percentage of the respective contract premiums for such
benefits that the present value, at the date of issue of the policy, of all such modified net
premiums shall be equal to the sum of the then present value of such benefits provided for by
the policy and the excess of (1) and (2), as follows:

(1) A net level annual premium equal to the present value, at the date of issue,
of such benefits provided for after the first policy year, divided by the
present value, at the date of issue, of an annuity of one per annum payable
on the first and each subsequent anniversary of such policy on which a
premium falls due; provided, however, that such net level annual premium
shall not exceed the net level annual premium on the 19-year premium
whole life plan for insurance of the same amount at an age one year higher
than the age at issue of such policy.

(2) A net one year term premium for such benefits provided for in the first

_ policy year.

Provided th: for any life insurance policy issued on or after January 1, 1985, for which the
contract premium in the first policy year exceeds that of the second year and for which no
comparable additional benefits are provided in the first year for such excess and which provides
an endowment benefit or a cash surrender value of a combination thereof in an amount greater
than such excess premium, the reserve according to the Commissioner's reserve valuation
method as of any policy anniversary occurring on or before the assumed ending date defined
herein as the first policy anniversary on which the sum of any endowm¢  benefit and any cash
surrender value then available is greater than such excess premium shall, except as otherwise
provided in subsection (g), be the greater of the reserve as of such policy anniversary calculated
as described in the first paragraph of this subsection and the reserve as of such policy
anniversary calculated as described in that paragraph, but with (i) the value defined in
subparagraph (1) of that paragraph being reduced by fifteen percent (15%) of the amount of
such excess first year premium, (ii) all present values of benefits and premiums being
determined without reference to premiums or benefits provided for by the policy after the
assumed ending date, (iii) the policy being assumed to mature on such date as an endowment,
and (iv) the cash surrender value provided on such date being considered as an endowment
benefit. In making the above comparison the mortality and interest bases stated in subdivisions
(2) and (4) of subsection (c) shall be used.

Reserves according to the Commissioner's reserve valuation method for: (i) life insurance
policies providing for a varying amount of insurance or requiring the payment of varying
premiums; (ii) group annuity and pure endowment contracts purchased under a retirement plan
or plan of deferred compensation, established or maintained by an employer (including a
partnership or sole proprietorship) or by an employee organization, or by both, other than a
plan providing individual retirement accounts or individual retirement annuities under section
408 of the Internal Revenue Code, as now or hereafter amended; (iii) disability and accidental
death benefits in all policies and contracts; and (iv) all other benefits, except life insurance and
endowment benefits in life insurance policies and benefits provided by all other annuity and
pure endowment contracts, shall be calculated by a method consistent with the principles of this
subsection except that any extra premiums charged because of impairments or special hazards
shall be disregarded in the determination of modified net premiums.

¢dH(d1) his subsection shall apply to all annuity and pure endowment contracts other
than group annuity and pure endowment contracts purchased under a retirement plan or plan of
deferred compensation, established or maintained by an employer (including a partnership or
sole proprietorship) or by an employee organization, or by both, other than a plan providing
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individual retirement accounts or individual retirement annuities under section 408 of the
Internal Revenue Code, as now or hereafter amended.

Re ves according to the Commissioner's annuity reserve method for benefits under
annuity or pure endowment contracts, excluding any disability and accidental death benefits in
such contracts, shall be the greatest of the respective excesses of the present values, at the date
of valuation, of the future guaranteed benefits, including guaranteed nonforfeiture benefits,
provided for by such contracts at the end of each respective contract year, over the present
value, at the date of valuation, of any future valuation considerations derived from future gross
considerations, required by the terms of such contract, that become payable prior to the end of
such respective contract year. The future guaranteed benefits shall be determined by using the
mortality table, if any, and the interest rate, or rates, specified in such contracts for determining
guaranteed benefits. The valuation considerations are the portions of the respective gross
considerations applied under the terms of such contracts to determine nonforfeiture values.

(e) In no event shall a company's aggregate reserves for all life insurance policies,
excluding disability and accidental death benefits, issued on or after the effective date of this
section, be less than the aggregate reserves calculated in accordance with the methods set forth
in subsections (d), ¢ ‘7", (g) and (h) of this section and the mortality table or tables and
rate or rates of interest used in calculating nonforfeiture benefits for such policies. In no event
shall the aggregate reserves for all policies, contracts, and benefits be less than the aggregate
reserves determined by the gualified-appointed actuary to be necessary to render the opinion
required by subsection (i) or subsection (j1) of this section.

(f) Reserves for all policies and contracts issued before the effective date of this section
may be calculated, at the option of the company, according to any standards that produce
greater aggregate reserves for those policies and contracts than the minimum reserves required
by the laws in effect immediately before that date.

Reserves for any category of policies, contracts or benefits as established by the
Commissioner, issued on or after the effective date of this section may be calculated, at the
option of the company, according to any standards that produce greater aggregate reserves for
such category than those calculated according to the minimum standard herein provided, but
the rate or rates of interest used for policies and contracts, other than annuity and pure
endowment contracts, shall not be highesgreater than the corresponding rate or rates of interest
used in calculating any nonforfeiture benefits provided fer-therein-in the policic~ ~~ ~~tre ~*~

Any such company that adopts any standard of valuation producing greater aggregate
reserves than those calculated according to the minimum standard herein provided may, with
the approval of the Commissioner, adopt any lower standard of valuation, but not lower than
the minimum heretnprevided-provided in this sect’~~ Provided, however, that foi 1e purposes
of this section, the holding of additional reserves previously determined by a-gualifiedthe
appointed actuary to be necessary to render the opinion required by subsection ¢)(** ~- (j1) of
this section shall not be deemed to be the adoption of a higher standard of valuation.

(g) If in any contract year the gross premium charged by any lfe-insuranee-company on
any policy or contract is less than the valuation net premium for the policy or contract
calculated by the method used in calculating the reserve thereon but using the minimum
valuation standards of mortality and rate of interest, the minimum reserve required for such
policy or contract shall be the greater of either the reserve calculated according to the mortality
table, rate of interest, and method actually used for such policy or contract, or the reserve
calculated by the method actually used for such policy or contract but using the minimum
valuation standards of mortality and rate of interest and replacing the valuation net premium by
the actual gross premium in each contract year for which the valuation net premium exceeds
the actual gross premium. The minimum valuation standards of mortality and rate of interest
referred to in this subsection are those standards stated in subdivisions (1), (2) and (4) of
subsection (c).
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Provided that for any life insurance policy issued on or after January 1, 1985, for which the
gross premium in the first policy year exceeds that of the second year and for which no
comparable additional benefit is provided in the first year for such excess and which provides
an endowment benefit or a cash surrender value or a combination thereof in an amount greater
than such excess premium, the foregoing provisions of this subsection ¢g)-shall be applied as if
the method actually used in calculating the reserve for such policy were the method described
in subsection (d), ignoring the second paragraph of subsection (d). The minimum reserve at
each policy anniversary of such a policy shall be the greater of the minimum reserve calculated
in accordance with subsection (d), including the second paragraph of that subsection, and the
minimum reserve calculated in accordance with this subseetion{g* ~"hrontinn

(h) In the case of any plan of life insurance which provides for future premium
determination, the amounts of which are to be determined by the insurance company based on
then estimates of future experience, or in the case of any plan of life insurance or annuity which
is of such a nature that the minimum reserves cannot be determined by the methods described
in subsections (d), ¢d—5;(d1) and (g), the reserves which are held under any such plan must:

(1) Be appropriate in relation to the benefits and the pattern of premiums for that
plan, and

(2)  Be computed by a method which is consistent with the principles of this
Standard Valuation Law, as determined by regulations promulgated by the
Commissioner.

(i) Every—Prior to the operative date of the valuation manual as specified in
G.S. 58-58-51, e~ life insurance company doing business in this State shall annually submit
the opinion of a qualified actuary as to whether the reserves and related actuarial items held in
support of the policies and contracts specified by the Commissioner by rule are computed
appropriately, are based on assumptions that satisfy contractual provisions, are consistent with
previously reported amounts, and comply with applicable laws of this State. The Commissioner
by rule shall define the specifics of this opinion and add any other items deemed to be
necessary to its scope. Every life insurance company, except as exempted by or pursuant to
rule, shall also annually include in the opinion required by this subsection, an opinion of the
same qualified actuary as to whether the reserves and related actuarial items held in support of
the policies and contracts specified by the Commissioner by rule, when considered in light of
the assets held by the company with respect to the reserves and related actuarial items,
including but not limited to the investment earnings on the assets and the considerations
anticipated to be received and retained under the policies and contracts, make adequate
provision for the company's obligations under the policies and contracts, including but not
limited to the benefits under and expenses associated with the policies and contracts. The
Commissioner may provide by rule for a transition period for establishing any higher reserves
that the qualified actuary may deem to be necessary in order to render the opinion required by
this subsection.

) Each opinion required by subsection (i) of this section shall be governed by the
following provisions:

@Feﬁkw—pafpese%eﬁehﬁﬁee&eﬂ—qaahﬁed—ae&&af%eaﬂ%a—membﬁweé

(j1)  On_or after the operative d~~ ~* <+~ -nlentine =n=n] every comn~nv with
outstanding life insurance contracts, annuity contracts, pure endowment contracts, accident and
health insurance contracts or deposit-typr ~~=*-acts in this S*~*~ ~~1 subject to regulation by the
Commissioner shall annually submit the opinion of the appointed actuary as to whether the
reserves and related actuarial items held ir ~9port of the p~'*~ier ~~- ~9ntracts are computed
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equivalent uniform amount with uniform premiums for the whole of life
issued at the same age for the same amount of insurance, whichever is less.
Provided, however, that in applying the percentages specified in (iii) and (iv)
above, no adjusted premium shall be deemed to exceed four percent (4%) of
the amount of insurance or uniform amount equivalent thereto. The date of
issue of a policy for the purpose of this subsection shall be the date as of
which the rated age of the insured is determined.

In the case of a policy providing an amount of insurance varying with
duration of the policy, the equivalent uniform amount thereof for the purpose
of this section shall be deemed to be the uniform amount of insurance
provided by an otherwise similar policy containing the same endowment
benefit or benefits, if any, issued at the same age and for the same term, the
amount of which does not vary with duration and the benefits under which
have the same present value at the date of issue as the benefits under the
policy, provided, however, that in the case of a policy providing a varying
amount of insurance issued on the life of a child under age 10, the equivalent
uniform amount may be computed as though the amount of insurance
provided by the policy prior to the attainment of age 10 were the amount
provided by such policy at age 10.

The adjusted premiums for any policy providing term insurance benefits
by rider or supplemental policy provision shall be equal to (i) the adjusted
premiums for an otherwise similar policy issued at the same age without
such term insurance benefits, increased, during the period for which
premiums for such term insurance benefits are payable, by (ii) the adjusted
premiums for such term insurance, the foregoing items (i) and (ii) being
calculated separately and as specified in the first two paragraphs of this
subsection except that, for the purposes of (ii), (iii) and (iv) of the first such
paragraph, the amount of insurance or equivalent uniform amount of
insurance used in the calculation of the adjusted premiums referred to in (ii)
of this paragraph shall be equal to the excess of the corresponding amount
determined for the entire policy over the amount used in the calculation of
the adjusted premiums in (i).

Except as otherwise provided in subdivisions (2) and (3) of this
subsection, all adjusted premiums and present values referred to in this
section shall for all policies of ordinary insurance be calculated on the basis
of the Commissioner's 1941 Standard Ordinary Mortality Table, provided
that for any category of ordinary insurance issued on female risks, adjusted
premiums and present values may be calculated according to an age not
more than three years younger than the actual age of the insured, and such
calculations for all policies of industrial insurance shall be made on the basis
of the 1941 Standard Industrial Mortality Table. All calculations shall be
made on the basis of the rate of interest, not exceeding three and one-half
percent (3 1/2%) per annum. specified in the policy for calculating cash
surrender values and paid-up nonforfeiture benefits. Provided, however, that
in calculating the present value of any paid-up term insurance with
accompanying pure endowment, if any. offered as a nonforfeiture benefit,
the rates of mortality assumed may not be more than one hundred and thirty
percent (130%) of the rates of mortality according to such applicable table.
Provided, further, that for insurance issued on a substandard basis, the
calculation of any such adjusted premiums and present values may be based

S667 [Edition 1]
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on such other table of mortality as may be specified by the company and
approved by the Commissioner.

a.

This subdivision shall apply to all policies issued on or after the
operative date of this subdivision (4) of subsection (e) as defined
herein. Except as provided in paragraph g of this subdivision, the
adjusted premiums for any policy shall be calculated on an annual
basis and shall be such uniform percentage of the respective
premiums specified in the policy for each policy year, excluding
amounts payable as extra premiums to cover impairments or special
hazards and also excluding any uniform annual contract charge or
policy fee specified in the policy in a statement of the method to be
used in calculating the cash surrender values and paid-up
nonforfeiture benefits, that the present value, at the date of issue of
the policy, of all adjusted premiums shall be equal to the sum of (i)
the then present value of the future guaranteed benefits provi :d for
by the policy; (ii) one percent (1%) of either the amount of insurance,
if the insurance be uniform in amount, or the average amount of
insurance at the beginning of each of the first 10 policy years; and
(iii) one hundred twenty-five percent (125%) of the nonforfeiture net
level premium as hereinafter defined. Provided, however, that in
applying the percentage specified in (iii) above no nonforfeiture net
level premium shall be deemed to exceed four percent (4%) of either
the amount of insurance, if the insurance be uniform in amount, or
the average amount of insurance at the beginning of each of the first
10 policy years. The date of issue of a policy for the pi ose of this
subdivision shall be the date as of which the rated age of the insured
is determined.

All adjusted premiums and present values referred to in this section
shall for all policies of ordinary insurance be calculated on the basis
of (i) the Commissioner's 1980 Standard Ordinary Mortality Table or
(i) at the election of the company for any one or more specified
plans of life insurance, the Commissioner's 1980 Standard Ordinary
Mortality Table with Ten-Year Select Mortality Factors: shall for all
policies of industrial insurance be calculated on the asis of the
Commissioner's 1961 Standard Industrial Mortality Table; and shall
for all policies issued in a particular calendar year be calculated on
the basis of a rate of interest not exceeding the nonforfeiture interest
rate as defined in this subdivision for policies issued in that calendar
year. Provided, however, that:

6. Any—For policies issued prior to the operative date ¢ *“e
valuation manual, which is defined in G <© €° &' -~
Commissioners Standard ordinary mortality tables, adopted
after 1980 by the NAIC, that are approved by regulation
promulgated by the Commissioner for use in determining the
minimum nonforfeiture standard may be substituted for the
Commissioner's 1980 Standard Ordinary Mortality Table with
or without Ten-Year Select Mortality Factors or for the
Commissioner's 1980 Extended Term Insurance Table T-r
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SENATE BILL 668:
Auto Insurance/Allow Optional nnhancements

2015-2016 General Assembly

Committee: Senate Insurance Date: April_22, 2015
Introduced by: Sen. Apodaca Prepared by: Tim Hovis
Analysis of?: First Edition Committee Counsel

SUMMARY: Senate Bill 668 would allow automobile and homeowners' insurers to file individually
with the Commissioner for approval optional enhancements to their policies. The enhancements
could then be offered as an endorsement to the policy. Any additional premium resulting from the
enhancement must be included with the proposed enhancement filed with the __mmissioner.

Optional enhancements would be outside the jurisdiction of the Rate Bureau.

CURRENT LAW: Article 36 of Chapter 58 requires the N.C. Rate Bureau to file jointly with the
Commissioner for approval the rates, rating plans, and policy forms for nonfleet private passenger motor
vehicle and homeowners' insurers. Optional endorsements filed by individual companies are not
authorized under current law.

BILL ANALYSIS: Senate Bill 668 would create a new section allowing automobile and homeowners'
insurers to file individually with the Commissioner for approval optional enhancements to their policies.
These enhancements could then be offered as an endorsement to the policy. Any additional premium
resulting from the enhancement must be included with the proposed enhancement filed with the

. Commissioner and must be reviewed by the Commissioner to ensure that the additional premium is
based on sound actuarial principles. The acceptance or renewal of a policy may not be conditioned upon
the acceptance by a policyholder of an optional enhancement.

The bill specifically provides that any rate amendment based on the enhancement is not a rate deviation
under current law. Under current law, G.S. 58-36-30(a), proposed rate deviations must be filed with the
Commissioner and the Rate Bureau and approved by the Commissioner.

Under the bill, optional enhancements would be outside the jurisdiction of the Rate Bureau.

EFFECTIVE DATE: Senate Bill 668 would become effective July 1, 2015.

O. Walker Reagan

Director (919) 733-2578

*
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This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statemeni of legislative intent.
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2015

SENATE BILL 676
PROPOSED COMMITTEE SUBSTITUTE S676-CSTK-34 [v.1]

Short Title:  Autism Health Insurance Coverage. (Public)

Sponsors:

Referred to:

March 30, 2015

A BILL TO BE ENTITLED
AN ACT TO PROVIDE COVERAGE FOR THE TREATMENT OF AUTISM SPECTRUM
DISORDER.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-3-220 reads as rewritten:
"§ 58-3-220. 1Iental iliness benefits coverage.

(a) Mental Health Equity Requirement. — Except as provided in subsection (b), an
insurer shall provide in each group health benefit plan benefits for the necessary care and
treatment of mental illnesses that are no less favorable than benefits for physical illness
generally, including application of the same limits. For purposes of this subsection, m  al
illnesses are as diagnosed and defined in the Diagnostic and Statistical Manual of Mental
Disorders, BSMIV--DSM-5. or a subsequent edition published by the American Psychiatric
Association, except those mental disorders coded in the BSM-FV-DSM-5 or subsequent edition
as autism spectrum disorder (299.00), substance-related disorders (291.0 through 292.2 and
303.0 through 305.9), those coded as sexual dysfunctions not due to organic disease (302.70
through 302.79), and those coded as "V" codes. For purposes of this subsection, "limits"
includes deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.

(b) Minimum Required Benefits. — Except as provided in subsection (c), a group health
benefit plan may apply durational limits to mental illnesses that differ from durational limits
that apply to physical illnesses. A group health benefit plan shall provide at least the following
minimum number of office visits and combined inpatient and outpatient days for all mental
illnesses and disorders not listed in subsection (c), as diagnosed and defined in the Diagnostic
and Statistical Manual of Mental Disorders, BSM-IV-—DSM-5. or a subsequent edition
published by the American Psychiatric Association, except those mental disorders coded in the
DBSM-IV-DSM-5 or subsequent edition as g**~n spectru~ ~*~rder (299.00), substance-related
disorders (291.0 through 292.2 and 303.0 through 305.9), those coded as sexual dysfunctions
not due to organic disease (302.70 through 302.79), and those coded as "V" codes:

(hH Thirty combined inpatient and outpatient days per year.
(2) Thirty office visits per year.

(h) Definitions. — As used in this section:
() "Health benefit plan" has the same meaning as in G.S. 58-3-167.
@) "Insurer” has the same meaning as in G.S. 58-3-167.
3) "Mental illness" has the same meaning as in G.S. 122C-3(21), with a mental
disorder defined in the Diagnostic and Statistical Manual of N 1tal
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w

Definitions. — As used in this section, the term:

(1

2

"Mental illness" has the same meaning as defined in G.S. 122C-3(21), with a
mental disorder defined in the Diagnostic and Statistical Manual of Mental
Disorders, BSM-PV-—DSM-5. or a subsequent edition published by the
American Psychiatric Association, except those mental disorders coded in
the BSM-HV-DSM-5 or subsequent editions as autism spectrum_disorder
709.00), substance-related disorders (291.0 through 292.9 and 303.0
through 305.9), those coded as sexual dysfunctions not due to organic
disease (302.70 through 302.79), and those coded as "V" codes.

"Chemical dependency" has the same meaning as defined in G.S. 58-51-50,
with a mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, BSM-V--DSM-5. or subsequent editions published by the
American Psychiatric Association."”

SECTION 4. G.S. 58-67-75(a) reads as rewritten:
Definitions. — As used in this section, the term:

(M

(2)

"Mental illness" has the same meaning as defined in G.S. 122C-3(21), with a
mental disorder defined in the Diagnostic and Statistical Manual of Mental
Disorders, BSM-V- ™SM-5. or subsequent editions published by the
American Psychiatric Association, except those mental disorders coded in
the BSMJ. NCM < or subsequent editions as aut’~— -~pectrum disorder
(299.00), substance-related disorders (291.0 through 292.9 and 303.0
through 305.9), those coded as sexual dysfunctions not due to organic
disease (302.70 through 302.79), and those coded as "V" codes.

"Chemical dependency"” has the same meaning as defined in G.S. 58-67-70,
with a mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, BSM-B.,-DSM-5 or subsequent editions published by the
American Psychiatric Association."

SECTION 5. G.S. 58-65-90(a) reads as rewritten:
Definitions. — As used in this section, the term:

(M

(2)

"Mental illness" has the same meaning as defined in G.S. 122C-3(21), with a
mental disorder defined in the Diagnostic and Statistical Manual of Mental
Disorders, BSM-+  DSM-5, or subsequent editions published by the
American Psychiatric Association, except those mental disorders coded in
the BSM-IV-DSM-5 or subsequent editions as substance-related disorders
(291.0 through 292.9 and 303.0 through 305.9), those coded as ~ -~
spectrum disord~~ 7 00), sexual dysfunctions not due to organic disease
(302.70 through 302.79), and those coded as "V" codes.

"Chemical dependency" has the same meaning as defined in G.S. 58-65-75,
with a mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, BSMINV--DS* ¢ r subsequent editions published by the
American Psychiatric Association.”

SECTION 6. This act becomes effective January 1, 2016, and applies to insurance
contracts issued, renewed, or amended on or after that date.

Senate Bill 676 S676-CSTK-34 [v.1]






SENATE BILL 676:
Autism Health Insurance Coverage

2015-2016 General Assembly

Committee: Senate Re-ret'to Insurance. If fav, re Date: April 22,2015
Health Care

Introduced by: Sens. Apodaca, Krawiec Prepared by: Amy Jo Johnson

Analysis of: PCS to First Edition Committee Counsel

S676-CSTK-34

SUMMARY: The PCS to Senate bill 676 exempts the diagnosis of autism spectrum disorder from the
North Carolina mental illness benefit coverage statutes and creates a new G.S. 58-3-192 that
addresses health benefit plan coverage for the diagnosis of autism spectrum disorder specifically.

BILL ANALYSIS:

Section 2 of e PCS to Senate bill 676 adds a new section to Article 3 of Chapter 58 requiring certain
health benefit plans to offer coverage for autism spectrum disorders. The bill defines autism spectrum
disorder as "any of the pervasive developmental disorders or autism spectrum disorders as defined by
the most recent edition of the Diagnostic and Statistical Manual of Mental Disorders or the most recent
edition of the International Statistical Classification of Diseases and Related Health Problems." Autism
is expressly carved out of the definition of mental illness under Chapter 58 of the General Statutes.
Sections 1, 3, 4 and 5 make these conforming changes.

Section 2 of the PCS would require certain health benefits plans to provide coverage for the screening,
diagnosis and treatment of autism spectrum disorders. Section 2 specifies that the requirement to
provide coverage for autism spectrum disorder will not apply to plans that are non-grandfathered health
plans in the individual market that are subject to the requirement to cover the essential health benefit
package under 45 C.F.R. 147.150(a). These are plans whose coverage may be determined by the federal
government to require the State to make payments for a state-required benefit that is in excess of the
essential health benefits.

For plans that are required to provide coverage, coverage may not be denied because the treatments are
habilitative or educational in nature. Coverage may be subject to co-payments, deductible, or
coinsurance provisions which are no less favorable than the cost-sharing provisions that apply to
substantially all other medical services covered by the health plan.

However, coverage for adaptive behavior treatment may be subject to a maximum benefit of up to
$40,000 per year, under the bill and may be limited to individuals under 18 years of age. The bill defines
adaptive behavioral treatment as "behavioral and developmental interventions that systematically
manage instructional and environmental factors or the consequences of behavior that have been shown
to be clinically effective through research published in peer reviewed scientific journals and based upon
randomized, quasi-experimental, or single subject designs. Both of the following must be met to meet
the definition of adaptive behavior treatment:

e The intervention must be necessary to increase appropriate or adaptive behaviors, decrease
malad. tive behaviors, develop, maintain, or restore to the maximum extent practi »le, the

functioning of an individual.
Research Division
(919) 733-2578
- M TK-523 C S TK - 3 4 -V 1 =

* S 6 7 6

Director

O. Walker Reagan ‘

S






Senate Bill 676
Page 2

. e The treatment must be ordered by a licensed physician or licensed psychologist and the
treatment must be provided or supervised by one of the specified licensed professionals, so
long as the services provided are commensurate with the licensed professional's training,
experience, and scope of practice.

Although the diagnosis of autism spectrum disorder is removed from the mental illness benefits
coverage parity provisions of G.S.58-3-220, the new G.S. 58-3-192 requires every health benefit plan
to provide coverage for the screening, diagnosis, and treatment of autism spectrum disorder. with the
exception of adaptive behavior treatment, in accordance with the standards set forth in the f¢ ral Paul
Wellston and Pete Domenici Mental Health Parity and Addiction Equality Act of 2008.

El . o.CTIV . DATE: This act becomes effective January 1, 2016, and applies to insurance contracts
issued, renewed, or amended on or after that date.
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2015

SENATE BILL 676

Short Title:  Autism Health Insurance Coverage. (Public)

Sponsors: Senators Apodaca, Krawiec (Primary Sponsors); Brock, Ford, Hise, B. Jackson,
Lee, Lowe, Pate, Tarte, Van Duyn, and Woodard.

Referred to:  Insurance.

March 30, 2015

A BILL TO BE ENTITLED
AN ACT TO PROVIDE COVERAGE FOR THE TREATMENT OF AUTISM SPECTRUM
[ SORDERS.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-3-220 reads as rewritten:
"§ 58-3-220. Mental illness benefits coverage.

(a) Mental Health Equity Requirement. — Except as provided in subsection (b), an
insurer shall provide in each group health benefit plan benefits for the necessary care and
treatment of mental illnesses that are no less favorable than benefits for physical illness
generally, including application of the same limits. For purposes of this subsection, mental
illnesses are as diagnosed and defined in the Diagnostic and Statistical Manual of Mental
Disorders, BSM-FV. ™MV, or a subsequent edition published by the American Psychiatric
Association, except those mental disorders coded in the BSM-AVY ™M 7 ~r subsequent edition
as ~rHiemn meen e Aiomedo- 1900 .00), substance-related disorders (291.0 through 292.2 and
303.0 through 305.9), those coded as sexual dysfunctions not due to organic disease (302.70
through 302.79), and those coded as "V" codes. For purposes of this subsection, "limits"
inclu s deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.

(b) Minimum Required Benefits. — Except as provided in subsection (c), a group health
benefit plan may apply durational limits to mental illnesses that differ from durational limits
that : ply to physical illnesses. A group health benefit plan shall provide at least the fc owing
minimum number of office visits and combined inpatient and outpatient days for all mental
illnesses and disorders not listed in subsection (c), as diagnosed and defined in the Diagnostic
and Statistical Manual of Mental Disorders, BSM-IV-—DSM-V. or a subsequent edition
published by the American Psychiatric Association, except those mental disorders coded in the
PSM-P—"eM Y ~r subsequent  edition as autism _spectrum  inn=doen 20000
substance-related disorders (291.0 through 292.2 and 303.0 through 305.9), those coded as
sexual dysfunctions not due to organic disease (302.70 through 302.79), and those coded as "V"
codes:

(hH Thirty combined inpatient and outpatient days per year.
(2) Thirty office visits per year.

(h) Definitions. — As used in this section:
() "Health benefit plan" has the same meaning as in G.S. 58-3-167.
(2) "Insurer" has the same meaning as in G.S. 58-3-167.
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"(a)

"(a)

sychiatric Association, except those mental disorders coded in
the BSM-PV-D“** '’ or subsequent editions as autism r=~né=res Ainnednen
(299.00), substance-rc ited disorders (291.0 through 292.9 and 303.0
through 305.9), those coded as sexual dysfunctions not due to organic
disease (302.70 through 302.79), and those coded as "V" codes.

2) "Chemical dependency" has the same meaning as defined in G.S. 58-51-50,
with a mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, BSM-V-—DSM-V. or subsequent editions published by
the American Psychiatric Association."

SECTION 4. G.S. 58-67-75(a) reads as rewritten:

Definitions. — As used in this section, the term:

H "Mental illness" has the same meaning as defined in G.S. 122C-3(21), with a
mental disorder define in the Diagnostic and Statistical Manual of Mental
Disorders, BSM-PI-—DSM-V. or subsequent editions published by the
American Psychiatric Association, except those mental disorders coded in
the BSMIV ™.V or subsequent editions as autism c=~~t=s Ainnedaen
(299.00), substance-related disorders (291.0 through
through 305.9), those coded as sexual dysfunctions not due to organic
disease (302.70 through 302.79), and those coded as "V" codes.

(2) "Chemical dependency" has the same meaning as defined in G.S. 58-67-70,
with a mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, BSM-}\V; ™" .V or subsequent editions published by the
American Psychiatric Association."

SECTION 5. G.S. 58-65-90(: reads as rewritten;

Definitions. — As used in this section, the term:

(nH "Mental il :ss" has the same meaning as defined in G.S. 122C-3(21), with a
mental disorder defined in the Diagnostic and Statistical Manual of Mental
Disorders, BSM-PV-—DSM-V, or subsequent editions published by the
American Psychiatric Association, except those mental disorders coded in
the BSM-PV-DSM-V or subsequent editions as substance-related disorders
(291.0 through 292.9 and 303.0 through 305.9), those coded as autism
spect Ainnedneg (OO0 NN sexual dysfunctions not due to organic disease
(302.70 through 302.79), and those coded as "V" codes.

2) "Chemical dependency" has the same meaning as defined in G.S. 58-65-75,
with a mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, BSM-INV-—D“** .V, or subsequent editions published by
the American Psychiatric Association."

SECTION 6. This act becomes effective October 1, 2015, and applies to insurance

contracts issued, renewed, or amended on or after that date.

Page 4

S676 [Edition 1]





















-




























Senate Committee on Insurance
Wednesday, June 3, 2015 at 10:15 AM
Room 1027/1128 of the Legislative Building

MINUTES

The Senate Committee on Insurance met at 10:15 AM on June 3, 2015 in Room 1027/1128 of
the Legislative Building. Eight members were present.

Select Vice Chair Sen. Norman Sanderson, presided.

Tafari Bailery from Raleigh, Hanna Lunsford from Leasburg, Claire Lewis from Reidsville, India
Tisdale from Reidsville, Emily Cheston from Rocky Mount, Robin Braswell from Clayton, Charles
Van Dyke from Raleigh and Daniel Kunath from Apex served as pages.

HB 288 Insurance Technical Changes.-AB (Representatives Setzer, Bumgardner)
Sen. Sanderson removed this bill from today’s calendar.

Sen. Sanderson chose to take the bills out of order. The order in which they were heard is
reflected below.

HB 163 Captive Insurance Amendments. (Representatives L. Johnson, Collins, Tine)

Rep. Tine was introduced to speak on the bill. He asked that M. Benjamin Popkin, JD,
MPH/Director of Government Affairs for the North Carolina Department of Insurance to assist
with the responses from the members. Rep. Tine also responded to member questions. R.
Lane Brown lil/vice President of Government Affairs for the NC Captive Insurance Association
was asked by the committee to speak. Sen. Ford moved for a favorable report and it carried.
Sen. Jim Davis was asked to manage the bill when heard in session.

HB 16 Repeal Outdated Reports.-AB (Representative Pendleton)

Representative Tine was introduced to speak on the bill. Sen. Sanderson sponsored an
amendment and brought it before the committee. Sen. McKissick moved to allow the
amendment to be brought before the members and it carried. He requested that M. Benjamin
Popkin, JD, MP  Director of Government Affairs for the North Carolina Department of
Insurance, explain the amendment and the bill. Mr. Popkin responded to questions from the
members. Sen. Ford moved unfavorable to the committee substitute bill no. 1 bill — favorable
to the bill as amended to Senate Committee substitute bill and it carried. Sen. Apodaca was
asked to manage the bill when heard in session.

HB 190 State Health Plan Modifications.-AB (Representative Pendleton)

Rep. Pendleton was introduced to speak on the bill. Questions from the members were
responded to by Lotta Crabtree/Deputy Executive Administrator and Legal Counsel for the State
Health Plan and Anthony Solari/Director of Government Relations for the North Carolina






Department of the State Treasurer. Sen. Ford moved for a favorable report and it carried. Sen.
Sanderson was asked to manage the bill when heard in session.

HB 262 Surplus Lines Amendments. (Representatives Pendleton, Tine, Setzer)
Rep. Tine was asked to speak on the bill. Sen. Ford moved for a favorable report and it carried.
Sen. Jim Davis was asked to manage the bill when heard in session.

The meeting adjourned at 10:40 AM.

ﬂ &l
P~ SA’vé(/L““'z,m
Senator Norman Sanderson Vice Chair
Presiding







Senate Committee on Insurance
Wednesday, June 3, 2015, 10:15 AM
1027/1128 Legislative Building

AGENDA
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HOUSk BILL 16:
Repeal Outdated Reports.-AB

2015-2016 General Assembly

Committee: Senate Insurance Date: June 3, 2015
Introduced by: Rep. Pendleton Prepared by: Tim Hovis
Analysis of: Second Edition Kristen Harris

Committee Counsel

SUMMARY: House Bill 16 would repeal insurance reporting requirements as recommended by the
Department of Insurance.

BILL ANALYSIS:

Section 1 makes a technical change to G.S. 58-2-165(b) to remove language referencing a reporting
requirement that is being repealed in Section 2 below.

Section 2 repeals G.S. 58-2-170, which requires professional liability insurers to file annual statements
or medical malpractice claims reports with the Commissioner and self-insurers to provide written notice
of self-insurance annually.

Section 3 repeals G.S. 58-36-3(c), which requires the Department of Insurance to report annually to the
General Assembly on the effectiveness of Session Law 2001-389. S.L. 2001-389 addresses the provision
of motorcycle insurance at fair and economical rates.

Section 4 repeals G.S. 58-40-130(e), which requires the Commissioner to report annually to the General
Assembly the effects of any changes in North Carolina civil law statutes on the experience of insurers
subject to G.S. 58-40-130.

Section 5 repeals G.S. 58-50-95, which requires the Commissioner to report annually to the Joint
Legislative Oversight Committee on Health and Human Services regarding the nature and
appropriateness of health benefit plan external reviews.

EFFECTIVE DATE: This act is effective when it becomes law.

O. Walker Reagan Research Division
Director (919) 733-2578
* H16 - SMTU-5S 3 E 2 - Vv 1 =
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HOUSE BILL 16
Committee Substitute Favorable 3/24/15

Short Title: ~ Repeal Outdated Reports.-AB (Public)

Sponsors:

Referred to:

January 29, 2015

A BILL TO BE ENTITLED
AN ACT TO REPEAL OUTDATED AND UNNECESSARY INSURANCE REPORTING

REQUIREMENTS, AS RECOMMENDED BY THE DEPARTMENT OF INSURANCE.
The General Assembly of North Carolina enacts:

SECTION 1. G.S. 58-2-165(b) reads as rewritten:

"(b) The Commissioner may require statements under this seetie: 3= 324705
section and G.S. 58-2-190 to be filed in a format that can be read by electronic data processing
equipment, provided that this subsection does not apply to an audited financial statement
prepared by a certified public accountant that is submitted by a town or county mutual pursuant
to subsection (al) of this section."

SECTION 2. G.S. 58-2-170 is repealed.

SECTION 3. G.S. 58-36-3(c) is repealed.

SECTION 4. G.S. 58-40-130(e) is repealed.
SECTION 5. G.S. 58-50-95 is repealed.

SECTION 6. This act is effective when it becomes law.
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HOUSE BILL 163:
Captive Ins rance Amendments

2015-2016 General Assembly

Committee: Senate Insurance Date: _ilune 3,2015
Introduced by: Reps. L. Johnson, Collins, Tine Prepared by: Tim Hovis
Analysis of: Second Edition Kristen Harris

Committee Counsel

SUMMARY: House Bill 163 would make various changes to the North Carolina Captive Insurance
Act as recommended by the Department of Insurance.

CURRENT LAW AND BACKGROUND: Captive insurance companies form and « zrate in North
Carolina under the North Carolina Captive Insurance Act which became effective July 1, 2013.

BILL ANALYSIS:

Section 1 contains various technical and clarifying changes. Enhancements and substantive changes are
outlined below by individual statute.

(G.S. 58-10-340 Definitions.

e Removes an incorporated cell captive insurance company from the definition of "captive
insurance company" because a protected cell captive insurance company can contain
incorporated protected cells.

¢ Adds definitions for "core" and "impairment".

G.S. 58-10-370 Capital and surplus requirements.

Amends the capital and surplus requirement for a special purpose captive insurance company so the
Commissioner has discretion to set an amount less than $250,000.

¢ 58-10-380 Formation of captive insura=-~~ ~~=-=-~=‘es,

e Adds a provision that says a special purpose captive insurance company may be organized in
any form of business organization authorized by the Commissioner.

e Removes the requirements that a captive insurance company be incorporated or organized by
no less than three individuals, including one being a resident of North Carolina.

e Adds a provision to allow a captive to establish one or more separate accounts within the
captive in order to segregate risks for certain insureds of the captive thus negating the need to
reorganize as a protected cell captive insurance company.

G C L0 1N 208 Mivnntémun
N

Amends the statute to give the Commissioner discretion to decide whether it is appropriate for a
director, officer, or employee to e the beneficiary of any fee, brokerage, gift, or other compensation
because of any investment, loan, deposit, purchase, sale, payment, or exchange made by or for the
captive insurance company.

G.S. 58-10-405 Annual reports.

O. Walker Reagan Research Division
Director m (919) 733-2578
*H163~-SMT._,~50 E2 =V2=%







House Bill 163
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e Makes March 15th the due date for all annual reports, other than risk retention groups and
association captive insurance companies.

e Adds a provision to allow the Commissioner to require a report on the financial condition of
a captive insurance company on any frequency that the Commissioner determines.

e Adds a provision to allow the Commissioner to exempt a captive insurance company from
the annual report requirement subject to the filing of an annual audit.

(G.S. 58-10-415 Annual audit and actuarial certification.

e Separates the statement of actuarial opinion from being a part of the annual audit
requirement.

e Adds a provision to allow the Commissioner to exempt a captive insurance company from
the statue of actuarial opinion requirement.

(G.S. 58-10-430 Examinations.

Removes the requirement that the Department physically visit a captive insurance company when
conducting an examination.

G.S. €O 1N AN Tasinntmnnet require = ~nts.

Amends the section to allow a captive insurance company or protected cell to make a loan to its parent
company, an affiliated company, a controlled unaftfiliated business, or a participant provided the
transaction is approved by the Commissioner.

(.S. 58-10-465 Applicable provisions.

Removes the requirement that the Commissioner adopt a rule or regulation or issue an order to exempt a
special purpose captive insurance company from a law in Chapter 58 or a regulation established under
Chapter 58.

(.S. 58-10-490 Inactive captiv~ “~~1rance companies.

Adds a new section which allows captives to become inactive during periods when the owners decide
not to utilize them. During this period, they do not have to pay premium tax and they may be exempted
from the filing and reporting requirements in the captive law.

C € 010 810 Frenkliskhanes ~feninnted cells.

e Amends section to make it, at the Commissioner's discretion, whether to require a protected
cell to have the business it writes fronted, reinsured, or secured by a trust fund.
* Adds language regarding the transfer or conversion of a protected cell.

e Adds language stating that a protected cell may enter into a contract with its protected cell
captive insurance company or with another protected cell within the protected cell captive
insurance company.

(.S. 58-10-512 Incorporated protected cells.

Adds a new section on incorporated cells detailing what is required to form an incorporate protected
cell and giving it authority to enter into contracts and undertake its obligations in its own name.

G.S. 58-10-513 Cell ~*~=~~ ~= cell dividends.

Adds a new section detailing the issuance of cell shares and the payment of cell dividends.
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G.§ <o° l_(‘ f1= ““"ticipation ina Q"""‘""‘"‘ ""l_.] el 11| ettt aaietatel /

Adds a provision to allow the Commissioner the discretion to allow a participant to insure risks other
than its own, its affiliates. or controlled unaffiliated businesses.

G € £8-10-517 Company to inform persons they are dealing with protected cell captive 1surance
company.

Adds a new section requiring all protected cell captive insurance companies to inform any person with
whom it transacts business that it is a protected cell captive insurance company and the name of any cell,
if any, with which the person is transacting.

G.S. 58-10-525 Application of supervision, rehabilitation, and liquidati~= ==~sricigne ¢g mwntantnd ~all
ca-*""z insurar~~ ~¢momine

Adds language applying Article 30 not only to a protected cell captive insurance company as a whole,
but also to protected cells individually.

(.S. 58-10-540 Petition for certificate of authority.

Deletes the statute from Chapter 58 to remove the requirement that an alien captive insurance company
obtain a certificate of general good from the Commissioner.

G.S. 58-10-560 C~=*=~"""~~ provisions =*~= ~~=i~* ~(ists: exemptions.

Removes the requirement that the Commissioner adopt a rule or regulation or issue an order to exempt a
special purpose financial captive insurance con any or its protected cells from the captive insurance act
or a regulation established under the act.

(.S. 58-10-655 Commissioner to share information with Department of Revenue.

Adds new section requested by the Department of Revenue to provide for the sharing of information
relating to captive's financials between the Department of Revenue and the Department of Insurance.

Section 2 adds new conforming language to G.S. 105-259(b) to regulate the disclosure of the
information being shared by the Departments of Insurance and Revenue.

EFFECTIVE DATE: This act is effective when it becomes law.

The Department of Insurance substantially contributed to this summary.
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HOUSE BILL 163
Committee Substitute Favorable 4/15/15
Short Title:  Captive Insurance Amendments. (Public)
Sponsors:

Referred to:

March 9, 2015

A BILL TO BE ENTITLED

AN ACT TO MAKE VARIOUS CLARIFYING AND TECHNICAL CHANGES TO THE
NORTH CAROLINA CAPTIVE INSURANCE ACT.
The General Assembly of North Carolina enacts:
SECTION 1. Part 9 of Article 10 of Chapter 58 of the General Statutes reads as

rewritten:

"Part 9. Captive Insurance Companies.
"Subpart 1. General Provisions.

"§ 58-10-340. Definitions.
The following definitions apply in this Part:

(D

©)

(12)

Affiliated- * “iliate or affiliat~" ~ompany. — Any eempany—per-~- ‘n the
same corporate system as a parent, an industrial insured, er—a member
erganization-organization, or a participant by virtue of common ownership,
control, operation, or management.

Captive insurance company. — Any pure captive insurance company,
association captive insurance company, industrial insured captive insurance
company, risk retention group, protected cell captive insurance company,
FReprsopaiad—es apt—we—msumﬁee—eem-paﬁy—spemal purpose captive
insurance company, or special purpose financial captive insurance company
formed or licensed under this Part.

Controlled unaffiliated business. — A person meeting all of the following:

a. The person is ﬂet—m—t-he—eerefate—sys%em—e#la—pafem—aﬂd—ﬁs ﬁ-l-kateé

company-not an affiliate.
b. The person has an ex1stmg contractual relatlonshlp w1th a—pafeﬁ{—ef

eempaﬂy—an affiliate.
C. The person's risks are managed by a pure-captive insurance eompany

or—an—industria  nAsured—eaptive—iRSHraRce —COMpPaitY,—8S

L
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appheable ~~moes L an ~*l~te of a captive insurance company. a
participant, or an affiliate of a pe=“~*~-=* in accordance with
G.S. 58-10-470.

(—@) C_OI"‘ A cawunbandé~d ,.,:“_Cg...ﬁ.,,‘ i mrrmAawan an PN an: exrl..,l:..» len ....AA.AA4A,.!
(;,‘Il,~

(17)  Incorporated protected cell. — A protected cell ef-an-ineorperated-eel-capt
instranee—company-that is organized as a corporation or other legal entity
separate from the meefpefeted—pr_dc“‘”‘ ~ell captive insurance
eempany—company of whlch itisa part

(17a) Impairment. — When the assets of a captive insurance company or protected
ce'' ~=~ '~~~ *han the sum ofits liabili*"-~ ~~* —~— 7" —"" Cooet
surplus.

(25) Mutual insurer. — A company owned by its policyholders where no stock is
available for purehase-on-the-stoelexehanges-purck---

(26) NAIC. — Defined in G.S. 58-1-5.

(27)  Organizational documents. — The documents that must be submitted
pursuant to North Carolina law in order to legally form a business in this
State or to obtain a eertifieate-ofauthority-license to transact business in this
State.

(28)  Parent. — An individual, corporation, limited liability company, partnership,
association, or other entity, or individual that directly or indirectly ewss;
eoptrslsorbelds—ithpovero—eoteparethasHi—sereentS e
outstanding—voting—of any—ofthe followinginterests:controls a captive
insurance company.

& A e e e S e et
COFpORHIOR:
b- embership-intere a-py
as-anenprofitcorporation:
& aYaa Q ™ intara -BDHEe
Lirmited liabil .
& Seeurities-of an-SPEC

(29)  Participant. — A~Any person er—an—entity-autherized—te-be-aparticipant-by
6-5-5810-515-and any affiliate or any controlled unaffiliat~" ==~~~ ~f a
partieipantsuc- ~~-n that is insured by a protected cell captive insurance
company, H#—where the losses of the participant are limited through a
participant contract.

(32)  Protected cell. — Either of the following:

a. A separate account established by a protected cell captive insurance
company fermed-er-licensed under this Part, in which an-identified
poel-ef-assets and liabilities is-are segregated and insulated by means
of this Part from the remainder of the protected cell captive insurance
company's assets and liabilities, in accordance with the terms of one
or more participant contracts to fund the liability of the protected cell

H163 [Edition 2]
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(33)

(34)

(35)

(36)

(39)

(42)

captive insurance company, with respect to the participants as set
forth in the participant contracts.

b. A separate account established and maintained by an SPFC for one
SPFC contract and the accompanying insurance securitization with a
counterparty.

Protected cell assets. — All assets, contract rights, and general intangibles

identified with and attributable to a specific protected cell of a protected cell

captive insurance company.

Protected cell captive insurance company. — Any captive insurance company

meeting all of the following:

a. The minimum capital and surplus required by this Part are provided
by one or more sponsors.

The company is fermed-o+licensed under this Part.

c. The company insures the risks of separate participants through
participant contracts.
d. The company funds its liability to each participant through one or

more protected cells and segregates the assets of each protected cell
from the assets of other protected cells and from the assets of the
protected cell captive insurance company's general account.
Protected cell liabilities. — All liabilities and other obligations identified with
and attributed to a specific protected cell of a protected cell captive
insurance company.
Pure captive insurance company. — Any company that insures risks of its

parent—andparent, affiliated eempanies—er—a—companies, controlled
unaffiliated business—or-businesses-businesses, or any combine* ~~ ~¢ *-2se

entities.

SPFC or Special Purpose Financial Captive. — A captive insurance company

that has received a eertificate-ofauthoritylicense from the Commissioner for
the limited purposes provided for in this Part.

Sponsor. — Any person er—entity-that is approved by the Commissioner to
provide all or part of the capital and surplus required by this Part and to
organize and operate a protected cell captive insurance company.

"§ 58-10-345. Licensing; authority; confidentiality.
(a) Any business entity, when permitted by its organizational documents, may apply to
the Commissioner for a license to do any insurance comprised in G.S. 58-7-15; provided,

however, that:
)
(©)
™)
(®)
©)

H163 [Edition 2]

No captive insurance company shall provide personal motor vehicle or
homeowner's insurance coverage or any component thereefof those
coverages on a direct -~~*~,

No captive insurance company shall accept or cede reinsurance except as
provided in G.S. 58-10-445 and G.S. 58-10-605.

No captive insurance company shall provide accident and health insurance
on a direct basis.

No captive insurance company shall provide workers' compensation and
employer's liability insurance on a direct basis.

No captive insurance company shall provide life insurance or annuities on a
direct basis.
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(e) Risk retention groups shall comply with Part 7 of Article 10 of this Chapter instead
of this section.

"§ 58-10-430. Examinations.

(a) Whenever the Commissioner determines it to be prudent, the Commissioner shall
visit-a—eaptive-insurance-ecompany—and-inspeet-and-ecxamine its-a_captive insurance company's
affairs to ascertain its financial condition, its ability to fulfill its obligations, and wheth it has
complied with this Part. The expenses and charges of the examination shall be paid by the
captive insurance company.

"§ 58-10-440. Investment requirements.

(b)  No pure captive insurance company, industrial insured captive insurance company,
protected cell captive insurance company, ineerporated-cel-captive-insurance-eompanys-special
purpose captive insurance company, or special purpose financial captive insurance ci 1pany
shall be subject to any restrictions on allowable investments, provided that the Commissioner
may prohibit or limit any investment that threatens the solvency or liquidity of any such
company.

(c) No pure-captive insurance company ¢~ ==~*~~~" ~~!l ~ha]| make a loan to or an
investment in its parent eempany—eratfihates—company, ~= At '~int ~nmpeene m snetendlnd

unaffiliated business, or a particip~=* vithout prior written approval ot the Commissioner, and
any such loan or investment shall be evidenced by documentation approved by the
Commissioner. Loans of minimum capital and surplus funds required by G.S. 58-10-370 are
prohibited.

"§ 58-10-465. Applicable provisions.

(b) The Commissioner may exempt—by—rte—regtlation—eor—order ~ ~mpt special

purpose captive insurance companies, on a ease-by-eas~"""" *+ ~~~~ basis, from provisions of
this Chapter and any rules established under this Chapter that the Commissioner detern es to
be inappropriate given the nature of the risks to be insured.

"§ 58-10-470. Establishment of standards regarding risk management.

The Commlssmner may adopt rules establishing standards te—ensureso that a parent—or
Hoonmtin femenens anesen 1y, a participant, or an affiliated eempany—or-an-industrial-tnsured
or-+ts-atithated-companyscompany is able to exercise control of the risk management function
of any control]ed unaff‘llated business to be insured by a pure-captive insurance eempany-oran

espaatvaly oo : provided, however, that
until such time as rules under this section are adopted, the Commissioner may approve the
coverage of such risks by a pure-captive insurance company-oran—industrial-sured-—captive

Rsuranee-company-compar-’ ~- 1 case-by-case basis.
"§ 58-10-475. Supervision; rehabilitation; liquidation.

Except as otherwise provided in this Part, the terms and conditions set forth in Article 30 of
this Chapter shall apply in full to captive insurance companies formed-ot-licensed under this
Part.

"§ 58-10-485. Violations and penalties.

(a) If, after providing the opportunity for a contested case hearing held in accordance
with the provisions of Article 3A of Chapter 150B of the General Statutes, the Commissioner
finds that any insurer, person, or entity required to be Heensed—permitted;licc=-~~ or authorized
to transact the business of insurance under this Part has violated any provision of this Part or
any rule or regulation authorized by this Part, the Commissioner may order:

Page 8 H163 [Edition 2]
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between the general account and a protected cell shall be in cash or in
readily marketable securities with established market values.

protected cell captive insurance company shall attribute all insurance obhgatlons assets and
liabilities relating to a reinsurance contract entered into with respect to a protected cell to such
protected cell. The performance under such reinsurance contract and any tax benefits, losses,
refunds, or credits allocated pursuant to a tax allocation agreement to which the protected cell
captive insurance company is a party, including any payments made by or due to be made to
the protected cell captive insurance company pursuant to the terms of such agreement, shall
reflect the insurance obligations, assets, and liabilities relating to the reinsurance contract that
are attributed to such protected cell.

(k) In connection with the eenservation-—rehabilitationsrehabilitation or liquidation of a
protected cell or a protected cell captive insurance company, the assets and liabili :s of a
protected cell shall, to the extent the Commissioner determines they are separable, at all times
be kept separate from and shall not be commingled with those of other protected cells and the
protected cell captive insurance eempany-company's general account.

1)) Each protected cell captive insurance company shall annually file with the
Commissioner such financial reports as required by the Commissioner. Any such financial
report shall include without limitation aceeuntingstatement - ~~=-~lid~tin~ ~~l~d-1~ detailing
the financial experience of each protected cell.

(m)  Each protected cell captive insurance company shall notify the Commissioner in
writing within 10 business days of any protected cell that is inselventimpaired, insolve=* or
otherwise unable to meet its claim or expense obligations.

(n) No participant contract shall take effect without the Commissioner's pric  written
approval. The addition of each new protected cell, the withdrawal of any participant, or the
termination of any existing protected cell shall constitute a change in the plan of operation
requiring the Commissioner's prior written approval.

(0) Fhe—If required by the Commissioner, the business written by a protected cell

captive insurance company, with respect to each protected eel-must-be-secured-by-one-of-the
feHowingmethods:cell shall -~
(N Fronted by an insurance company }eensed—under—the—laws—of—any

state-approved by the Commissioner.

(2) Reinsured by a reinsurer autherize pproved by thi statethe
Commissioner.

3) Secured by a trust fund in the United States for the benefit of policyholders
and claimants, funded by an irrevocable letter of credit, or other arrangement

that is acceptable to the Comm1s51oner The-ameount—of security provided

Commissioner may require the protected cell captive insurance company to
increase the funding of any security arrangement established under this
subdivision. If the form of security is a letter of credit, the letter of credit
shall be issued by a bank approved by the Commissioner. A trust maintained
pursuant to this subdivision shall be established in a form and upon such
terms approved by the Commissioner.

Page 10 H163 :dition 2]
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"(49) To exchange information concerning a tax imposed by Article 8B of this
Chapter _with _t-~ North Carolina_Depart~--* ~¢ '=~an~~ -*~= *-~
information is nee-~ «~ #1611 ~ Aty imposed on the Department.”

SECTION 3. This act is eftective when 1t becomes law.

= LN =

Page 14 H163 [Edition 2]






IOUSE BILL 262:
Surplus ines Amendments

2015-2016 General Assembly

Committee: Senate Insurance Date: June 2, 2015
Introduced by: Reps. Pendleton, Tine, Setzer Prepared by: Tim Hovis
Analvsis of: Second Edition Committee Counsel

SUMMARY: House Bill 262 would make changes to the Surplus Lines Act, Article 21 of Chapter 58
of the General Statutes.

BILL ANALYSIS: Section 1 amends the definition of "eligible surplus lines insurer” to include an
"alien insurer." An alien insurer is an insurer domiciled outside the United States and listed by the
National Association of Insurance Commissioners.

Sections 2 and 3 allow a surplus lines insurer to file with the appropriate stamping office, in addition to
filing relevant information with the Commissioner. A stamping office would be established by a surplus
lines regulatory support organization for the purpose of remitting premium taxes in a means satisfactory
to the Commissioner.

Section 4 deletes the requirement that nonresident surplus lines licensees be licensed under Article 33 of
Chapter 58, Licensing of Agents, Brokers, Limited Representatives and Adjusters.

Section 5 deletes language requiring a surplus lines licensee to have required reports to the Department
. countersigned by a resident licensee or by a regulatory support organization.

Section 6 makes changes to the remittance of the surplus lines tax to conform to other changes in the
bill.

EFFECTIVE DATE: House Bill 262 is effective when it becomes law.

Director (919) 733-2578

H

MRV

This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statement of legislative intent.

O. Walker Reagan \ ill
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HOUSE BILL 262
Committee Substitute Favorable 4/22/15

Short Title:  Surplus Lines Amendments. (Public)

Sponsors:

Referred to:

March 18, 2015

A BILL TO BE ENTITLED
AN ACT TO MC ERNIZE THE SURPLUS LINES ACT BY INCLUDING ALIEN

INSURERS IN THE DEFINITION OF AN ELIGIBLE SURPLUS LINES INSUI R, BY

REPEALING COUNTERSIGNING REQUIREMENTS, AND BY PROVIDING

GREATER FLEXIBILITY FOR THE MANNER OF COLLECTION AND REFUND OF

THE SURPLUS LINES TAX.

The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-21-10(3) reads as rewritten:
"(3) "Eligible surplus lines insurer" means -~= -''-c Geoeens
G.S.58-21 '7 ~= ~ nonadmitted insurer with which a surplus lines licensee
may place surplus lines insurance under G.S. 58-21-20."
SECTION 2. G.S. 58-21-35(a) reads as rewritten:

"(a)  Within 30 days after the placing of any surplus lines insurance, the surplus lines
licensee shall file with the Commissioner_or the stamping office. as appropri~*~ a report in a
format prescribed by the Commissioner regarding the insurance and including the following
information:

(nH The name of the insured.

2) The identity of the insurer or insurers.

3) A description of the subject and location of the risk.

(4)  The amount of premium charged for the insurance.

(5) The amount of premium tax for the insurance.

(6) The policy period.

N The policy number.

(7a)  An acknowledged statement that the surplus lines licensee has complied with
G.S. 58-21-15 or G.S. 58-21-16, whichever is applicable.

(8) The name, address, telephone number, facsimile telephone number, and
electronic mail address of the licensee, as applicable.

9 Any other relevant information the Commissioner may reasonably require."

SECTION 3. G.S. 58-21-40 reads as rewritten:

"§ 58-21-40. Surplus lines regulatory support organization.
(a) A surplus lines regulatory support organization of surplus lines licensees shall be
formed testo carry out the follo™*~~ “'nctic=~
(N Facilitate and encourage compliance by resident and non ident surplus
lines licensees with the laws of this State and the rules and regulations of the
Commissioner relative to surplus lines insuranee:*=~=~-ce.
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(a) Gross premiums charged, less any return premiums, for surplus lines insurance on
insureds for whom North Carolina is the home state are subject to a premium receipts tax of
five percent (5%), which shall be collected by—the—surplus—tines—ieensee—as—speeified-in a
r-~—ner approved by the Commissioner, in addition to the full amount of the gross premium
charged by the insurer for the insurance. The tax on any portion of the premium unearned at
termination of i insurance havmg been credlted by the State to the llcensee shall be returned to
the policyholder dire H i :

amy=directly. The surplus lmes llcensee is prohlblted from absorbmg such tax and from rebatmg
for any reason, any part of such tax. To the extent that other states in which portions of the
properties, risks, or exposures reside have failed to enter into a compact or reciprocal allocation
procedure with this State the premlum tax collected shall be retained by thls State.

SECTION 7. This act is effective when it becomes law.

H262 [Edition 2] Page 3






HOUSE BILL 190:

e State Health Plan Modifications.-AB
2015-2016 General Assembly
Committee: Senate Insurance Date: June 2, 2015
Introduced by: Rep. Pendleton Prepared by: Tim Hovis
Analysis of: Second Edition Kristen Harr

Committee Counsel

SUMMARY: House Bill 190 makes a number of modifications to the State Health Plan.

BILL ANALYSIS:

Section 1 of House Bill 190 amends G.S. 135-48.42(e) pertaining to enrollment to allow retirees and
surviving spouses to dis-enroll from the Plan during the Plan year without a qualifying event. It also
allows retirees and surviving spouses to dis-enroll their dependents from the Plan without a qualifying
event.

Section 2 amends G.S. 135-48.44(a) specifying that coverage will cease on the earliest of the last day of
the month, or as soon thereafter as administratively feasible, in which the Plan approves cancellation of
coverage for an employee or retired employee. This section also adds new language in the PCS to clarify
that coverage will be terminated for failure to pay premiums. Termination for failure to pay will take
place on the last day of the month for which a premium is paid.

Section 3 amends G.S. 135-48.40(b)(8) pertaining to partially contributory coverage to add  nployees
eligible for coverage on a noncontributory basis" to the section. According to the State Heal Plan this
change is needed to clarify treatment for Reduced in Force (RIF) employees.

Section 4(a) amends G.S. 135-48.40(d) regarding fully contributory coverage to allow surviving
spouses of Disability Income Plan beneficiaries to be eligible for coverage under the Plan on a fully
contributory basis.

Section 4(b) amends G.S. 135-48.41(g) pertaining to additional eligibility provisions to remove
references to preexisting conditions and waiting periods.

Section 5 of the PCS amends G.S. 135-48.42(a) to add "other contributory basis" to enrollment language
pertaining to new employees that must be given the opportunity to enroll or decline enrollment for
themselves and their dependents within 30 days from the date of employment or from first becoming
eligible on a partially contributory or other contributory basis.

EFFECTIVE DATE: House Bill 190 would become effective July 1, 2015.

Staff Analyst Theresa Matula substantially contributed to this summary.

O. Walker Reagan Research Division
Director (919) 733-2578
*H190-SMRG=-15 E2 ~—V 1%
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job elimination. An employee formerly covered by the provisions of this
section shall not be eligible for coverage under this subdivision if the
employee is provided health benefit coverage on a non-contributory basis by
a subsequent employer.
SECTION 4.(a) G.S. 135-48.40(d) reads as rewritten:
"(d)  Fully Contributory Coverage. — The following persons shall be eligible for coverage
under the Plan, on a fully contributory basis, subject to the provisions of G.S. 135-48.43:

9) Surviving spouses of deceased retirees and surviving spouses of deceased
teachers, State employees, Disability '~~~=- Ploe brenfiniseia~ o ond
members of the General Assembly provided the death ot the tormer Plan
member occurred after September 30, 1986, and the surviving spouse was
covered under the Plan at the time of death.

SECTION 4.(b) G.S. 135-48.41(g) reads as rewritten:

"(g) An eligible surviving spouse and any eligible surviving dependent child of a
deceased retiree, teacher, State employee, member of the General Assembly, former member of
the General Assembly, or Disability Income Plan beneficiary shall be eligible for group

benefits under this section witheut—waiting—periods—for—preexisting—ecenditiens—provided

coverage is elected within 90 days after the death of the former plan member. Coverage may be

elected at a later %ime;time during an annual enrollment pe;ied,—but—membefs—l—g—yews-eﬁ—age

SECTION 5. G.S. 135 48 42(a) reads as rewritten:

"(a) Except as otherwise required by applicable federal law, new employees must be
given the opportunity to enroll or decline enrollment for themselves and their dependents
within 30 days from the date of employment or from first becoming eligible on a partially
contributory or other contributory basis. Coverage may become effective on the first day of the

month following date of entry on payroll or on the first day of the following month. New
employees age 19 and older not enrolling themselves and their dependents age 19 and older
within 30 days, or not adding dependents when first eligible as provided herein may enroll
during annual enrollment, but may be subject to a 12-month waiting period for preexisting
health conditions, except for employees who elect to change their coverage in accordance with
rules established by the State Treasurer for optional or alternative plans available under the
Plan. Children born to covered employees having coverage type (2) or (3), as outlined in
G.S. 135-48.43(d) shall be automatically covered at the time of birth without any waiting
period for preexisting health conditions. Children born to covered employees having coverage
type (1) shall be automatically covered at birth without any waiting period for preexisting
health conditions so long as the claims processor receives notification within 30 days of the
date of birth that the employee desires to change from coverage (1) to coverage type (2) or (3),
provided that the employee pays any additional premium required by the coverage type
selected retroactive to the first day of the month in which the child was born."
SECTION 6. This act becomes effective July 1, 2015.

Page 2 H190 [Edition 2]
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Senate Committee on Insurance
Thursday, June 11, 2015 at 9:30 AM
Room 1027/1128 of the Legislative Building

MINUTES

The Senate Committee on Insurance met at 9:30 AM on June 11, 2015 in Room 1027/1128 « the
Legis ive Building. Nine members were present.

Senator Tom Apodaca, Chair, presided.

Hankins Feichter from Raleigh, Clara Booker from Raleigh, Warren Breden from Wilkesboro, Rebecca
Lepo from Fuquay-Varina, Gray Keith from Wilmington, Larry Lepore from Fuquay-Varina, Taylor
Payne from Burlington, and Campbell Fowler from Raleigh served as pages.

Sen. Apodaca chose to hear the bills out of order. The order in which they were heard is reflected
belo

HB 2 ! Insurance Technical Changes.-AB (Representatives Setzer, Bumgardner)

Sen. Sanderson moved to adopt the proposed committee substitute ’CS) to the committee for
discussion and it carried. Sen. Apodaca asked M. Benjamin Popkin, JD, MPH/Director of Government
Affairs for the North Carolina Department of Insurance to comment on the bill. Sen. McKis :k moved
unfavorable to the bill — favorable to the PCS and it carried. Sen. Apodaca will manage the Il during
session.

HB 148 Insurance Required for Mopeds. (Representatives Shepard, R. Brown, Waddell, Adams)
Rep. Shepard was introduced to speak on the bill. Rep Shepard responded to questions from the
men ers. Sen. Ford moved for a favorable report and it carried. Sen. Apodaca will manage the bill
during session.

HB 154 City, Towns, & Authority - State Health Plan. (Representative ller)

Sen. Sanderson moved to adopt the proposed committee substitute (PCS) to the committee for
discussion and it carried. Sen. Brown was asked to speak on the bill. Sen. Brown responded to

que ons from the members. Tim Hovis pointed out a typographical error on the bill summary; $100
should have been $1000. Tom Freeman/Director of the NC State Health Plan, and David Vanderweide
an attorney from the Fiscal Research Division were asked to assist with responses to the members.
Sen. McKissick moved unfavorable to the bill - favorable to the PCS and it carried. Sen. Brown will
manage the bill during session.

The meeting adjourned at 10:08 AM. /
OZW %

Senator T‘on‘w' Apodaca, Chair Lown, Committee Clerk
Presiding
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PROPOSED SENATE COMMI". _ ZE SUBSTITUTE H288-CSTU-19 [v.3]
6/10/2015 1:18:34 PM

Short Title:  Insurance Technical Changes.-AB (Public)

Sponsors:

Referred to:

March 19, 2015

ABILL" »BE ENTITLED

AN ACT TO MAINTAIN NAIC ACCREDITATION OF THE DEPARTMENT OF
INSURANCE BY MAKING REVISIONS TO THE LAWS GOVERNING INSURANCE
COMPANY HOLDING SYSTEMS., RISK-BASED CAPITAL REQUIREMENTS FOR
LIFE INSURERS., AND CORPORATE GOVERNANCE REQUIREMENTS FOR RISK
RETENTION GROUPS; AND TO MAKE CONFORMING AND CLARIFYING
CHANC 5 TO THE LAWS GOVERNING MOTOR VEHICLE FINANCIAL
RESPONSIBILITY AND AUTO AND HOMEOWNERS' INSURANCE OPTIONAL
PROGRAM ENHANCEMENTS, AS RECOMMENDED BY THE DEPARTMENT OF
INSURANCE.

The General Assembly of North Carolina enacts:

PART 1. INSURANCE HOLDING COMPANY SYSTEM REGULATORY ACT
REVISIONS
SECTION 1.1. G.S. 58-19-1 reads as rewritten:
"§ 58-19-1. Findings; purpose; legislative intent.
(a) The General Assembly finds that the public interest and the interests of
policyholders are or may be adversely affected when any of the following occur:

() Control of an insurer is sought by persons who would utilize such control
adversely to the interests of policyholders.

2) Acquisition of control of an insurer would substantially lessen competition
or create a monopoly in the insurance business in this State.

3) An insurer that is part of a-an insurs=~~ “olding company system is caused
to enter into transactions or relationships with affiliated companies on terms
that are not fair and reasonable.

4) An insurer pays dividends to shareholders that jeopardize the financial
condition of such insurer.

SECTION 1.2.(a) Subdivisions (3) through (7) of G.S. 58-19-5 are recodified as
subdivisions (11) through (15) of that section. Subdivision (8) of G.S. 58-19-5 is recodified as
subdivision (17) of that section.

SECTION 1.2.(b) G.S.58-19-5, as amended by subsection (a) of this section,

LR i

"§ 58-19-5. Definitions.
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“(e)  Except as specifically provided in a plan ot conversion, for five years following the
effective date of the conversion, no person or persons acting in concert (other than the former
mutual, any parent company, or any employee benefit plans or trusts sponsored by the former
mutual or a parent company) shall directly or indirectly acquire, or agree or offer to acquire, in
any manner the beneficial ownership of five percent (5%) or more of the outstar ng shares of
any class of a voting security of the former mutual or any parent company wi Hut the prior
approval of the Commissioner of a statement filed by that person with the Com ssioi . The
statement shall contain the information required by 6-5—584945¢*" ¢ <° '™ "</3) and any
other information required by the Commissioner. The Commissioner shall not approve an
acquisition under this subsection unless the Commissioner finds that:

(N Fhe—requirements—of—G: 3915 (e)—wil—be—satisfied-None of the
conditions set forth in G.S. 58-19-15(i) w*'" 2xist.

(2) The acquisition will not frustrate “~-~"~ *he plan of conversion or the
amendment to the articles of incorporation as approved by the members and
the Commissioner.

3) The oards of directors of the former mutual and any parent company have
approved the acquisition.

4) The acquisition would be in the best interest of the present and future
policyholders of the former mutual without regard to any interest of
policyholders as shareholders of the former mutual or any parent company."

PART II. REVISIONS TO RISK-BASED CAPITAL REQUIREMENTS FOR Ll:w
INSURERS
SECTION 2. G.S. 58-12-11(a) reads as rewritten:
"(a) "Company action level event" means any of the following events:
(1) The filing of a risk-based capital report by an insurer that indicates thi

of the following:

a. The insurer's total adjusted capital is greater than or equal to its
regulatory action level risk-based capital but less than its company
action level risk-based eapitak-ercapital.

b. In the case of a life or health insurer, the insurer has total adjusted
capital that (i) is greater than or equal to its company action level
risk-based capital but less than the—preduet—ofthree times its

authorized control level risk-based eapital-and-  >c—**al and ™ has
a negative trend:ortrc—
c. In the case of a property or casualty insurer or a health organization,

the insurer has total adjusted capital that is greater than or equal to its
company action level risk-based capital but less than the product of
its authorized control level risk-based capital and 3.0 and triggers the
trend test determined in accordance with the trend test calculation
included in the property and casualty or health organization
risk-based capital instructions.

PART III. UPDATE CORPORATE GOVERNANCE REQUIREMENTS FOR RISK
RETENTION GROUPS
SECTION 3. G.S. 58-22-15 reads as rewritten:
"§ 58-22-15. Risk retention groups chartered in this State.
(a) General Rec rements. — A risk retention group shall, pursuant to the provisions of
Part 9 of Article 10 of this Chapter, be chartered and licensed to write only liability insurance
pursuant to this Article and, except as provided elsewhere in this Article, must comply with all

H288-CSTU-19 [v.3] House Bill 288 Page 19






























HOUSE BILL 288:
Insurance Technical Changes.-AB

2015-2016 General Assembly

Committee: Senate Insurance Date: June 11,2015
Introduced by: Reps. Setzer, Bumgardner Prepared by: Tim Hovis
Analysis of: PCS to Second Edition Kristen Harris

H288-CSTU-19 Committee Counsel

SUMMARY: The Proposed Committee Substitute to House Bill 288 enacts legislative changes to North
Carolina's insurance laws to comply with requirements of the National Association of Insurance
Commissioners (NAIC) and allow the North Carolina Department of Insurance maintain its
accreditation with the NAIC and makes various statutory changes recommended by the Department.

[The PCS makes a technical change to Section 1.4 and returns the language in Subsection (j)(1) of that
section to how it appeared in the First Edition of the bill. The PCS also incorporates language from
House Bill 287 relating to electronic proof of insurance and optional program enhancements. |

BACKGROUND: The National Association of Insurance Commissioners (NAIC) is the U.S. standard-
setting and regulatory support organization created and governed by the chief insurance regulators from the
50 states, the District of Columbia and the five U.S. territories. The formal certification program began in
June 1990. North Carolina has been accredited since 1991. All fifty states, the District of Columbia and
Puerto Rico are currently accredited.

CURRENT LAW:

Chapter 58 of the General Statutes governs North Carolina's insurance laws. Currently, the provisions in
Chapter 58 meet NAIC requirements.

BILL ANALYSIS:

House Bill 288 amends existing statutes in Chapter 58 by incorporating model act provisions from the NAIC
that are required to be enacted by 2017. In addition, sections from the North Carolina Administrative Code
are incorporated into Chapter 58 as outlined below.

pPA™T "
Section 1.1:
(€ €010 1 Fiadinng: pipanans Ianintaeios ingent
e Subsection (3) contains a clarifying change.
Section 1.2(a):
Contains recodifications.
Section 1.2(b):
G.S. 58-19-5 Definitions.

e Subsections (3) through (10) add various definitions. The definitions "enterprise risk" and Forms
E and F are required for NAIC accreditation. The definitions "executive officer” and Fc . A, B,
C, and D are being incorporated from the North Carolina Administrative Code (NCAC.)

It
O. Walker Reagan Research Division
Director M (919) 733-2578
* H 2 8 - M TU-56 cC s TuU-129 -V 5 *

8 s







House Bill 288

Page 2

Subsection (16) adds a definition for "ultimate controlling person" which is being incorporated
from the NCAC.

Section 1.3(a):

Contains recodifications.
Section 1.3(b):

G.S. 58-19-15 Acquisition of control of or merger with don- -~~~ ==~

Subsection (a) contains a technical change and incorporates language from the NCAC.
Subsection (b) amends the definition of "domestic insurer” as required for NAIC accreditation.

Subsections (e) and (f) adopt provisions required for NAIC accreditation. Subsection (e) requires
notification to the Commissioner when a holding company divests of a domestic insurer.
Subsection (f) requires a pre-acquisition notification (Form E), which will include information
about the impact of the acquisition on competition.

Subsection (g) amends the form of the statement to be filed with the Commissioner which is
being incorporated from the NCAC. It also sets forth additional information to be provided with
the acquisition of control of a domestic insurer as required for NAIC accreditation.

Subsection (j) adopts provisions required for NAIC accreditation concerning public hearing and
statement filing requirements.

Subsections (n) and (o) contains changes required for NAIC accreditation.

Section 1.4:
G.S.58-19-25 ™ - "-*-*-= ~“insurers.

Subsection (a) changes "licensed" to "authorized," incorporates language from the NCAC, and
contains clarifying changes.

Subsection (b) incorporates language from the NCAC and adopts provisions reqi ed for NAIC
accreditation that set forth information that an insurer must provide to the Commissioner when
filing a registration statement.

Subsections (d) and (f) through (h) incorporate language from the NCAC.

Subsection (j) contains technical changes and incorporates language from the NCAC. The
language added in Subsection (j)(1) would no longer require a hearing for the denial of a
disclaimer of affiliation but would still provide for a hearing upon request. This language agrees
with the NAIC model law but is not required for NAIC accreditation.

Subsection (k) adds language required for NAIC accreditation establishing that the failure to file
the enterprise risk filing (Form F) is a violation of Article 19.

Subsection (1) adopts provisions required for NAIC accreditation establishing the requirement for
the ultimate controlling person of an insurer to file the enterprise risk report annually.

Section 1.5(a):

Contains recodifications.
Section 1.5(b):
G.S. 58-1® 7" £+-~-ards and manag -~ -~* -fan insurer within a holdin~ ~~—----- - stem.
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e Subsection (a) contains a clarifying change and adds language required for NAIC accreditation
establishing that management and cost sharing arrangements between the insurers and its
affiliates must include specified minimum provisions.

e Subsection (b) contains technical and clarifying changes and incorporates language from the
NCAC.

It also adds language required for NAIC accreditation requiring insurers to obtain prior approval
for modifications to affiliated agreements, which are already subject to the Commissioner's
approval, further specifies the reinsurance agreements which are subject to the Commissioner's
approval, adds tax allocation agreements amongst affiliates to the types of agree 'nts that
require the Commissioner's prior approval, and sets forth minimum standards for management
agreements and cost sharing agreements between an isurer and its affiliates.

It also creates a new subsection for the guarantee agreement filing requirement. The language
agrees with the NAIC model law but is not required for accreditation.

e Subsections (d) and (e) incorporate language from the NCAC.
Section 1.6:
G.S. 58-19-35 Examination,

e Subsections (a), (e), (f), and (g) add language required for NAIC accreditation that autl izes the
Commissioner to examine enterprise risk and provides that the Commissioner may order the
insurer to provide information generated from contractual arrangements with affiliates 1at may
not be in the insurer's possession.

e Subsection (d) removes language to conform to changes made to subsection (a) required for
NAIC accreditation.

Section 1.7:
~ S, 58-19-37 Supervisory Colleges.

e Subsections (a) through (c) add language required for NAIC accreditation that establishes the
Commissioner's authority to participate in supervisory colleges in order to facilitate the sharing
of information with regulators from other jurisdictions that regulate entities that are affiliated
with the domestic insurer.

Section 1.8:

YR SERN -~ < B I'a WV Vo WiV o DI o % DRV S-UI) e RIVGRDRP SIS

e Subsections (a) through (f) add language required for NAIC accreditation that revises the
confidentiality language regarding holding company filings to be substantially the same as the
NAIC model law.

Section 1.9:

Subsection (f) adds language required for NAIC accreditation that establishes sanctions for violations, which
prevent the Commissioner's full understanding of the enterprise risk.

Section 1.10:

Contains clarifying changes.

Section 1.11:

Incorporates language from the NCAC and the NAIC model law.
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Section 1.12:

Contains technical and clarifying changes.
Tl i

Section 2:

Adds language required for NAIC accreditation that changes the definition of a life and health insurer's risk
based capital company action level.

PART III
Section 3:

G.S. 58-22-15 Risk retention groups chartered in thir <~

e Subsection (d) adds language required for NAIC accreditation relating to risk retention groups.
Specifically, guidelines are established for a risk retention group's board of directors, attorney-in-
fact, and captive manager, president, or CEO.

PART VI
Section 4:

Adds a new subsection to The Vehicle Financial Responsibility Act which would allow proof of financial
responsibility (auto liability insurance) for registration to be demonstrated in a physical and electronic
format.

Section 5:

Creates a new section allowing automobile insurers to file individually with the Commissioner for approval
of optional enhancements to their automobile or homeowners' policies. These enhancements could then be
offered as an endorsement to an automobile policy. Any additional premium resulting from the enhancement
must be included with the proposed enhancement filed with the Commissioner and must be reviewed by the
Commissioner to ensure that the additional premium is based on sound actuarial principles. The acceptance
or renewal of a policy may not be conditioned upon the acceptance by a policyholder of an optional
enhancement.

This section specifically provides that any rate amendment based on the enhancement is not a rate deviation
under current law. Under current law, G.S. 58-36-30(a), proposed rate deviations must be filed with the
Commissioner and the Rate Bureau and approved by the Commissioner.

Under the bill, optional enhancements would be outside the jurisdiction of the Rate Bureau.

EFFECTIVE DATE: Sections 1 and 3 of this act become effective July |, 2015. Section 2 of this act
becomes effective January 1, 2017. Section 5 of this act becomes effective July 1, 2015 and applies to
optional enhancements, as described in that section, filed and approved on or after that date. The remainder
of this act is effective when it becomes law.

The Department of Insurance substantially contributed to this summary.
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A BILL TO BE ENTITLED

AN ACT TO MAINTAIN NAIC ACCREDITATION OF THE DEPARTMENT OF
INSURANCE BY MAKING REVISIONS TO THE LAWS GOVERNING INSURANCE
COMPANY HOLDING SYSTEMS, RISK-BASED CAPITAL REQUIREMENTS FOR
LIFE INSURERS, AND CORPORATE GOVERNANCE REQUIREMENTS FOR RISK
RETENTION GROUPS, AS RECOMMENDED BY THE DEPARTMENT OF
INSURANCE.

The General Assembly of North Carolina enacts:

PART 1. INSURANCE HOLDING COMPANY SYSTEM REGULATORY ACT
REVISIONS
SECTION 1.1. G.S. 58-19-1 reads as rewritten:
"§ 58-19-1. Findings; purpose; legislative intent.
(a) The General Assembly finds that the public interest and the interests of
policyholders are or may be adversely affected when any of the following occur:
(N Control of an insurer is sought by persons who would utilize such control
adversely to the interests of policyholders.
2 Acquisition of control of an insurer would substantially lessen competition
or create a monopoly in the insurance business in this State.
(3) An insurer that is part of a-an insurance holding company system is caused
to enter into transactions or relationships with affiliated companies ont s
that are not fair and reasonable.
)} An insurer pays dividends to shareholders that jeopardize the financial
condition of such insurer.

SECTION 1.2.(a) Subdivisions (3) through (7) of G.S. 58-19-5 are recodified as
subdivisions (11) through (15) of that section. Subdivision (8) of G.S. 58-19-5 is recodified as
subdivision (17) of that section.

SECTION 1.2.(b) G.S.58-19-5, as amended by subsection (a) of this section,
reads as rewritten:

"§ 58-19-5. Definitions.
As used in this Article, unless the context requires otherwise, the following terms have the
following meanings:

(hH An "affiliate” of or person "affiliated" with a specific persen- pers~— -A

person that indirectly through one or more intermediaries or directly
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any class of a voting security of the former mutual or any parent company without the orior
approval of the Commissioner of a statement filed by that person with the Commissioner. ..
statement shall contain the information required by G-5-—581945(5)G.S. 5° ' "<“3) and any
other information required by the Commissioner. The Commissioner shall not approve an
acquisition under this subsection unless the Commissioner finds that:

(n he—segrdeemen ¥ 319-15(e}—will—be—satisfied-None of the
conditions set forth in G.S. 58-19-15(i) will ex*~*

(2) The acquisition will not frustrate—-impede the plan of conversion or the
amendment to the articles of incorporation as approved by the members and
the Commissioner.

3) The boards of directors of the former mutual and any parent company have
approved the acquisition.

(4) The acquisition would be in the best interest of the present and future
policyholders of the former mutual without regard to any interest of
policyholders as shareholders of the former mutual or any parent company."

PART II. REVISIONS TO RISK-BASED CAPITAL REQUIREMENTS FOR LIFE
INSURERS
SECTION 2. G.S. 58-12-11(a) reads as rewritten:
"(a) "Company action level event" means any of the following events:
(1) The filing of a risk-based capital report by an insurer that indicates that-~~

Af than Fallacaiinn.
L

a. ‘The insurer's total adjusted capital is greater than or equal to its
regulatory action level risk-based capital but less than its company
action level risk-based eapitt ital.

b. In the case of a life or health insurer, the insurer has total adjusted
capital that (i) is greater than or equal to its company action level
risk-based capital but less than the—preduet—efthree tir--~- its
authorized control level risk-based eapitatand-2-5 ~~~ital and (i1) has
a negative treadre—-~-1.

c. In the case of a property or casualty insurer or a health organization,
the insurer has total adjusted capital that is greater than or equal to its
company action level risk-based capital but less than the product of
its authorized control level risk-based capital and 3.0 and triggers the
trend test determined in accordance with the trend test calculation
included in the property and casualty or health organization
risk-based capital instructions.

PART III. UPDATE CORPORATE GOVERNANCE REQUIREMENTS FOR RISK
RETENTION GROUPS

SECTION 3. G.S. 58-22-15 reads as rewritten:
"§ 58-22-15. Risk retention groups chartered in this State.

(a) Gene~~' ™ ~~*-¢=-~1ts. — A risk retention group shall, pursuant to the provisions of
Part 9 of Article 10 of this Chapter, be chartered and licensed to write only liability insurance
pursuant to this Article and, except as provided elsewhere in this Article, must comply with all
of the laws and rules applicable to such insurers chartered and licensed in this State and with
G.S. 58-22-20 to the extent such requirements are not a limitation on laws, administrative rules,
or requirements of this State.

(b) Plan of Operation. — Before it may offer insurance in any state, each risk retention
group shall also submit for approval to the Commissioner of this State a plan of operation or
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HOUSE BILL 154:
C vy, 1owns, & Authority - State Health P 1n

2015-2016 General Assembly

Committee: Senate Ref to Insurance. If fav, re-ref to Date: June 10, 2015
Pensions & Retirement and Aging

Introduced by: Rep. ller Prepared by: Tim Hovis

Analysis of: PCS to Second Edition Committee Counsel
H154-CSRO-15

BACKGROUND:

18 local governments participate in the State Health Plan for Teachers and State
Employees (the State Health Plan). These local governments were added in various laws
passed since 2004 and there has been no consistent set of policies that local governments
are subject to with regards to participation in the State Health Plan.

BILL ANALYSIS:

House Bill 154 would make local governments eligible to have their employees
participate in the State Health Plan for Teachers and State Employees (State ealth Plan)
under specified conditions.

e The local government unit must pass a valid resolution expressing the local
government's desire to participate in the State Health Plan.

e The local government unit must enter into a memorandum of understanding
with the State Health Plan.

e The local government unit must provide at least 90 days' notice to the State
Health Plan prior to entry and complete the requirements outlined in the bill at
least sixty days prior to entry into the State Health Plan.

e The local government unit and its employees must meet the federal
requirements to enter into a governmental plan and the State Health Plan has the
right to refuse participation of the local government unit if its qualification as a
governmental plan would be jeopardized.

e The Plan would be required to admit any local government unit that meet the
qualifications outlined in the bill regardless of past claims experience or the
financial impact to the State Health Plan.

e A local government unit must determine the eligibility of its employees and
their dependents and what portion of the premiums employees will pay to the
local government unit. Premiums for coverage and State Health Plan options
will be the same as those offered to State employees and their dependents on a
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fully contributory basis. The local government unit must pay all premiums for
covered individuals directly to the State Health Plan or its designee.

Enrollment in the State Health by local government units is capped — no additional local
governments will be allowed to join the State Health Plan after the number of emj >yees
and dependents of employees enrolled reaches 10,000, no additional local governments
will be allowed to join. Any local government electing to participate must have le.  than
1,00 employees and dependents enrolled at the time of notice to the Plan.

Local governments currently participating in the State Health Plan would be given an
option to elect to participate under the specified conditions outlined in the bill. Local
government units electing to participate would also cease monthly contributior to the
Retiree Health Benefit Fund. The Retiree Health Benefit Fund is a fund in which
accumulated contributions from employers and any earnings on those contributions shall
be used to provide health benefits to retired and disabled employees and their applicable
beneficiaries.

The bill also authorizes Board of Directors of the Pioneer Springs Community School, a
charter school, to elect to become a participating unit in the State Health Plan.

EFFECTIVE DATE: This act is effective when it becomes law.
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Legislative Actaiarial Note
Health Benefits

BILL NUMBER: Proposed Committee Substitute to House Bill 154 (H154-CSRO-15 [v.3])
SHORT TITLE: Local Governments in State Health Plan.
SPONSOR(S):

SYSTEM OR PROGRAM AFFECTED: State Health Plan for Teachers and State Employees (Plan).

FUNDS AFFECTED: State General Fund, State Highway Fund, other State employer receipts:  emium
payments for dependents of active employees and retired employees of State agencies and universities,
local public schools and local community colleges; premium payments for coverages selected by eligible
former employees; premium payments for coverages selected by firefighters, rescue squad workers,
members of the National Guard, and certain authorized local governments.

BILL SUMMARY:

“~m+iss 13 (Local Go =~ ats)

The proposed legislation would add local governments to the list of employers eligible to have their
employees participate in the Plan under the following conditions:

e The local government must meet certain administrative and legal requirements.

o The Plan is required to admit any local government meeting those requirements, regardless of
claims experience. Participation is optional for the local government.

e The local government shall determine which employees and dependents are eligible and what
portion of the premium they will pay. Retirees are not eligible to participate.

e The total premiums paid to the Plan will be the same as the fully contributory premiums for State
employees and cannot vary by claims experience.

e The Plan may charge 1.5% interest per month for late payment of premiums.

Once the number of employees and dependents of employees of local governments enrolled in the Plan
reaches 10,000, no additional local governments will be allowed to join. However, the total count of
employees and dependents can exceed 10,000 depending on the size of the final local government admitted
and due to growth in the number of members at the local governments that participate.

The proposed legislation only allows local governments with less than 1,000 employees and dependents to
participate.

18 local governments already participate in the Plan, covering 2,118 employees, 980 dependents and
roughly 500 retirees. These local governments were added in several different laws passed between 2004
and 2007, as well as Session Laws 2014-75 and 2014-105. These local governments participate under
different. sometimes ambiguous policies and the bill gives these governments an option to elect to
participate under the clarified policies contained in the bill.
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Section 4 (Pioneer Springs Community School)

Section 4 of the proposed legislation permits the Board of Directors of Pioneer Springs Community School,
a public charter school, to become a participating employer under the Plan within 30 days after the act
becomes law. Under G.S. 135-48.54, an election to join the Plan by the board of a charter school is
irrevocable and shall require all eligible employees of the charter school to participate.

EFFECTIVE DATE: The Proposed Committee Substitute is effective when it becomes law.
ESTIMATED IMPACT ON STATE:

Sections 1-3 (Local Governments)

Both The Segal Company, the actuary for the Plan, and Hartman & Associates, the actuary for the General
Assembly, state that the cost of adding local governments ~~==~* b Anememiend e to a lack of

demographic data and claims experience for the workforce ot the 1ocat governments that might wish to join.

However, both actuaries note the possibility of a cost due to adverse selection. Adverse selection occurs
when local governments and/or employees with higher-than-average claims cost are more likely to join the
Plan than those with lower-than-average claims costs and those higher costs cannot be recovered through
adjustments to premiums. The following aspects of the bill contribute to the potential for adverse selection:

e Participation is optional for local governments and the Plan cannot deny participation to any local
unit. It is possible that local governments with higher-than-average claims costs will be more likely
to choose to join.

e Local governments can determine eligibility. Local governments could choose to set eligibility
rules that encourage employees with higher-than-average claims costs to enroll.

e Premiums cannot vary with the experienced claims for a particular local government, so the Plan
cannot charge a higher premium to a local government whose employees incur higher-than-average
claims.

Finally, both actuaries noted that the claims experience of the local units that participated in 2014 was
favorable. Hartman & Associates calculated that claims costs were roughly 6% lower in 2014 for local
government employees and dependents than for other comparable Plan members. The Segal Company
calculated that claims and expenses for local government employees and dependents were roughly 4.3%
lower than premiums. Thus, for the 2014 Plan Year, local governiment participation in the Plan reduced *--
~=~~nt the State would othery ~ : " 1t hePlan.

Section 4 (Pioneer Springs Community School)

The consulting actuary for the Plan, The Segal Company. estimates a financial loss to the Plan of $43,000
for FY 2015-2016 if Pioneer Springs Community School elects to participate in the Plan. Given the small
size of the School, Segal estimates the projected costs would have a negligible impact on the Plan.

Hartman & Associates, consulting actuary for the General Assembly, estimates that the financial impact on
the Plan would not be material upon Pioneer Springs Community School electing to participate in the Plan.

The additional cost impact of the bill, projected by either consulting actuary, would be expected to impact
total claims growth by approximately two thousandths ot one percent (0.002%) for the 2015-2016 fiscal
year based on the highest estimate of additional cost (i.e., $43.000).
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ASSUMPTIONS AND METHODOLOGY: The actuarial analyses used by each respective consulting
actuary are on file with the Fiscal Research Division. Copies of each respective consulting  tuary's
analysis, including assumptions, are also attached to the original copy of this Legislative Actuarial note.

Authorized Charter Schools: As of January, 2015, there were 81 charter schools with 5,446 enrolled active
employees and dependents participating in the Plan.

Data submitted by Pione~~ ring~ 7~y “~*9ol: The Segal Company and Hartman & Associates
based their respective analyses in part on a Distribution of Participants schedule submitted by the School.
The schedule below reflects the age and sex demographic data for employees and dependents of the School.
Complete claims experience data is usually unavailable on a group this size. However, the School did note
that it currently pays total medical premiums of $8,152 per month and provided details on the benefits in its
current program, which include:

» In-network office visit and therapy co-pay: $25 Primary Care; $50 Specialist

* Preventive care: $0

e Deductible: $1,000 (individual, in-network)

e Out-of-pocket maximum: $6,000 (individual, in-network)

e Inpatient and outpatient hospital: 20% coinsurance after deductible (in-network)
e Prescription drug co-pays: $10 generic; $35 preferred brand

Distribution of Participants - Pioneer Springs Community School

Anthn Emmnisepeg Dependents of Active Emplc-~--
A= Male rem~~ T~ M~in Femnis o Total
0-4 0] 0
5-9 0 0
10-14 0 0
15-19 0 0
20-24 0 0
25-29 5 5 0
30-34 0 0
35-39 4 4 0
40-44 5 5 0
45-49 2 2 0
50-54 1 1 0
55-59 0 0
60-64 1 1 0
65-69 0 0
70-74 0 0
75-79 0 0
>79 0 0
Unknown 0 0
TOTAL 0 18 18 0 0 0
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Summary Information and Data about the Plan

The Plan administers health benefit coverage for active employees from employing units of State agencies
and departments, universities, local public schools, and local community colleges. Eligible retired
employees of authorized employing units may also access health benefit coverage under the Plan. Eligible
dependents of active and retired employees are authorized to participate in the Plan provided they meet
certain requirements. Employees and retired employees of selected local governments and charter schools
may also participate in the Plan under certain conditions. Members of fire, rescue squads, and the National
Guard may also obtain coverage under the Plan provided they meet certain eligibility criteria.

The State finances the Plan on a self-funded basis and administers benefit coverage under a Preferred
Provider Option (PPO) arrangement, with the exception of many Medicare-eligible retirees who are in
fully-insured Medicare Advantage plans. The Plan's receipts are derived through premium contributions,
investment earnings and other receipts. Premiums for health benefit coverage are paid by (1) employing
agencies for active employees, (2) the Retiree Health Benefit Fund for retired employees, and (3)
employees and retirees who participate in a plan with a non-zero premium or who elect dependent
coverage. Starting in 2014, benefit and premium changes are typically effective at January 1. The Plan's
PPO benefit design includes three alternative benefit levels listed below:

1) The "Traditional” 70/30 plan that offers higher out-of pocket requirements in return for lower
employee and retiree premiums without needing to complete wellness activities,

2) The "Enhanced" 80/20 plan that offers lower out-of-pocket requirements with higher employee
and retiree premiums, which can be lowered by completing wellness activities, and

3) The Consumer-Directed Health Plan (CDHP) that applies deductibles and co-insurance to all
services and offers lower employee and retiree premiums if one completes wellness activities

Medicare-eligible retirees are offered three alternative plans:

1) The "Traditional” 70/30 plan as coverage secondary to Medicare for medical services plus a
pharmacy benefit plan,

2) "Base" Medicare Advantage Prescription Drug Plans (MA-PDPs) from a choice of two carriers,
Humana or United Healthcare, that are actuarially equivalent to the ““Enhanced™ 80/20 Plan and

apply in-network out-of-pocket requirements at out-of-network providers

3) “Enhanced” MA-PDPs, identical to the “Base™ MA-PDPs, except with lower co-pays and
higher retiree premiums

The following tables provide a summary of the most common monthly premium rates for the Plan in 2015:
Active Employees and Non-Medicare Retirees

Wellness Plans

Employee/Retiree Share
Employer Complete All Complete No
Share Wellness Wellness
Activities * Activities
Enhanced 80/20 Plan $448.12 $13.56 $63.56
Consumer-Directed Health Plan $448.12 $0.00 $40.00
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Alter--+- ™=

Employer Employee/Retiree Share
Share
Traditional 70/30 Plan $448.12 $0.00

* Members receive credits for each activity. We have shown all or none for simplicity.

Medicare Retirees

AA A i A deimitn e MY

Employer Share
$348.24
$348.24

MA-PDP Base Plan
MA-PDP Enhanced Plan

Alternate Plan
Employer Share
Traditional 70/30 Plan $348.24

Dependents (paid by employee/retiree in addition to premi

Employee/Retiree Share
$0.00
$33.00

Employee/Retiree Share
$0.00

ums above)

All Dependents are Non-Medicare One or More Medicare Dependents
Enhanced CDHP Traditional MA-PDP MA-PDP  Traditional
80/20 70/30 Base Enhanced 70/
Employee/Retiree  $272.79 $184.60 $205.12 $114.50 $147.50 $145
+ Children
Employee/Retiree  $628.54 $475.68 $528.52 $114.50 $147.50 $383.72
+ Spouse
Employee/Retiree  $666.38 $506.64 $562.94 $229.00 $295.00 $418.10
+ Family

The employer share of premiums for retirees is paid from the Retiree Health Benefit Fund. During FY
2014-15, employers contribute 5.49% of active employee payrol! into the Fund. Total contributions for the

year are projected to be approximately $848 million.

Financial Condition

Projected Results for CY 2015 and CY 2016 — The following summarizes projected financial results for
2015 and 2016, based on financial experience through December, 2014 and enrollments for January, 2015.
The projection assumes a 7.0% annual claims growth trend for medical claims, an 8.5% trend for pharmacy
claims, benefit provisions and member-paid premiums as currently adopted by the Board, and assumed

premium increases in 2016 based on the Board’s recommendation.

Beginning Cash Balance

Receipts:
Net Premium Collections

Proposed Committee Substitute to House Bill 154 (H154-C

($ millions)
Projected Projected
CY 2015 CY 2016
$1.014.8 $863.2
$2.946.7 $3.00 9
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Medicare Part D / EGWP Subsidies $63.2 $14.3

Investment Earnings $3.9 $3.0
Total $3,013.8 $3,081.2
Disbursements:
Net Medical Claim Payment Expenses $2,099.3 $2.175.5
Net Pharmacy Claim Payment Expenses $657.8 $713.9
Medicare Advantage Premiums $174.2 $193.4
Administration and Claims-Processing Expenses $234.1 $237.8
Total : $3,165.5 $3.320.6
Net Operating Income (Loss) ($151.7) ($239.4)

Of the premiums paid in CY 2015, an estimated $2.0 billion is derived from General Fund sources and an
estimated $0.1 billion is derived from Highway Fund sources.

Other Information

Additional assumptions include Medicare benefit “carve-outs,” cost containment strategies including prior
approval for certain medical services, utilization of the "Blue Options" provider network, case and disease
management for selected medical conditions. mental health case management, coordination of benefits with
other payers, a prescription drug benefit manager with manufacturer rebates from formularies, fraud
detection, and other authorized actions by the State Treasurer, Executive Administrator, and Board of
Trustees to manage the Plan to maintain and improve the Plan's operation and financial condition where
possible. Medical claim costs are expected to increase at a rate of 7.0% annually and pharmacy claim costs
are expected to increase at a rate of 8.5% annually according to assumptions adopted by the Board of
Trustees. The active population is projected to decline by 1% per year and the retired population is
projected to increase by 1% per year.
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IV. Enroliment by Age Traditional Enhanced CDHP MA Total
24 & Under 72,665 66,607 7,567 10 146,849
25 to 44 73,396 74,376 5,727 290 153,789
45 to 54 46,998 55,289 3,438 1,128 106,853
55 to 64 47,633 76,519 3,029 1,579 128,760
65 & Over 38,609 6,665 o A *9,039
Total 279,301 279,456 1! 0o ve3,290
Percent Enrolilment by Age Traditional Enhanced CDHP MA Total
24 & Under 26.0% 23.8% 38.0% 0.0% 21.4%
25to 44 26.3% 26.6% 28.7% 0.3% 22.4%
45 to 54 16.8% 19.8% 17.2% 1.1% 15.6%
55 to 64 17.1% 27.4% 15.2% 1.5% 18.8%
65 & Over 13.8% 2.4% 0.9% 97.2% 21.7%
Towas 100.0% 100.0% 100.0% 100.0% 100.0%

V. Retiree Enroliment by Category Employee Dependents Total
Non-Medicare Eligible 53,743 9,610 63,353
Medicare Eligible in Traditional 70/30 37,538 1,487 39,025
Medicare Eligible in Base Medicare Advantage Plans 60,833 2,831 63,664
Medicare Eligible in Enhanced Medicare Advantage Plans 37,980 4,956 42,936
Total 190,094 18,884 208,978
Percent Enrollment by Category (Retiree) Employee Dependents Total
Non-Medicare Eligible 28.3% 50.9% 30.3%
Medicare Eligible in Traditional 70/30 19.7% 7.9% 18.7%
Medicare Eligible in Base Medicare Advantage Plans 32.0% 15.0% 30.5%
Medicare Eligible in Enhanced Medicare Advantage Plans 20.0% 26.2% 20.5%
Total 100.0% 100.0% 100.0%

VI. Enrollment By Major Employer Groups Employees Dependents Total
State Agencies 69,629 33,021 102,650
UNC System 51,279 32,033 83,312
Local Public Schools 171,429 86,048 257,477
Charter Schools 3,402 2,044 5,446
Local Community Colleges 15,741 8,517 24,258
Other

Local Goverments 2,118 3980 3,098
COBRA/Reduction in Force/Direct Bill 599 362 961
Nat. Guard, Fire & Rescue 2 2 4
Sub-total 314,199 163,007 477,206
Retirement System 189,399 18,685 208,084
Total 50.7,.::0 101,092 685,290
Percent Enroliment by Major Employer Groups Employees Dependents Total
State Agencies 13.8% 18.2% 15.0%
UNC System 10.2% 17.6% 12.2%
Locai Public Schools 34.0% 47.4% 37.6%
Charter Schools 0.7% 1.1% 0.8%
Local Community Colleges 3.1% 4.7% 3.5%
Other
Local Goverments 0.4% 0.5% 0.5%
COBRA/Reduction in Force 0.1% 0.2% 0.1%
Nat. Guard, Fire & Rescue 0.0% 0.0% 0.0%
Sub-total 62.4% 89.7% 69.6%
Retirement System 37.6% 10.3% 30.4%
Total lov.u v nn aas *10.0%
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SOURCES OF DATA:

The Segal Company; preliminary financial projections updated through Q4 CY2014 under revised benefit
proposal; dated February 6, 2015; as presented to the Board of Trustees on February 11, 2015. Filename
“CY2014 Preliminary Q4 Update — Revised Proposal.pdf”

-Actuarial Note, Hartman & Associates, “Draft Bill 2015-LL-102 [v.6]: An Act to Authorize nits of Local
Government to Enroll Their Employees and Dependents in the State Health Plan™, March 20, 2015, original
of which is on file in the General Assembly’s Fiscal Research Division.

-Actuarial Note, The Segal Company, “Bill Draft 2015-LL-102 Local Governments in State Health Plan™,
March 17, 2015, original of which is on file with the State Health Plan for Teachers and Ste  Emplo
and the General Assembly’s Fiscal Research Division.

-Actuarial Note, Hartman & Associates, ““Senate Bill 136: An Act to Authorize Pioneer Springs Community
School to Elect to Participate in the State Health Plan for Teachers and State Employees™, March 12, 2015,
original of which is on file in the General Assembly’s Fiscal Research Division.

-Actuarial Note, The Segal Company, “Senate Bill 136 Charter School in State Health Plan”, March 19,
2015, original of which is on file with the State Health Plan for Teachers and State Employees and the
General Assembly’s Fiscal Research Division.

FISCAL RESEARCH DIVISION: (919) 733-4910

PREPARED BY: David Vanderweide
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Mark Trogdon. Director
Fiscal Research Division

DATE: June 10, 2015
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2015

HOUSE BILL 154
Committee Substitute Favorable 4/16/15

Short Title:  City, Towns, & Authority - State Health Plan. (Public)

Sponsors:

Referred to:

March 5, 2015

A 77 7 TOBEENTI™ =D
AN ACT TO AUTHORIZE THE CITY OF SOUTHPORT, TOWNS OF MARSHVILLE AND
WADESBORO, AND THE PIEDMONT TRIAD REGIONAL WATER AU" ORITY TO
ENROLL THEIR EMPLOYEES AND DEPENDENTS IN THE STATE HEALTH PLAN
FOR TEACHERS AND STATE EMPLOYEES.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 135-48.47(a) reads as rewritten:
"(a)  Eligibility. — The employees and dependents of employees of the followir local
government units are eligible to participate in the State Health Plan:
(D Montgomery County.

2) Towns of Elizabethtow _an latthevis:
Motthews <= Wed--horo,
£ ‘l Vider AL C At lia n s

4) Piedmont ‘lriad Regional Water Authority.

Employees and dependents participating under this section are not guaranteed participation
in the Plan, and participation is contingent on their respective local government units
complying with the provisions of this section and this Article, as well as any policies adopted
by the Plan."

SECTION 2. This act becomes effective July I, 2015.
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HOUSE BILL 148:
Insurance Required for Mopeds

2015-2016 General Assembly

Committee: Senate Insurance Date: June 10, 2015
Introduced by: Reps. Shepard, R. Brown, Waddell, Adams Prepared by: Tim Hovis
Analysis of: Second Edition Committee Counsel

SUMMARY: House Bill 148 would amend the law related to mopeds by:
» Requiring mopeds to be insured;
» Clarifying that sellers of mopeds are not required to be licensed as motor vehicle dealers; and
» Clarifying that mopeds do not have to be titled.

CURRENT LAW: A moped is defined as a vehicle that has two or three wheels, no external shifting
device, and a motor that does not exceed 50 cubic centimeters piston displacement and cannot ‘opel the
vehicle at a speed greater than 30 miles per hour on a level surface (G.S. 105-164.3). Mopeas are not
generally treated as motor vehicles under State laws (G.S. 20-4.01(23)). Mopeds are currently not
required to be inspected (G.S. 20-183.2) or insured (G.S. 20-309).

Operators must be at least 16 years old to operate a moped on a highway or public vehicular area
(G.S.20-10.1) but are not required to be licensed (G.S. 20-8). Operators are subject to the same
requirements as operators of motorcycles with regard to carrying passengers and wearing a helmet — the

. number of passengers may not exceed the number the vehicle was designed to carry, and the operator
and passengers must wear helmets that comply with federal standards (G.S. 20-140.4).

While mopeds are not currently required to be registered, legislation was enacted last year (S.L. 2014-
114) that will require registration of mopeds beginning on July 1, 2015. The registration fee is the same
as for motorcycles ($18). In order to be registered with the Division and operated on the highways, a
moped must have a manufacturer's certificate of origin and be designed and manufactured for highway
use. An applicant who is unable to provide a manufacturer's certificate of origin must provide an
affidavit stating why a certificate is not available and attesting that the applicant is entitled to register the
vehicle.

BILL ANALYSIS: House Bill 148 would require that operators of mopeds have liability insurance and
make clarifying changes to other motor vehicle laws related to mopeds.

Insurance: Sections 2 through 7 would make it unlawful to operate a moped on a street or highway
without having liability insurance coverage. Companies writing moped liability insurance or theft and
physical damage insurance would be authorized to incorporate both types of insurance as an
endorsement to liability and physical damage policies. Liability insurance on a mope would not be
eligible for transfer to the North Carolina Motor Vehicle Reinsurance Facility, and a moped would not
be considered a private passenger motor vehicle for purposes of the regulation of insurance rates.

No _dealer license required. Section 8 would clarify that mopeds are not included in the definition of

motor vehicle for the purposes of the motor vehicle dealers and manufacturers licensing law. Under this

law, a person must be licensed as a motor vehicle dealer to sell motor vehicles that are required to be *"»

dealer license required. Section 8 would clarify that mopeds are not included in the definition of motor
[
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Director ‘
This bill analysis was prepared by the nonpartisan legislative staff for the use of legislators in their deliberations and does not constitute an official statement of legislative intent.
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House Bill 148
Page 2

vehicle for the purposes of the motor vehicle dealers and manufacturers licensing law. Under this law, a
person must be licensed as a motor vehicle dealer to sell motor vehicles that are required to be
registered. This would make clear that moped dealers do not have to be licensed after the new moped
registration requirement goes into effect.

No certificate of title required: Section 9 would clarify that mopeds do not have to be titled. Generally,
an owner of a vehicle subject to registration must also apply to the Division for a certificate of title. This
section would provide that the owner of a moped subject to registration under the new law is not
required to apply for, nor is the Division required to issue, a certificate of title.

EFFECTIVE DATE: Clarifying changes related to motor vehicle dealer licensing and titling would
become effective July 1, 2015, to coincide with the effective date of the new moped registration
requirement. The remainder of the act would become effective July 1, 2016, and would apply to offenses
committed on or after that date.

*This summary was substantially contributed to by Wendy Graf Ray, Research Division.
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General Assembly Of North Carolina Session 2015

Page 2

SECTION 5. G.S. 58-37-1(6) reads as rewritten:

"(6)

"Motor vehicle" means every self-propelled vehicle that is designed for use
upon a highway, including trailers and semitrailers designed for use with
such vehicles (except traction engines, road rollers, farm tractors, tractor
cranes, power shovels, and well drillers). "Motor vehicle" also means a
motorcycle, as defined in G.S. 20-4.01(27)d._"Motor vehicle" does not mean
a moped. as defined in G.S.105-164.3. Notwithstanding any -~~~
provisions of this Article. liability insurance on a moped is not eligible for
cession to the Facility."

SECTION 6. G.S. 58-40-10(1) reads as rewritten:

"(1)

"Private passenger motor vehicle" means:

a. A motor vehicle of the private passenger or station wagon type that is
owned or hired under a long-term contract by the policy named
insured and that is neither used as a public or livery conveyance for
passengers nor rented to others without a driver; or

b. A motor vehicle that is a pickup truck or van that is owned by an
individual or by husband and wife or individuals who are residents of
the same household if it:

1. Has a gross vehicle weight as specified by the manufacturer
of less than 14,000 pounds; and
2. Is not used for the delivery or transportation of goods or

materials unless such use is (i) incidental to the insured's
business of installing, maintaining, or repairing furnishings or
equipment, or (ii) for farming or ranching. Such vehicles
owned by a family farm copartnership or a family farm
corporation shall be considered owned by an individual for
the purposes of this section; or
c. A motorcycle, motorized scooter or other similar motorized vehicle
not used for commercial purposes._ A ~~+ed, as defined in
G.S. 105-164.3. is not considered ~ ~~*~=~ycle, motorized scooter, or
other similar motorized vehicle."

SECTION 7. G.S. 58-40-15 reads as rewritten:
"§ 58-40-15. Scope of application.
The provisions of this Article shall apply to all insurance on risks or on operations in this

State, exeept:except for all ~“<he f~""~wing:

(M
)

)

“)
(5)
(6)
(7)
(8)

Reinsurance, other than joint reinsurance to the extent stated in
G-5-58-40-60:G.S. 58-40-60.

Any policy of insurance against loss or damage to or legal liability in
connection with property located outside this State, or any motor vehicle or
aircraft principally garaged and used outside of this State, or any activity
wholly carried on outside this State;State.

Insurance of vessels or craft, their cargoes, marine builders' risks, marine
protection and indemnity, or other risks commonly insured under marine, as
distinguished from inland marine, insurance pehetes:policies.

Accident, health, or life insuranee:insurance.

Annuities;Annuities.

Repealed by Session Laws 1985, c. 666, s. 43.

Mortgage guaranty suraneesinsurance.

Workers' compensation and employers' liability insurance written in
connection therewith:therewith.

H148 [Edition 2]
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SECTION 10. Sections 8 and 9 of this act become effective July I, 2015. The
remainder of this act becomes effective July 1, 2016, and applies to offenses committed on or

after that date. .
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HOUSE BILL 148:
Insurance Required for Mopeds

2015-2016 General Assembly

Committee: Senate Insurance Date: June 10, 2015
Introduced by: Reps. Shepard, R. Brown, Waddell, Adams  Prepared by: Tim Hovis
Analysis of: Second Edition Committee Counsel

SUMMARY: House Bill 148 would amend the law related to mopeds by:
» Requiring mopeds to be insured;
» Clarifying that sellers of mopeds are not required to be licensed as motor vehicle dealers; and
» Clarifying that mopeds do not have to be titled.

CURRENT LAW: A moped is defined as a vehicle that has two or three wheels, no  :ternal shifting
device, and a motor that does not exceed 50 cubic centimeters piston displacement and cannot propel the
vehicle at a speed greater than 30 miles per hour on a level surface (G.S. 105-164.3). Mopeds are not
generally treated as motor vehicles under State laws (G.S.20-4.01(23)). Mopeds . : currently not
required to be inspected (G.S. 20-183.2) or insured (G.S. 20-309).

Operators must be at least 16 years old to operate a moped on a highway or public vehicular area
(G.S.20-10.1) but are not required to be licensed (G.S.20-8). Operators are subject to the same
requirements as operators of motorcycles with regard to carrying passengers and wearing a helmet — the

. number of passengers may not exceed the number the vehicle was designed to carry, and the operator
and passengers must wear helmets that comply with federal standards (G.S. 20-140.4).

While mopeds are not currently required to be registered, legislation was enacted last year (S.L. 2014-
114) that will require registration of mopeds beginning on July 1, 2015. The registration fee is the same
as for motorcycles ($18). In order to be registered with the Division and operated on the highways, a
moped must have a manufacturer's certificate of origin and be designed and manufactured for highway
use. An applicant who is unable to provide a manufacturer's certificate of origin must provide an
affidavit stating why a certificate is not available and attesting that the applicant is entitled tc >gister the
vehicle.

BILL ANALYSIS: House Bill 148 would require that operators of mopeds have liability insurance and
make clarifying changes to other motor vehicle laws related to mopeds.

Insurc—=-~- Sections 2 through 7 would make it unlawful to operate a moped on a street or highway
without having liability insurance coverage. Companies writing moped liability insurance or theft and
physical damage insurance would be authorized to incorporate both types of insurance as an
endorsement to liability and physical damage policies. Liability insurance on a moped would not be
eligible for transfer to the North Carolina Motor Vehicle Reinsurance Facility, and a moped would not
be considered a private passenger motor vehicle for purposes of the regulation of insurance rates.

No _dealer license required: Section 8 would clarify that mopeds are not included in the definition of
motor vehicle for the purposes of the motor vehicle dealers and manufacturers licensing law. Under this
law, a person must be licensed as a motor vehicle dealer to sell motor vehicles that are required to be No
dealer license required: Section 8 would clarify that mopeds are not included in the . inition of motor

* - G
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vehicle for the purposes of the motor vehicle dealers and manufacturers licensing law. Under this law, a
person must be licensed as a motor vehicle dealer to sell motor vehicles that are required to be
registered. This would make clear that moped dealers do not have to be licensed after the new moped
registration requirement goes into effect.

No certificate of title required: Section 9 would clarify that mopeds do not have to be titled. Generally,
an owner of a vehicle subject to registration must also apply to the Division for a certificate of title. This
section would provide that the owner of a moped subject to registration under the new law is not
required to apply for, nor is the Division required to issue, a certificate of title.

EFFECTIVE DATE: Clarifying changes related to motor vehicle dealer licensing and titling would
become effective July 1, 2015, to coincide with the effective date of the new moped registration
requirement. The remainder of the act would become effective July 1, 2016, and would apply to offenses
committed on or after that date.

*This summary was substantially contributed to by Wendy Graf Ray, Research Division.
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SECTION 5. G.S. 58-37-1(6) reads as rewritten:

"(6)

"Motor vehicle" means every self-propelled vehicle that is designed for use
upon a highway, including trailers and semitrailers designed for use with
such vehicles (except traction engines, road rollers, farm tractors, tractor
cranes, power shovels, and well drillers). "Motor vehicle" also means a
motorcycle, as defined in G.S. 20-4.01(27)d._"Motor vehicl~" 1oes not mean
a_moped, as define?! ‘n_G.S.105-164.3. No#withetandin~ ~ny_ other
pr~vicions of this Article, liability insurance ¢ ~_moped is not eligible for
cession to the Facility."

SECTION 6. G.S. 58-40-10(1) reads as rewritten:

(M

"Private passenger motor vehicle" means:

a. A motor vehicle of the private passenger or station wagon type that is
owned or hired under a long-term contract by the policy named
insured and that is neither used as a public or livery conveyance for
passengers nor rented to others without a driver; or

b. A motor vehicle that is a pickup truck or van that is owned by an
individual or by husband and wife or individuals who are residents of
the same household if it:

1. Has a gross vehicle weight as specified by the manufacturer
of less than 14,000 pounds; and
2. Is not used for the delivery or transportation of goods or

materials unless such use is (i) incidental to the insured's
business of installing, maintaining, or repairing furnishings or
equipment, or (ii) for farming or ranching. Such vehicles
owned by a family farm copartnership or a family farm
corporation shall be considered owned by an individual for
the purposes of this section; or
c. A motorcycle, motorized scooter or other similar motorized vehicle
not used for commercial purposes A moped. as defined in
G.S. 105-164.3, is not considered a motorcycle ~otorized scooter, or
other similar motorized vehicle."

SECTION 7. G.S. 58-40-15 reads as rewritten:
"§ 58-40-15. Scope of application.

The provisions of this Article shall apply to all insurance on risks or on operations in this
State, exeept:except for all of the following:

(M
2

(€))

4)
()
(6)
(7)
(8)

Reinsurance, other than joint reinsurance to the extent stated in
G-558-40-60:G.S. 58-40-60.

Any policy of insurance against loss or damage to or legal liability in
connection with property located outside this State, or any motor vehicle or
aircraft principally garaged and used outside of this State, or any activity
wholly carried on outside this State:State.

Insurance of vessels or craft, their cargoes, marine builders' risks, marine
protection and indemnity, or other risks commonly insured under marine, as
distinguished from inland marine, insurance peheies:policies.

Accident, health, or life iasuranee:insurance.

Annuities;Annuities.

Repealed by Session Laws 1985, c. 666, s. 43.

Mortgage guaranty suraneesinsurance.

Workers' compensation and employers' liability insurance written in
connection therewit:therewith.

H148 [Edition 2]
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] SECTION 10. Sections 8 and 9 of this act become effective July 1, 2015. The
2 remainder of this act becomes effective July 1, 2016, and applies to offenses committed on or
3 after that date.

Page 4 H148 [Edition 2]
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Senate Committee on Insurance
. Wednesday, June 15, 2016 at 4:00 PM
Room 1027/1128 of the Legislative Building

MINUTES

The Senate Committee on Insurance met at 4:00 PM on June 15, 2016 in Room 1027/1128 of
the Legislative Building. Ten members were present.

Senator Tom Apodaca, Chair, presided.

Kelly Anne Faulk from Sanford, Amy Clemmons from Raleigh, Jordyn Scheitler from Belmont,
Reagan Rushing from Wingate and Griffin Sullivan from Raleigh served as pages.

This committee actually convened at 4:30 due to a long Senate Session.

HB 19 Modify Definition of Firefighter. (Representative C. Graham)

Sen. Daniel presented the bill to the members. Sen. Apodaca then asked Wayne Goodwin the
Commissioner of Insurance from the North Carolina Department of Insurance to comment on
the bill. Sen. Meredith moved for a favorable report and it passed.

. HB 287 Amend Insurance Laws.-AB (Representatives Setzer, Bumgardner)

Sen. Meredith presided for this bill. Sen. Apodaca moved to adopt the proposed committee
substitute (PCS) to the committee for discussion and it was carried. Sen. Meredith called on the
Commissioner of Insurance Wayne Goodwin and the Director of Government Affairs from the
North Carolina Department of Insurance M. Benjamin Popkin to explain the bill. Up to that
point questions from the members were answered by Mr. Popkin. Sen. Apodaca brought forth
Amendment 1 and 2. Both were accepted by the committee. Sen. Lee brought forth
Amendment 3 before the committee. Rep. Tine spoke in regards to the 3" Amendment and
answered questions from the members. The 3"Y Amendment was then accepted by the
committee. Sen. Lee then brought forth Amendment 4 before the committee that offered
technical fixes to the 3™ Amendment and it was accepted. Sen. McKissick moved for an
unfavorable to the bill — favorable to the PCS as amended (4 times) to be rolled in to a new PCS
and it carried. The bill was recommended for a referral to Judiciary Il.

The meeting adjourned at 5:20 PM.

Senator Tom Rpogdaca, Chair /Debbie Lown, Committee Clerk
‘ Presiding







Senate Committee on Insurance
Wednesday, June 15, 2016, 4:00 PM
1027/1128 Legislative Building
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Section 7 amends the statute governing standards which apply to rate making in Article 36 of Chapter ‘
58. Currently, for property insurance rates, consideration may be given to the experience of property
i arance business during the most recent five year period. For property insurance rates, consideration
1 st be given to the insurance public protection classifications of fire districts established by the
Commissioner of Insurance. The Commissioner must establish and modify insurance public protection
districts for all rural areas of the State and for cities with populations of 100,000 or fewer. In
e blishing and modifying these districts, the Commissioner must use standards at least equivalent to
those used by the Insurance Services Office, Inc., or any successor organization. Section 7 would
provii  that fire alarms that are unintentional and result in no damage would not be considered in
:ulating minimum response requirements for initial rating or classification.

I FECTIVE DATE: The act becomes effective July 1, 2016.

>

3s  mnary was substantially contributed to by Brad Krehely. Legislative Analysts Division.
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HOUSE BILL 19
Committee Substitute Favorable 3/10/15
Senate Judiciary I Committee Substitute Adopted 6/9/16

Short Title:  Modify Definition of Firefighter. (Public)

Sponsors:

Referred to:

January 29, 2015

A BILL TO BE ENTITLED
AN ACT TO AMEND ARTICLE 84 OF CHAPTER 58 OF THE GENERAL STATUTES TO
MAKE A TECHNICAL CORRECTION TO THE DEFINITION OF FIREFIGHTER TO
INCLUDE FIREFIGHTERS EMPLOYED BY COUNTY FIRE MARSH: . OFFICES, TO
CLARIFY THE AUTHORITY OF LOCAL BOARDS OF TRUSTEES TO PAY EXPENSES
OF LOCAL FIREFIGHTERS' RELIEF FUNDS, TO UPDATE THE APPOINTMENT
PROCEDURES FOR LOCAL FIREFIGHTERS' RELIEF FUND BOARDS OF 7 USTEES,
TO CHANGE THE NAME OF THE NORTH CAROLINA STATE FIREMEN'S
ASSOCIATION TO THE NORTH CAROLINA STATE FIREFIGHTERS' ASSOCIATION,
AND TO CLARIFY THAT FIRE ALARMS THAT ARE UNINTENTIONAL AND RESULT
IN NO DAMAGE ARE NOT CONSIDERED WHEN CALCULATING MINIMUM
RESPONSE REQUIREMENTS FOR INITIAL RATING OR CLASSIFICATION UNDER
G.S. 58-36-10(3).
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-84-5(3a) reads as rewritten:
"(3a) FEirefighterorFireman:-Firefighter. — Any person who meets all of the following
requirements:

a. Is a volunteer, employee, contractor, or member of a rated and certified
fire depaft-meﬁt—.departr““‘ ne mmmmlacina Af A Maiiads, Diaa 1\,«,..4,1...”,,‘
Office whose sole duty is to act as tire marshal, d¢=*- *‘re_marr*--'

assistant fire marshal, or firefighter of the county.

"

SECTION 2. G.S. 58-84-25(d) reads as rewritten:

"(d)  Administration. — These funds shall be held by the treasurer of a fire district as a
separate and distinct fund. The fire district shall immediately pay the funds to the treasurer of the
local board of trustees upon the treasurer's election and qualification, for the use of the board of
trustees of the firemen'sloecal-relieffund '~~~ U ~+fighters’ Re'*~* Fd in each fire strict to be
used by it for the purposes provided in G.S. 58-84-35."

SECTION 3. G.S. 58-84-30 reads as rewritten:
"§ 58-84-30. Trustees appointed; organization.

For each county, town or city complying with and deriving benefits from the provisions of this
Article, there shall be appointed a local board of trustees, known as the trustees of the local
Firefighters' Relief Fund, to be composed of five members, two of whom shall be elected by the
members of the local fire department who are qualified as beneficiaries of such fund, two of whom
shall be elected by the mayor and board of aldermen or other local governing body, and one of

* H 19 — VvV - 3 *
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corporate documents to conform them to the association's new name by an appropriate filing with
the Secretary of State.

The Revisor of Statutes is hereby authorized to replace any occurrences in the General

Statutes of the words "North Carolina State Firemen's Association,” "North Carolina Firemen's
Association," "State Firemen's Association," or any reasonable derivative therec  with the words
"North Carolina State Firefighters' Association," including the following sections of the General
Statutes: G.S. 58-2-121, 58-78-1, 58-80-5, 58-80-25, 58-80-60, 58-84-5, 58-84-25, 58-84-33,
58-84-35, 58-84-40, 58-84-41, 58-84-46, 58-84-50, 58-84-52, 58-85-1, 58-85-10, 58-85-20,
58-85-25, 58-85-30, 58-85-35, 58-86-25, 58-87-10, 135-27, 143-136, 143B-1401, 166A-26, and
166A-69.

SECTION 7. G.S. 58-36-10(3) reads as rewritten:

"(3) In the case of property insurance rates under this Article, consideration may be
given to the experience of property insurance business during the most recent
five-year period for which that experience is available. In the case of property
insurance rates under this Article, consideration shall be given to the insurance
public protection classifications of fire districts established by the
Commissioner. The Commissioner shall establish and modify from time to time
insurance public protection districts for all rural areas of the State and for cities
with populations of 100,000 or fewer, according to the most recent annual
population estimates certified by the State Budget Officer. In establishing and
modifying these districts, the Commissioner shall use standards at least
equivalent to those used by the Insurance Services Office, Inc., or any successor

organizatton-organization, except that fire alarms that are ~--*-*~=*~=~" ~= *he
wnnnele A nl B ndlne e d wnne b 19 ng damage or fire shall not be considered in
calculating =" m resp--ct <t quirements for initial rating or classification.

The standards developed by the Commissioner are subject to Article 2A of
Chapter 150B of the General Statutes. The insurance public protection
classifications established by the Commissioner issued pursuant to the
provisions of this Article shall be subject to appeal as provided in G.S. 58-2-75,
et seq. The exceptions stated in G.S. 58-2-75(a) do not apply."

SECTION 8. This act becomes effective July 1, 2016.

House Bill 19-Third Edition Page 3
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HOUSE BILL 287
Committee Substitute Favorable 4/14/15
Committee Substitute #2 Favorable 7/28/15
PROPOSED SENATE COMMITTEE SUBSTITUTE H287-CSMH 3 [v.22]
06/14/2016 07:03:09 PM

Short Title:  Amend Ins. Laws.-AB (Public)

Sponsors:

Referred to:

March 19, 2015

A BILL TO BE ENTITLED

AN ACT TO ENHANCE AND IMPROVE CONSUMER PROTECTIONS AND
TRANSPARENCY RELATED TO MOTOR VEHICLE MAINTENANCE AND REPAIRS
AND LONG-TERM CARE INSURANCE; TO ESTABLISH A PUBLICLY-ACCESSIBLE
ONLINE BUILDING CODE; TO STUDY VOLUNTEER FIREFIGHTER RECRUITMENT
AND RETENTION EFFORTS; TO INCREASE THE CRIMINAL PENALTY FOR LARGE-
SCALE FRAUD COMMITTED BY AN INSURANCE FIDUCIARY AND STRENGTHEN
COMMERCIAL AUTO RATE EVASION REFORM; TO MAKE VARIOUS TECHNICAL
AND POLICY CHANGES TO NORTH CAROLINA'S CAPTIVE INSURANCE LAW
PROVISIONS; TO ENABLE THE ESTABLISHMENT OF A STATE-BASED PRIVATE
FLOOD INSURANCE MARKET; TO ENABLE INSURERS TO RECEIVE RESTITUTION
FROM CONVICTED DEFENDANTS; TO EXEMPT CERTAIN ACCOUNTABLE CARE
ORGRANIZATIONS FROM DEPARTMENT REGULATION; AND TO MAKE OTHER
AMENDMENTS TO INSURANCE LAWS, AS RECOMMENDED BY THE
DEPARTMENT.

The General Assembly of North Carolina enacts:

PART I. CONSUMER TRANSPARENCY AND ASSISTANCE PROVISI' NS
SECTION 1.1. G.S. 58-36-75(a) reads as rewritten:

"(a)  The subclassification plan promulgated pursuant to G.S. 58-36-65(b) may rovide for
separate surcharges for major, intermediate, and minor accidents. A "major accident"” 1s an at-fault
accident that results in either (i) bodily injury or death or (ii) only property damage of three
t-heusa&d—a-g-ht—y—ﬁ-ve—del—la*s—(—%—@%é-)four thousand one hundred dollars ($4.100) or more. An

"intermediate accident” is an at-fault accident that results in only property damage of more than
one-thousand-eight-hundredfifty-doHars($1850)-two thousand five hundred dollars ($2.500) but
less than three-thousand-eighty-five-doHars{($3.085).four thousand one hundred dollars ($4.,100).
A "minor accident” is an at-fault accident that results in only property damage of ¢ ~thousand
eight—hundred—fifty—doHars($850)two _thousand five hund--* “ollars ($2.500) or less. The
subclassification plan may also exempt certain minor accidents tfrom the Facility recoupment
surcharge. The Bureau shall assign varying Safe Driver Incentive Plan point values and surcharges
for bodily injury in at-fault accidents that are commensurate with the severity of the injury,
provided that the point value and surcharge assigned for the most severe bodily injury shall not
exceed the point value and surcharge assigned to a major accident involving only property

damage."
1 1[‘“‘!]"“’“’{]]1" Ull ’ﬂ“lc‘mlﬂ ‘Il_” ||“J" “ ‘lllllﬂ” |l|l













00 ~J O\ W bW N —

General Assembly Of North Carolina Session 2015

"(a)  There is created in the Department of Insurance the Volunteer Rescue/EMS Fund to
provide grants to volunteer rescue units, rescue/EMS units, and EMS units providing rescue or
rescue and emergency medical services to purchase equipment and make capital improvements.
An eligible unit may apply to the Department of Insurance for a grant under this section. The
application form and criteria for grants shall be established by the Department. The North Carolina
Association of Rescue and Emergency Medical Services, Inc., shall provide the Department with
an advisory priority listing for rescue equipment eligible for funding, and the Department of
Health and Human Services shall provide the Department with an advisory priority listing of EMS
equipment eligible for funding. The State Treasurer shall invest the Fund's assets according to law,
and the earnings shall remain in the Fund. On December 15, or on the first business day after
December 15 if December 15 falls on a weekend or a holiday, of each year, the Department shall
make grants to eligible units subject to all of the following limitations:

(N A grant to an applicant who is required to match the grant with non-State funds
may not exceed twenty-five thousand dollars ($25,000), and a grant to an
applicant who is not required to match the grant with non-State funds may not
exceed three thousand dollars ($3,000).

(2)  An applicant whose liquid assets, when combined with the liquid assets of any
corporate affiliate or subsidiary of the applicant, are more than one thousand
dollars ($1,000) shall match the grant on a dollar-for-dollar ba . with non-State
funds.

3) The grant may be used only for equipment purchases or capital expenditures.

4) An applicant may receive no more than one grant per fiscal year.

(5 The grant may be used only for purposes related to services that the unit is
authorized to provide.

In awarding grants under this section, the Department shall to the extent possible select applicants

from all parts of the State based upon mesdsubiectlothote o s prosbooeder L pescue i

an ﬂaJ-l—y—éw-}-E-M-S—uﬂ&s—tha{—afe—vle&MeeFﬁ epartmentsthe  :  pa 4 5 hdE
system—plan-need. Up to two percent (2%) of the Fund may be used for additic staff and
resources to administer the Fund in each fiscal year. In addition, notwithstanding G.S. 58-78-20,
up to four percent (4%) of the Fund may be used for additional staff and resources for the North
Carolina Fire and Rescue Commission."

SECTION 2.2. Subsections (e) and (f) of G.S. 58-92-20 read as rewritten:

"(e) For each brand style listed in a certification, a manufacturer shall pay to the
Commissioner a fee of two hundred fifty dollars ($250.00). The Commissioner may annually
adjust this fee to ensure it defrays the actual costs of the processing, testing, enforcement,_fire
safety, and oversight activities required by this Article.

) There is established in the State treasury a separate, nonreverting fund to be known as
the "Fire Safety Standard and Firefighter Protection Act Enforcement Fund." The fund shall
consist of all certification fees submitted by manufacturers and shall, in addition to any other
monies made available for such purpose, be available to the Commissioner solely to support
processing, testing, enforcement, and oversight activities under this Article._For the purposes of
this Article, fire safety ~%~'" *~~'--“e community ~"-~~*~~ ~nd outreach. and the provision and
F=menll-tine of fire safety devices in high-risk and high-need locations throughout the State."

SECTION 2.3. The Office of State Fire Marshal, Department of Insurance, shall
study, in consultation with the North Carolina State Firemen's Association, the North Carolina
Association of Fire Chiefs, the North Carolina Association of Rescue and Emergency Medical
Services, the North Carolina League of Municipalities, and the North Carolina Association of
County Commissioners, and make recommendations regarding the issue of declining recruitment
and retention of volunteer firefighters in North Carolina to the General Assembly on or before the

H287-CSMH-18 [v.22] House Bill 287 Page 3
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1
2
3
4
5
7 dees—not-exist— Notwithstanding this definition, for purposes of this Part, the
8 fact that an SPFC exclusively provides reinsurance to a ceding insurer under an
9 SPFC contract is not by itself sufficient grounds for a finding that the SPFC and
10 ceding insurer are under common control.
11 2y~ ontrotedunatfilinted-bustness —A-person-meetng-all-of the-fotles
12 S L pepnanipeban-et ke e
13 b he-persot-has-an-existing contractual-relationship-with-an e
14 %——%e—pmens—nsks%e—mmaged—by"&-eapwe—ﬁmmee mﬂy—an
15 e Rpany-—&pa a8
16 a—paﬂ*;enpanﬂﬁ—aeeefdanee—wﬁh G~S—-~-§8—---l--(}-4—?9~
17
18 (20)  Industrial insured captive insurance company. - Any company that insures risks
19 of the industrial insureds that comprise the industrial insured grc ) and that
20 may insure the risks of the affiliated companies of the industrial  ureds-and
21 the—risks-of-the-econtroHed-unatfiliated-bustness-of-an-industriak-asured-or-its
22 atfitiated-comparties,
23
24 (28)  Parent. - An-individual-eorporationtimited-tability-company—parthership;
25 asseetation—or—other-entity—or—individual * ~~--1n_that directly « indirectly
26 controls a captive insurance company.
27 (29) Participant. - Any person and any affiliate Weeﬁ&el—}ed—uﬂaﬁﬁ-h-a%ed
28 bustness—of such person that is insured by a protected cell captive insurance
29 company, where the losses of the participant are limited through a participant
30 contract.
31
32
33 (36)  Pure captive insurance company. - Any company that insures risks of its parent;

34 or affiliated companies—eentroted-unatfiliated-businesses—or-any-combination
35 of these-entities.

36 L

37 SECTION 4.1.(b) G.S. 58-10-345 reads as rewritten:

38  "§58-10-345. Licensing; authority; confidentiality.

39 (a) Any business entity, when permitted by its organizational documents, may apply to the

40  Commissioner for a license to do any insurance comprised in G.S. 58-7-15; provided, however,
4]  that:

42 (N No pure captive insurance company shall insure any risks other than those of its
43 parent and affiliated companies—er—a—eontroHed—unatfiliated—business—or
44 businesses.

45 2) No association captive insurance company shall insure any risks other than
46 those of its association, those of the member organizations of its association,
47 and those of a member organization's affiliated companies.

48 3) No industrial insured captive insurance company shall insure any risks other
49 than those of the industrial insureds that comprise the industrial insured group
50 and those of their affiliated companies;-and-those-of-the-controHed-unaffiliated

51 bustness-ef-an-industrial-insured-or-its-affiliated-compantes,

Page 8 House Bill 287 H287-CSMH-18 [v.22]
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2) G.S. 147-17.

(3) Articles 3, 3C, and 8 of Chapter 143 of e General Statutes, together with rules
and procedures adopted under those Articles concerning procurement,
contracting, and contract review."

SECTION 4.1.(e) G.S. 58-10-355 reads as rewritten:

"§ 58-10-355. Organizational examination-audit.

In addition to the processing of the application, an organizational investigation or examination
audit may be performed before an applicant business entity is licensed. Such investigation or
examination—audit shall consist of a general survey of the applicant business entity’s corporate
records, including charters, bylaws, and minute books; verification of capital and surplus;
verification of principal place of business; determination of assets and liabilities; and a review of
such other factors as the Commissioner deems necessary."

SEC..ON 4.1.(f) G.S. 58-10-370 reads as rewritten:

"§ 58-10-370. Capital and surplus requirements.

(a) No applicant business entity shall be issued a license unless it possesses and maintains
unimpaired paid-in capital and surplus of:

(N In the case of a pure captive insurance company, not less than two hundred fifty
thousand dollars ($250,000) or such other amount determined by the
Commissioner.

(2) In the case of an association captive insurance company, not less than five
hundred thousand dollars ($500,000).

(3) In the case of an industrial insured captive insurance company, not less than
five hundred thousand dollars ($500,000).

C))] In the case of a risk retention group, not less than one million dollars
($1,000,000).

%) In the case of a protected cell captive insurance company, not less than two
hundred fifty thousand dollars ($250,000) or such other amount determined by
the Commissioner.

6) In the case of a special purpose captive insurance company, not less than two
hundred fifty thousand dollars ($250,000) or such other amount determined by
the Commissioner.

(b) The Commissioner may prescribe additional capital and surplus based upon the type,
volume, and nature of insurance business to be transacted.

(©) Capital and surplus required by subsections (a) and (b) of this section shall be in the
form of cash, securities approved by the Commissioner, a clean irrevocable lett  of credit issued
by a bank approved by the Commissioner, or other form approved by the Commissioner."

SECTION 4.1.(g) G.S. 58-10-380 reads as rewritten:

"§ 58-10-380. Formation of captive insurance companies.

(m)  With the Commissioner's prior written approval, a captive insurance company may
establish one or more separate accounts and may allocate to them amounts to pro le for the
insurance risks of certain of its parents, affiliates, eentreHed-unaffiliated-businesses—or members,
as the case may be, subject to the following:

(1) The income, gains, and losses, realized or unrealized, from assets allocated to a
separate account shall be credited to or charged against the accor t, without
regard to other income, gains, or losses of the captive insurance company.

SECTION 4.1.(h) G.S. 58-10-390(a) reads as rewritten:
§ 58-10-390. Conflict of interest.
"(a)  Each captive insurance company ehartered-licensed in this State is required to adopt a
conflict of interest statement for officers, directors, and key employees. Such statement shall

H287-CSMH-18 [v.22] House Bill 287 Page 11
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captive insurance company's parent eempany-in licu of the annual audit of the captive insurance
company.

(ch) Extensions of the due dates for filings required by this section may be granted by the
Commissioner for 30-day periods upon a showing by the captive insurance company and-its
independent—ecertified—publie—acecountant—of the reasons for requesting an ext sion and
determination by the Commissioner of good cause for the extension. The request for extension
must be received in writing not less than 10 days before the due date and in sufficient detail to
permit the Commissioner to make an informed decision with respect to the reque :d extension.

(c2)  G.S.58-10-345(f) shall apply to all information filed pursuant to this section.

(d) The annual audit shall consist of the following:

(1) Annual audited financial report. -The annual audited financial report shall
include the following:

a. Financial statements. — Financial statements shall be prepared in
accordance with generally accepted accounting principles, unless the
Commissioner requires, approves, or accepts the use of statutery
aceounting-prineiples—er—an other comprehensive basis of accounting,
with useful or necessary modifications or adaptations required,
approved, or accepted by the Commissioner, and shall be audited by an
independent certified public accountant in accordance with generally
accepted auditing standards as determined by the American Institute of
Certified Public Accountants. The Commissioner may require that the
financial statements be supplemented by additional information.

b. Notes to financial statements. — The notes to financial statements shall
be those required by generally accepted accounting orinciples, or as
otherwise approved by the Commissioner, and sha also include a
reconciliation of differences, if any, between the audited financial report
and the report of the captive insurance company's financi; condition
filed with the Commissioner in accordance with G.S. 58-10-405(b).

c. Related required auditor communications. — Copies of related required
auditor communications in accordance with generally accepted auditing
standards.

(2)  Certified public accountant's affirmation. — The certified public accountant shall
furnish a written statement in the engagement letter or other document
submitted to the captive insurance company that the certified public accountant
is aware of and will comply with the responsibilities imposed by G.S. 58-10-
420(b) and G.S. 58-10-420(c).

3) Deleted
4 Deleted
(5) Deleted

SECTION 4.1.(m) G.S. 58-10-420 reads as rewritten:
"§ 58-10-420. Independent certified public accountants.

(c) A captive insurance company shall require its independent certified public accountant
to make available for review by the Commissioner or his or her appointed agent the work papers
prepared in the conduct of the audit of the captive insurance company. The captive insurance
company shall require that the independent certified public accountant retain the dit work papers
for a period of not less than five years after the period reported upon. The aforementii ed review
by the Commissioner shall be considered an examination-audit, and all working papers obtained
during the course of such examinatien-audit shall be confidential. The captive insurance company
shall require that the independent certified public accountant provide copies, in such form as the
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Commissioner deems appropriate, of any of the working papers which the Commissioner
considers relevant. Such working papers may be retained by the Commissioner. "Work papers" as
referred to in this section include, but are not necessarily limited to, schedules, analyses,
reconciliations, abstracts, memoranda, narratives, flow charts, copies of captive insurance
company records, or other documents prepared or obtained by the independent certified public
accountant and the independent certified public accountant's employees in the conduct of their
audit of the captive insurance company.

(d) The lead audit partner may not act in that capacity for more than five consecutive
years. For purposes of this subsection, lead audit partner means the partner having primary
responsibility for the audit. The person shall be disqualified from acting in that or similar capacity
for the captive insurance company for a period of five consecutive years. A captive insurance
company may make application to the Commissioner for relief from the abo  rotation
requirement on the basis of unusual circumstances. This application should be made at least 30
days before the end of the fiscal year. The Commissioner may consider the following factors in
determining if the relief should be granted:

(h Number of partners, expertise of the partners, or the number of insurance clients
in the firm; ~-~-

2) Premium volume of the captive insurance company.:-o¢

3y——Number-ofjurisdictions-in-whieh-the-tsurer-transaets-business:

SECTION 4.1.(n) G.S. 58-10-430 reads as rewritten:
"§ 58-10-430. Examinations:_ Audits.

(a) Whenever the Commissioner determines it to be prudent, the Cc missioner shall
examine-¢ ' a captive insurance company’s affairs to ascertain its financial condition, its ability
to fulfill its obligations, and whether it has complied with this Part. The expenses and charges of
the examinatien-audit shall be paid by the captive insurance company.

(b) G.S. 58-2-160 shall apply to examinatiens-audits conducted under this section.

() All examination—audit reports, preliminary examination—audit reports or results,
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 : examination-audit made
under this section are confidential, are not subject to subpoena, and may not be made public by the
Commissioner or an employee or agent of the Commissioner. Nothing in this subsection shall
prevent the Commissioner from using such information in furtherance of the Commissioner's
regulatory authority under this Chapter. The Commissioner shall have the discretion to grant
access to such information to public officials having jurisdiction over the regulation of insurance
in any other state or country or to law enforcement officers of this State or any other state or
agency of the federal government at any time only if the officials receiving the information agree
in writing to maintain the confidentiality of the information in a manner consistent with this
subsection.

(d) Risk retention groups are not subject to this section and shall instead be examined
audited in accordance with the Examination Law, G.S. 58-2-131 through G.S. 58-2-134."

SECTION 4.1.(0) G.S. 58-10-432 reads as rewritten:
"§ 58-10-435. License suspension or revocation.

(a) The license of a captive insurance company may be suspended or revoked if the
Commissioner finds, upon examination-audit, hearing, or other evidence, that a captive insurance
company has committed one or more of the violations described in subdivisions (1) through (7) of
this subsection, or met any of the criteria in subdivisions (8) through (10) of this subsection, and
that the suspension or revocation is in the best interest of the public and the policyholders of such
captive insurance company, notwithstanding any other provision of this Chapter:

(D Insolvency or impairment of capital or surplus.
(2) Failure to meet the requirements of G.S. 58-10-370.
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the transfer or conversion may be continued by or against the protected cell or the captive
fmrren nce company into which the protected cell converts.

SECTION 4.1.(u) G.S. 58-10-515(d) reads as rewritten:

§ 58-10-515. Participants in a protected cell captive insurance company.

"(d)  Except as otherwise approved by the Commissioner, a participant sh:  insure only its
own risks and the risks of its affiliates and-controHed-unaffiliated-businesses-through a protected
cell captive insurance company.”

SECTION 4.1.(v) G.S. 58-10-525 reads as rewritten:

"§ 58-10-525. Application of supervision, rehabilitation, and liquidation provisions to
protected cell captive insurance companies.

(a) Except as otherwise provided in this Part, Article 30 of this Chapter shall apply to a
protected cell captive insurance company and to each cell of a protected cell captive insurance
company.

(b) yon any order of supervision, rehabilitation, or liquidation of a protected cell or a
protected cell captive insurance company, the Commissioner or receiver shall manage the assets
and liabilities of the protected cell captive insurance company, including assets and liabilities
attributed to protected cells, pursuant to this Part.

(c) Notwithstanding Article 30 of this Ch. ter:

(N No assets of a protected cell shall be used to pay any expenses or ¢ ms other
than those attributable to such protected cell.

2) A Cbinnt e~ m @ g0 a0 2100A - qrotected cell ¢ tive insurance company's
capital and surplus shall at all times be available to pay any expenses of, or
claims against, the protected cell captive insurance company."

SECTION 4.1.(w) G.S. 58-10-550 reads as rewritten:

"§ 58-10-550. Examination-Audit of a branch captive insurance company.

(a) Any examinatien-audit of a branch captive insurance company pursuant to G.S. 58-10-
430 shall be of branch business and branch operations only so long as the branch captive insurance
company files annually with the Commissioner a certificate of compliance, or its equivalent,
issued by or filed with the licensing authority of the jurisdiction in which the branch captive
insurance company is formed, and demonstrates to the Commissioner's satisfaction that it is
operating in sound financial condition in accordance with all applicable laws and regulations of
such jurisdiction.

(b) As a condition of licensure, an alien captive insurance company shall grant authority to
the Commissioner for examtnation-audit of the affairs of the alien captive insurance company in
the jurisdiction in which the alien captive insurance company is formed."

SECTION 4.1.(x) G.S. 58-10-565 reads as rewritten:

"§ 58-10-565. Application requirements.

(d) In addition to the information required by subsection (c) of this section and by G.S. 58-
10-585, when a protected cell is used, an applicant SPFC shall file with the Commissioner:

(1) A business plan demonstrating how the applicant SPFC accounts for the loss
and expense experience of each protected cell at a level of detail found to be
sufficient by the Commissioner and how the applicant will report the
experience to the Commissioner.

2) A statement acknowledging that all records of the SPFC, including records
pertaining to any protected cells, must be made available for inspection or
examinatien-audit by the Commissioner.

3) All contracts or sample contracts between the SPFC and any counterparty
related to each protected cell.

4 A description of the expenses allocated to each protected cell.

H287-CSMH-18 [v.22] House Bill 287 Page 17
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SECTION 6.2. G.S. 58-36-87 reads as rewritten:
"§ 58-36-87. (Expires-June-30,2016)-Affiliate transfer of policies.

Delivery by an insurer of a policy superseding a policy previously issued by the insurer at the
end of the previously issued policy period is not a refusal to renew when it is delivered by:

(D The same insurer; or

2) An affiliate or subsidiary, as those terms are defined in G.S. 58-19-5, that has a
financial strength rating, issued by an industry-recognized independent
insurance rating company, which financial strength rating is at least as good as
the insurer issuing the superseded policy. The provisions of G.S. 58-36-110 and
G.S. 58-36-85 apply to the affiliate or subsidiary as if it were the same insurer
issuing the policy."

SECTION 6.3. G.S. 58-56A-10(e) reads as rewritten:

§ 58-56A-10. (Effective July, 1 2016) Civil Penalties for violations; administrative procedure.

"(e)  Upon petition of the Commissioner the court may order the pharmacy benefits manager
who committed a violation specified in subsection (b) of this section to make restitution to the
Department for extraordinary-administrative expenses, including expenses under subsection (f) of
this section, incurred in the investigation, hearing, and any appeals associated with the violation in
such amount that would reimburse the agency for the expenses. The petition may be made at any
time and also in any appeal of the Commissioner's order."

SECTION 6.4. G.S. 15A-1340.37(d) is repealed.
SECTION 6.5. G.S. 58-37-1 reads as rewritten:
"§ 58-70-10. Application to Commissioner for permit renewal.

Any person, firm, corporation or association desiring to renew a permit issued pursuant to
G.S. 58-70-5 shall make application to the Commissioner of Insurance not less than 30 days prior
to the expiration date of the then current permit. Such renewal applicant shall be entitled to a
renewal permit upon submission to the Commissioner of Insurance of all the information as
required by G.S. 58-70-5; provided, however, it shall be sufficient, wherever applicable, to
reference the prior year's application if there has been no change as to any of the required
information and it shall not be necessary to submit with a renewal application a new director's
resolution. In addition, the applicant shall submit to the Commissioner a copy of a "continuation
certificate” or paid receipt for renewal premiums for the collection agency bond for the year for
which the renewal permit is applied. The application shall include a calculation in accordance with
G.S. 58-70-20, and if the bond is increased, an endorsement by the surety. With a renewal
application, the applicant shall submit a balance sheet for the last fiscal year ending prior to the
application, certified true and correct by a corporate officer, partner, or proprietor, setting forth the
current assets, fixed assets, current liabilities and positive net worth of the applicant._In calculating

its positive net worth under this sect ~= an apphcant isr—* “”Ulred to include in - == oo
ti~kiities from the ~ " °F tr : “QHiQ™ il b mmmlinmedls cemebacian caat
~=neebie plan that 1s qualified under 26 USC 88 401(a) and 4Y7/5(e)(/) or to include in 1its
balance SrAA¢ cremnllanntad Aw trcn v A Ablhncnn Al d fa SUCh a qualiﬁe(l ,\m..‘l,\..e_e bl A..,..,\...AL:.-T
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PART VII. EFFECTIVE DATE

SECTION 7. Section 1.1 of this act becomes effective on October 1, 2017 and applies
to accidents that occur on or after that date. Section 1.2 of this act becomes effective October 1,
2017 and applies to policies issued, renewed, or amended on or after that date. Part 111 of this act
becomes effective December 1, 2016. The remainder of this act is effective when it becomes law.
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Committee: Senate Insurance Date: June

Introduced by: Reps. Setzer, Bumgardner Prepared by: Kristen L. Harris

Analysis of: PCS to Third Edition Committee Co-Counsel
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SUMMARY: The Proposed Committee Substitute for House Bill 287 would increase property
damage thresholds under the State's Safe Driver Incentive Plan; place a 15% cap on annual premium
increases on long-term care insurance policies; appropriate $425,000 for the operation and
establishment of a publicly-accessible on-line Building Code; make various updates to Chapter 58's
fire and rescue provisions; provide for a study on the reduction in recruitment and retention of
volunteer firefighters in North Carolina; increase penalties in Chapter 58's anti-fraud and criminal
provisions; make technical and substantive changes to North Carolina's captive insurance laws;
authorize the Department to plan for and establish a private flood insurance market; enable third
parties, including insurers, to recover restitution from convicted defendants; exempt accountable care
organizations participating in Medicare programs from Department regulation; and make various
other changes to insurance laws, as recommended by the Department.

BILL ANALYSIS:
D PAR™ *_ CONSUMER TRANSPARENCY A™™ *SSISTANCE PROV*<" e

Section 1.1. would increase the property damage thresholds for major, intermediate, and minor
accidents under the State's Safe Driver Incentive Plan. Major accidents previously defined as  volving
property damage of $3.085 or more would now require property damage of $4,100 more.
Intermediate accidents would now involve property damage between $2,501 and $4,099. Minor
accidents would now have $2,500 or less in property damage rather than $1,850 or less.

Section 1.2. would add a new subsection making fifteen percent (15%) of the current rate the most a
long-term care insurance policy premium could be increased in any calendar year.

Section 1.3. would create a special fund of $425,000 for the establishment and operation of a publicly-
accessible on-line Building Code by the Commissioner, in consultation with the Building Code Council
and would direct both the Council and the Department to make recommendations to the General
Assembly on or before the 2018 Legislative session about sufficiency of funding and modifications to
the Code.

PART ** ¥IRE AND RESUE PPAVIcTnng

Section 2.1.(a) would remove language that requires a fire department to serve 12,000 or less people to
be eligible for a grant from the Volunteer Fire Department Fund.

Section 2.1.(b) would remove previous prioritizing methodology used by the Department to provide
grants from the Volunteer Rescue/EMS fund. Grants would now be based on need only.
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Section 2.2. would define "fire safety”" as including "community education and outreach, and the
provision and installation of fire safety devices in high-risk and high-need locations throughout the
State" and include fire safety as one of the costs covered by the $250.00 paid by a cigarette manufacturer
to the Commissioner for each brand style listed in a certification.

Section 2.3. would direct the Office of State Fire Marshall, Department of Insurance, in consultation
with other fire, rescue, and state organizations to study the reduction in recruitment and retention of
volunteer firefighters in North Carolina and to make recommendations to the General Assembly before
the 2018 Legislative session.

Section 3.1. would increase the penalty from a Class H felony to a Class F felony if an insurance
fiduciary causes the cancellation or nonrenewal, with loss of coverage, of a group health or life
insurance policy by willfully failing to pay the premiums or fund the plan or to deliver 45 days' notice of
his or her intention to stop payment or funding, when the loss of value is $100,000 or mo  For losses
of less than $100,000, the penalty would remain a Class H felony.

Section 3.2.(a) would amend G.S. 58-2-164. Rate evasion fraud; prevention programs.

non "non

e Would amend the definitions of "applicant,”" "auto insurance," "eligible risk," and "insurer," and

add a definition for "principal place of business".

e Would clarify that the Class 3 misdemeanor penalty for providing or assisting in the provision of
false or misleading information on an application for auto insurance applies to both an
application for issuance of or an amendment to a policy. G.S. 58-2-164(b)

e Would add a new subsection (G.S. 58-2-164(b1)) creating a Class H felony penalty if someone
knowingly violates G.S. 58-2-164(b) to obtain auto insurance to cover a vehicle which requires a
commercial driver's license. Would also add a possible fine of up to $10,000 per violation.

e  Would amend what documentation can be provided to show proof of North Carolina residency or
eligible risk status to obtain nonfleet private passenger motor vehicle insurance.

e Would add a new subsection stating what documentation can be provided to show proof of North
Carolina residency or eligible risk status to obtain other than nonfleet private passenger motor
vehicle insurance.

e Would require false or misleading information provided by an applicant to be material to status
as an eligible applicant before insurer could do any of the following:

o Refuse to issue, amend, or endorse a policy.

o Deny the applicant coverage for auto liability, comprehensive, or co sion coverage.
However, an insurer could not deny bodily injury or property damage claims to innocent
third parties to the extent of any minimum financial responsibility requirement of state or
federal law.

e Would allow a motor vehicle insurance policy to require an insured to reimburse an insurer for
any payment made by the insurer if the issuance of the policy was induced by the insured's
knowing and material misrepresentation of facts relating to his or her status as an eligible risk.

e Would allow a conviction of G.S. 58-2-164(b) or (bl) to be entered into evidence against a
defendant in a civil cause of action.
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Section 3.2.(b) would amend the definition of "eligible risk" by stating that a person who owes a
payment for reimbursement under G.S. 58-2-164(gl) is not an eligible risk.

PART IV. CAp™V/F ™Werm ANCE LAW PROV™ " INS

Part 1V contains various technical and substantive changes to the North Carolina Captive Insurance Act.
Substantive changes are outlined below by section.

Section 4.1.(b) would amend G.S. 58-10-345. Licensing; authority; confidentiality.

e Would allow a captive insurance company to be exempt from the annual board meeting
requirement if the captive insurance company utilizes the services of at least two North Carolina
service providers for either legal, accounting, actuarial, investing, captive management, or other
services acceptable to the Commissioner.

e Would add a new subsection to enable companies established in other jurisdictions to be licensed
as captive insurance companies in North Carolina.

Section 4.1.(c) would add a new section allowing the Commissioner to grant an applicant business
entity a 90-day provisional license after the Commissioner has made a preliminary finding that the
expertise, experience, and character of the person or persons who will control or manage the applicant
business entity are acceptable. The Commissioner may limit the authority of any provisional censee in
any way deemed necessary and rescind the provisional approval at any time.

Section 4.1.(f) would give the Commissioner discretion when setting the minimum capital and surplus
requirements for protected cell captive insurance companies applying for licenses.

Section 4.1.(k) would add a new subsection authorizing the Commissioner to grant 30-day e: :nsions to
captive insurance companies to file their annual reports upon a showing and finding of good cause for

the extension.

Section 4.1.(1) would remove the requirement that, in addition to the captive insurance company, its
independent certified public accountant also has to show good reason when a captive requests an
extension to file an annual audit.

Section 4.1.(m) would remove the requirement that the Commissioner consider the number of
jurisdictions in which the insurer transacts business when considering whether to allow the lead audit
partner to serve in that capacity for more than five years.

Section 4.1.(t) would amend G.S. 58-10-510 Establishment of protected cells.

e Would give the Commissioner the discretion to allow assets other than cash and readily
marketable securities with established market values to be attributed to protected cells.

e Would add a new subsection allowing an actuary to file one Statement of Actuarial Opinion for a
protected cell captive insurance company if it includes required information on a supplemental
schedule of loss and loss expense reserves for each protected cell and the core, if the core is
retaining risk.

¢ Would require a protected cell captive insurance company to give notice to the Corr issioner if
it becomes unable to meet its claim or expense obligations.

Section 4.1.(v) would clarify that the capital and surplus of a protected cell captive insurance company
is not available to pay claims or expenses associated with a contract that an incorpor. :d protected cell
entered into in its own name and for its own account and which the protected cell captive insurance
company is not a party.






House PCS 287
Page 4

PART V. ACOS P* ™" JPATING IN y= 1+t PROGRAMS

Section 5 would add a new section stating that accountable care organizations participating in Medicare
programs are not regulated by the Department.

PART VI_ IMOIJ_P AN T AYY A l\/nrmnMENTS AC nnnnw
DEPARTMENT

Section 6.1. would authorize the Department to plan for and establish a private flood insurance market
in North Carolina pending federal approval under H.R. 2901, the Flood Insurance Market Parity and
Modernization Act.

Section 6.2. would remove the sunset provision from law governing affiliate transfer of policies.

Section 6.3. would delete the word "extraordinary” and allow the court to order a pharmacy benefits
manager to make restitution to the Department for administrative expenses, rather than extraordinary
administrative expenses, if the pharmacy benefits manager violated a provision of Article S6A,
Pharmacy Benefits Management.

Section 6.4. would repeal G.S. 15A-1340.37(d) which would enable courts to order convicted
defendants to make restitution to third parties, including insurers.

Section 6.5 would clarify that an applicant renewing a permit for a collection agency business would not
be required to disclose information related to his or her employee stock ownership plan.

EFFECTIVE DATE: Section 1.1 of this act becomes effective on October 1, 2017 and applies to
accidents that occur on or after that date. Section 1.2 of this act becomes effective October 1, 2017 and
applies to policies issued, renewed, or amended on or after that date. Part Il of this act becomes
effective December 1, 2016. The remainder of this act is effective when it becomes law.

*The Department of Insurance contributed to this summary.
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Short Title:  Amend Insurance Laws.-AB (Public)

Sponsors:

Referred to:

March 19, 2015

A BILL TO BE ENTITLED

AN ACT TO MAKE CONFORMING AND CLARIFYING CHANGES TO THE LAWS
GOVERNING PROFESSIONAL EMPLOYER ORGANIZATIONS, INSURANCE
COMPANY DEPOSITS, CONTINUING CARE RETIREMENT COMMUNITIES,
HEALTH INSURANCE EXTERNAL REVIEW, HEALTH INSURANCE FIDUCIARIES,
AND INSURANCE COMPANY NAMES; TO PROVIDE FOR A STUDY OF THE
HEALTH INSURANCE PREMIUM RATE REVIEW PROCESS AND MONEYS FROM
THE INSURANCE REGULATORY FUND TO IMPLEMENT THAT STUDY, AS
RECOMMENDED BY THE DEPARTMENT OF INSURANCE; AND TO ALLOW AN
ITEMIZED INDIVIDUAL INCOME TAX DEDUCTION FOR INVESTORS WHO
INCUR LOSSES FROM  CRIMINALLY FRAUDULENT  INVESTMENT
ARRANGEMENTS.

The General Assembly of North Carolina enacts:

CONFORMING AND CLARIFYING CHANGES
SECTION 1. G.S. 58-89A-60(d) reads as rewritten:
"(d)  Every applicant shall furnish the Commissioner a complete set of fingerprints and-a

reeent-photegraph-of each officer i+~~~ -~ ~~~*-olling person in a form prescribed by the
Ceommissioner—of—each—officer—director,—and—eontrolling—persen-Commissioner. Each set of

fingerprints shall be certified by an authorized law enforcement officer.

Upon request by the Department, the Department of Public Safety shall provide to the
Department from the State and National Repositories of Criminal Histories the criminal history
of any applicant and the officer, director, and controlling person of any applicant. Along with
the request, the Department shall provide to the Department of Public Safety the fingerprints of
the person that is the subject of the request, a form signed by the person that is the subject of
the request consenting to the criminal record check and use of fingerprints and other identifying
information required by the State and National Repositories, and any additional information
required by the Department of Public Safety. The person's fingerprints shall be forwarded to the
State Bureau of Investigation for a search of the State's criminal history record file, and the
State Bureau of Investigation may forward a set of fingerprints to the Federal Bureau of
Investigation for a national criminal history record check. The Department shall keep all
information obtained pursuant to this subsection confidential. The Department of Public Safety
may charge a fee to offset the cost incurred by it to conduct a criminal record check under this
section. The fee shall not exceed the actual cost of locating, editing, researching, and retrieving

the information.
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SECTION 9. Section 4 of this act becomes effective January 1, 2016. Section 8 of
this act becomes effective for taxable years beginning on or after January 1, 2( . The
remainder of this act is effective when it becomes law.
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Senate Committee on Insurance
Thursday, June 23, 2016 at 1:00 PM
Room 1027/1128 of the Legislative Building

MINUTES

The Senate Committee on Insurance met at 1:00 PM on June 23, 2016 in Room 1027/1128 of
the Legislative Building. Six members were present.

Senator Tom Apodaca, Chair, presided.

SB 865 State Health Plan/Admin Changes/Local Govts. (Senator Sanderson)

Sen. Lee moved to adopt the proposed committee substitute (PCS) to the committee for
discussion and it was carried. Sen. Sanderson was asked to introduce the bill. Kristen Harris
and attorney with the Legislative Analysis Department also explained the PCS. Sen. Sanderson
brought forth and amendment and it was adopted by the committee. Questions from the
members were answered by Sen. Sanderson and Kristen Harris. Tom Friedman the Direc r of
Policy, Planning and Analysis. Sen. Hise moved for an unfavorable to the bill — favorable to the
PCS as amended and it carried.

SB 815 Charter School in State Health Plan. (Senator Blue)
Sen. McKissick was asked to speak on the bill. Sen. Hise moved for a favorable report and it
carried.

The meeting adjourned at 1:14 PM.

S Aol

Senator Tom Apéd_ala, Chair
Presiding

Debbie Lown, Committee Clerk






Senate Committee on Insurance
Thursday, June 23, 2016, 1:00 PM
1027/1128 Legislative Building

AGENDA
Welcome and Opening Remarks
Introduction of Pages

Bills

BILL NO. SHC T TITLE SPONSOR

SB 865 State Health Plan/Admin Senator Sanderson
Changes/Local Govts.

SB 815 Charter School in State Senator Blue
Health Plan.










































Senate PCS 865

Page 2

Section “ “1).: Amends G.S. 135-47(c) to increase the enrollment limitation on the number of employees
and dependents of local governments from 10,000 to 16,000. Sectic~ < “~*, sets forth a schedule for this
increase.

S~~*~1 7. Amends G.S. 135-48.17 to allow local governments to withdraw from the Plan effective
January 1, 2017, so long as notice is given to the Plan no later than September 15, 2016.

Sec**~~ ©- Adds a new Part to Article 3B of Chapter 135 of the General Statutes to clarify that the Plan
is responsible for federal filing requirements under sections 6055 and 6056 of the Internal Revenue
Code for retirees and direct bill members, but employing units are responsible for those filings for all
other individuals. The Plan shall provide employing units with access to the necessary data and may
facilitate a reporting solution, but the employing unit is responsible for paying all costs of that solution.
For 2015, the Plan provided and paid for a solution for all employing units. The filing req rements
relate to the “individual mandate™ and “employer mandate™ under the federal Affordable Care Act.

Section 9: Amends G.S. 58-3-167(a)(1) to clarify that a "Health benefit plan” does not include any plan
implemented or administered by the State Health Plan for Teachers and State Employees.

EFFECTIVE DATE: Section 5 becomes effective on January 1, 2017, and applies to prenr  ms paid
on or after that date. The remainder of the act becomes effective when it becomes law and plies to
contracts entered into or renewed on or after that date.

David Vanderweide of the Fiscal Research Division substantially contributed to this summary.
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NORTH CAROLINA GENERAL ASSEMBLY

AMENDMENT
Senate Bill 865
AMENDMENT NO.
(to be filled in by
S865-ATU-52 [v.4] Principal Clerk)
Page 1 of 1
Amends Title [NO] Date 2016
S865-CSTU-28
%C‘.\..,JA«“A..

moves to amend the bill on page 1, line 8, through page 3, line 14, by deleting the lines;
and on page 4, lines 47-49 by rewriting the lines to read:
"SECT )N 7. Section 1 of this act becomes effective January 1, 2017, and applies to

premiums paid on or after that date. The remainder of this act is effective when itt  omes law.";

d by renumbering the remaining sections accordingly.

SIGNED Q& Y 6% L

Amendment Sponsor

SIGNED

Committee Chair if Senate Committee Amendment

ADOPTED FAILED TABLED

HNATAEMMArTan






GENERAL ASSEMBLY OF NORTH CAROLINA
Se§§}i0n;2615
Legislative;Aéktll‘iarial Note
Health Benefits

1 _LNUMBER: Senate Bill 865 (First Edition)
SHORT TITLE: State Health Plan/Admin Changes/Local Govts.
SPONSOR(S): Senator Sanderson

SYSTEM OR PROGRAM AFFECTED: State Health Plan for Teachers and State Employees (Plan).

FUNDS AFFECTED: State General Fund, State Highway Fund, other State employer receipts; premium
payments for depe :nts of active employees and retired employees of State agencies and universities,
local public schools and local community colleges; premium payments for coverages selected by eligible
former employees; premium payments for coverages selected by firefighters, rescue squad workers,
members of the National Guard, and certain authorized local governments.

BILL SUMMARY: Senate Bill 865 (First Edition) makes several changes to the statutes governing the
State Health Plan. The changes in each section are described below.

Section 1: Amends G.S. 135-48.32 to require claims processing contractors to provide all available claims
data elements to the Plan, including the identification of providers and the allowed amounts paid. This
information would not be available to anyone other than certain Plan staff unless allowed under the
contract.

Section 2: Amends G.S. 135-48.34 to exempt contracts between the Plan and various external parties from
Parts 3 and 4 of Article 15 of Chapter 143B, which cover oversight of information technology projects and
procurement by the Department of Information Technology.

Sectic= 7 Amends G.S. 135-47(c) to increase the enrollment limitation on the number of employees and
dependents of local governments from 10,000 to 20,000.

Section 4: Amends G.S. 135-48.47(b)(3) to forbid local governments that participate in the Plan from
charging employees more for their coverage than in the structure set by the Plan.

“--*jon 5: Provides a window for local governments to withdraw from participating effective January 1,

2017. While the local government is not required to provide a reason, some may wish to withdraw if they
do not want to accept the restrictions of Section 3.

Sectic~ 7 Specities that the Plan is responsible for federal filing requirements under sections 6055 and
6056 ot the Internal Revenue Code for retirees and direct bill members, but employing units are responsible
for those filings for all other individuals. The Plan shall provide employing units with access to the
necessary data and may facilitate a reporting solution, but the employing unit is responsible for paying all
costs of that solution. For 2015. the Plan provided and paid for a solution for all employing units. The
filing requirements relate to the “individual mandate™ and “employer mandate” under the federal
Affordable Care Act.

EFFECTIVE DATE: Secction 4 becomes effective January 1, 2017. All other sections = ome eftective
when they become law and apply to contracts entered into, renewed or amended after that date.
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ESTIMATED IMPACT ON STATE:

Section 3: Both The Segal Company, the actuary for the Plan, and Hartman & Associates, the actuary for
the General Assembly, state that the impact of this section cannot be determined due to a lack of
demographic data and claims experience for the workforce of the local governments that might wish to join.
The current cap of 10,000 employees and dependents was just enacted in 2015 and reached in April 2016,
so claims data on the current population will not be available for a while.

However, both actuaries note the possibility of a cost due to adverse selection. Adverse selection occurs
when local governments and/or employees with higher-than-average claims cost are more likely to join the
Plan than those with ower-than-average claims costs and those higher costs cannot be recovered through
adjustments to premiums. The following aspects of the bill contribute to the potential for adverse selection:

» Participation is optional for local governments and the Plan cannot deny participation to any local
unit. It is possible that local governments with higher-than-average claims costs will be more likely
to choose to join.

e Local governments can determine eligibility. Local governments could choose to set eligibility
rules that encourage employees with higher-than-average claims costs to enroll.

e Premiums cannot vary with the experienced claims for a particular local government. so the Plan
cannot charge a higher premium to a local government whose employees incur higher-than-average
claims.

Section 5: Hartman & Associates estimates that Section 5 could have a financial impact on the Plan for the
same reason as Section 3 but did not have sufficient data to estimate the magnitude.

Section 6: The Segal Company estimates that Section 6 will reduce costs to the Plan by $2.5 million per
year, which is the estimated cost to administer the federal reporting. However, this cost will be shifted to
the employing units and thus does not represent a reduction for the State as a whole.

Both The Segal Company and Hartman & Associates estimate that the impacts of all other sections are
negligible.

ASSUMPTIONS AND METHODOLOGY: The actuarial analyses used by each respective consulting
actuary are on file with the Fiscal Research Division. Copies of each respective consulting actuary's
analysis, including assumptions, are also attached to the original copy of this Legislative Actuarial note.

Summary Information and Data about the Plan

The Plan administers health benefit coverage for active employees from employing units of State agencies
and departments, universities, local public schools, and local community colleges. Eligible retired
employees of authorized employing units may also access health benefit coverage under the Plan. Eligible
dependents of active and retired employees are authorized to participate in the Plan provided they meet
certain requirements. Employees and retired employees of selected local governments and charter schools
may also participate in the Plan under certain conditions. Members of fire, rescue squads, and the National
Guard may also obtain coverage under the Plan provided they meet certain eligibility criteria.

The State finances the Plan on a self-funded basis and administers benefit coverage under a Preterred
Provider Option (PPO) arrangement, with the exception of many Medicare-cligible retirees who are in
fully-insured Medicare Advantage plans. The Plan's receipts are derived through premium contributions,
investment earnings and other receipts.  Premiums for health benefit coverage are paid by (1) employing
agencies for active employees, (2) the Retiree Health Benefit Fund for retired employees, and (3)
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employees and retirees who participate in a plan with a non-zero premium or who elect dependent
coverage. Benefit and premium changes are typically effective at January |. The Plan's PPO benefit design
includes three alternative benefit levels listed below:

1) 'The "Traditional" 70/30 plan that offers higher out-of pocket requirements in return for lower
employ and retiree premiums without needing to complete wellness activities,

2) The "Ei nced” 80/20 plan that offers lower out-of-pocket requirements with higher  iployee
and retiree premiums, which can be lowered by completing wellness activities, and

3) The Consumer-Directed Health Plan (CDHP) that applies deductibles and co-insurance to all
services and offers lower employee and retiree premiums if one completes wellness activities

Medicare-eligible retirees are oftered three alternative plans:

1) The "Traditional” 70/30 plan as coverage secondary to Medicare for medical services plus a
pharmacy benefit plan,

2) "Base" Medicare Advantage Prescription Drug Plans (MA-PDPs) from a choice of two carriers,
Humana or United Healthcare, that are actuarially equivalent to the “Enhanced” 80/20 Plan and

apply in-network out-of-pocket requirements at out-of-network providers

3) “Enhanced”™ MA-PDPs. identical to the “Base”™ MA-PDPs, except with lower co-pays and
higher retiree premiums

The following tables provide a summary of the most common monthly premium rates for the Plan in 2016:
Active Employees and Non-Medicare Retirees

Wellness Plans

Employee/Retiree Share
Employer Complete All Compl :No
Share Wellness Wellness
Activities * Activities
Enhanced 80/20 Plan $463.68 $14.20 $104.20
Consumer-Directed Health Plan $463.68 $0.00 $80.00
Al=-*~ Plan
Employer Employee/Retiree Share
Share
Traditional 70/30 Plan $463.68 $0.00

* Members receive credits for each activity. We have shown all or none for simplicity.
Medicare Retirees

™o

M-~*rare Advanta~

Employer Share Employee/Retiree Share
MA-PDP Base Plan $360.24 $0.00
MA-PDP Enhanced Plan $360.24 $66.00
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Alternate Plan
Employer Share
Traditional 70/30 Plan $360.24

Employee/Retiree Share
$0.00

Dependents (paid by employee/retiree in addition to premiums above)

All Dependents are Non-Medicare
Enhanced CDHP Traditional
80/20 70/30
Employee/Retiree  $280.52 $189.82 $210.92

One or More Medicare Dependents
MA-PDP MA-PDP  Traditional
Base Enhanced 70/30
$132.00 $198.00 $150.06

+ Children
Employee/Retiree  $646.32 $489.14 $543.46 $132.00 $198.00 $394.56
+ Spouse
Employee/Retiree  $685.22 $520.96 $578.86 $264.00 $396.00 $429.92
+ Family

The employer share of premiums for retirees is paid from the Retiree Health Benefit Fund. During FY
2015-16, employers contribute 5.60% of active employee payroll into the Fund. Total contributions for the
year are projected to be approximately $915 million.

“~-ncial Condition

Projected Results for CY 2016 and CY 2017 — The following summarizes projected financial results for

2016 and 2017, based on financial experience through December, 2015 and enrollments for January, 2016.

The projection assumes a 7.0% annual claims growth trend for medical claims, an 8.5% trend for pharmacy

claims, benefit provisions and member-paid premiums as currently adopted by the Board, a new pharmacy .
benefit manager contract approved in March 2016 with an open formulary, and no assumed premium

increase in 2017 (corresponds to General Assembly using half of the $71 million Reserve for Future Benefit

Needs for premium increases).

($ millions)
Projected Projected
CY 2016 CY 2017
Beginning Cash Balance $1,015.2 $863.2
Receipts:
Net Premium Collections $3.118.0 $3.153.0
Medicare Part D / EGWP Subsidies $18.4 $17.2
Investment Earnings $3.6 $2.4
Total $3,139.9 $3,172.6
Disbursements:
Net Medical Claim Payment Expenses $2.198.4 $2.309.7
Net Pharmacy Claim Payment Expenses $748.1 $727.0
Medicare Advantage Premiums $193.2 $213.0
Administration and Claims-Processing Lxpenses $250.4 $249.1
Total $3.390.1 $3,498.8
Net Operating Income (Loss) ($250.2) ($326.2)
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Of the premiums paid in CY 2016, an estimated $2.1 billion  derived from General Fund sources and an
estimated $0.1 billion is derived from Highway Fund sources.

<t r Information

Additional assumptions include Medicare benefit “carve-outs,” cost containment strategies including prior
approval for certain medical services, utilization of the "Blue Options" provider network, case and  sease
management for selected medical conditions, mental health case management, coordination of benefits with
other payers, a prescription drug benefit manager with manufacturer rebates from formularies, fraud
detection, and other authorized actions by the State Trea: er, Executive Administrator, and »ard of
Trustees to manage the Plan to maintain and improve the Plan's operation and financial condition where
possible. Medical claim costs are expected to increase at a rate of 7.0% annually and pharmacy claim costs
are expected to increase at a rate of 8.5% annually according to assumptions adopted by the Board of
Trustees. The active population is projected to decline by 1% per year and the retired population is
projected to increase by 1% per year.
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IV. Enrolilment by Age Traditional Enhanced CDHP MA Total

24 & Under 68,579 71,417 11,272 6 151,274
25 to 44 68,236 77,686 8,265 261 154,448
45 to 54 44,917 57,827 5,192 991 108,927
55 to 64 45 781 77 792 a4 874 14R7 1729 N1R
o o . 8
_ . <03,
Percent Enroliment by Age Traditional Enhanced CDHP MA Total
24 & Under 25.9% 24.5% 38.2% 0.0% 21.6%
25 to 44 25.7% 26.6% 28.0% 0.2% 22.0%
45 to 54 16.9% 19.8% 17.6% 0.9% 15.5%
55to 64 17.1% 26.7% 15.3% 1.3% 18.4%
65 & Over 14.4% 2.4% 0.9% 97.6% 22.4%
Total .00.m"" !

V. Retiree Enrollment by Category Employee Dependents Total
Non-Medicare Eligible 53,515 9,734 63,249
Medicare Eligible in Traditional 70/30 36,589 1,199 37,788
Medicare Eligible in Base Medicare Advantage Plans 87,652 6,063 93,715
I N AR I e 1~~~ PO 20,778
_; 195,70‘ Ll Adnded 215,530
Percent Enroliment by Category (Retiree) Employee Dependents -
Non-Medicare Eligible 27.3% 49.8% £9.3%
Medicare Eligible in Traditional 70/30 18.7% 6.1% 17.5%
Medicare Eligible in Base Medicare Advantage Plans 44.7% 31.0% 43.5%
Medicare Eligible in Enhanced Medicare Advantage Plans 9.3% 13.1% ~ %
Total 100.0% 100.0% 100.U%

VI. Enroliment By Major Employer Groups Employees Dependents Total
State Agencies 68,920 32,894 101,814
UNC System 51,808 33,122 84,930
Local Public Schools 169,576 89,302 258,878
Charter Schools (86 entities) 3,786 2,377 6,163
Local Community Colleges 15,683 8,858 24,541
Other

Local Goverments (44 entities) 5,354 2,410 7,764
COBRA/Reduction in Force 763 398 1,161
Nat. Guard, Fire & Rescue 5 5 10
Sub-total 315,895 169,366 485,261
Retirement System 195,982 - 19,548 215,530
T B o 511,877 188,914 700,791
Percent Enroliment by Major Employer Groups Employees Dependents Total
State Agencies 13.5% 17.4% 14.!
UNC System 10.1% 17.5% 12.1%
Local Public Schools 33.1% 47.3% 36.9%
Charter Schools 0.7% 1.3% 0.9%
Local Community Colleges 3.1% 4.7% 3.5%
Other
Local Goverments 1.0% 1.3% 1.1%
COBRA/Reduction in Force 0.1% 0.2% 0.2%
Nat. Guard, Fire & Rescue 0.0% 0.0% 0.0%
Sub-total 61.7% 89.7% 69.2%
Retirement System 38.3% 10.3% 30.8%
101dl

Senate Bill 865 (First Edition)




SOURCES OF DATA:

1e Segal Company; baseline financial projections updated through Q2 FY2016 with 0% employer and
employee premium increase in 2017 and new PBM contract with open formulary; dated March 11, 2016.
Filename “FY 16 Q2- Baseline - 0% for R and EE with PBM BAFO (Open).pdf™

-Actuarial Note, Hartman & Associates., Scnate Bill 865, “Senate Bill 865: An Act to Make Administrative
Changes to the State Health Plan, to Increase the Number of Local Governments Able to Participate in the
State Health Plan, and to Make Changes to State Health Plan Premiums Paid by Local Governments™, May
23, 2016, original of which is on file in the General Assembly’s Fiscal Research Division.

-Actuarial Note, The Segal Company, Senate Bill 865, ~State Health Plan/Admin Changes/Local
Gov™”, May 26, 2016, original of which is on file with the State Health Plan for Teachers and State
Employees and the General Assembly’s Fiscal Research Division.

FISCAL RESEARCH DIVISION: (919) 733-4910

PREPARED BY: David Vanderweide

APPROVED BY: Officint - '; 1{6z
Fiscal Rescarch Division
Mark Trogdon, Director e I gj@%/}{}l’uhlicqun

Fiscal Research Division L

DATE: June 7,2016

Signed Copy Located in the NCGA Principal Clerk's Offices
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2( 5

SENATE BILL 815

Short Title:  Charter School in State Health Plan. (Public)

Sponsors: Senator Blue (Primarv Sponsor).

Referred to:  Insurance

May 5, 2016

A BILL TO BE ENTITLED
AN ACT TO A THORIZE LONGLEAF SCH )L OF THE ARTS TO ELECT TO
PARTICIPATE IN THE STATE HEALTH PLAN FOR TEACHERS AND STATE
EMPLOYEES.
The General Assembly of North Carolina enacts:
SECTION 1. Notwithstanding the time limitation contained in G.S. 135-48.54, the
Board of Directors of Longleaf School of the Arts, a charter school located in Raleigh, may elect
to become a participating employing unit in the State Health Plan for Teachers and State
Employees in accordance with Article 3B of Chapt 135 of the General Statutes. The election
authorized by this act shall be made no later than 30 days after the effective date of this act and
shall be made in accordance with all other requiremer . of G.S. 135-48.54.
SECTION 2. This act is effective when it becomes law.

TN i












GENERAL ASSEMBLY OF NORTH CAROLINA
Session 2015

Legislative Actuarial Note
Health Benefits

BILL NUMBER: Senate Bill 815 (First Edition)
S DJRTTITLE: Charter School in State Health Plan.
SPONSOR(S): Senator Blue

SYSTEM OR PROGRAM AFFECTED: State Health Plan for Teachers and State Employees (Plan).

FUNDS AFFECTED: State General Fund, State Highway Fund, other State employer receipts; premium
payments for dependents of active employees and retired employees of State agencies and universities,
local public schools and local community colleges; premium payments for coverages selected by eligible
former employees; premium payments for coverages selected by firefighters, rescue squad workers,
members of the National Guard, and certain authorized local governments.

BILL SUMMARY: Senate Bill 815 (First Edition) permits the Board of Directors of Longleaf School of
the Arts, a public charter school, to become a participating employer under the Plan within 30 days after the
act becomes law. Under G.S. 135-48.54, an election to join the Plan by the board of a charter school is
irrevocable and shall require all eligible employees of the charter school to participate.

EFFECTIVE DATE: When it becomes law.
ESTIMATED IMPACT ON STATE:

The consulting actuary for the Plan, The Segal Company, estimates a financial loss to the Plan of $34,000
for FY 2016-2017 if Longleaf School of the Arts elects to participate in the Plan. Segal estimates claims
would increase by 0.02% after joining the Plan, relative to claims under the School’s current medical
benefits plan. In addition, for the purposes of estimating the potential cost impact to the Plan, Segal assumes
potential claims for the School would be 150% greater on average due to expected adverse selection of
costlier plan members entering the Plan. Even with this assumption, and given the small size of the School,
Segal estimates the projected costs would have a negligible impact on the Plan.

Hartman & Associates, consulting actuary for the General Assembly, estimates that the financial impact on
the Plan would not be material upon Longleaf School of the Arts electing to participate in the Plan.
Hartman & Associates noted that the employee demographics of the School’s group would be expected to
produce 20% lower average claim costs than the Plan’s membership, and that given the minimal number of
prospective employees and dependents to be enrolled, there is not expected to be a significant fin  :ial
impact as a percent of total claims. Hartman & Associates, however, also noted the lack of available
historical claims experience from the School to assess potential adverse selection against the Plan.

The additional cost impact of the bill, projected by either consulting actuary, would be expected to impact
total claims growth by approximately two thousandths of one percent (0.002%) for the 2016-2017 fiscal
year based on the highest estimate of additional cost (i.e., $34,000).

ASSUMPTIONS AND METHODOLOGY: The actuarial analyses used by each respective consulting

actuary are on file with the Fiscal Research Division. Copies of each respective consultii  actuary's
analysis, including assumptions, are also attached to the original copy of this Legislative uarial note.
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Authorized Charter Schools: As of January, 2016, there were 86 charter schools with 6,163 enrolled active
employees and dependents participating in the Plan.

Data submitted by the School: The Segal Company and Hartman & Associates based their respective
analyses in part on a Distribution of Participants schedule submitted by the School. The schedule below
reflects the age and sex demographic data for employees and dependents of the School. Complete claims
experience data is usually unavailable on a group this size. However, the School did note that it currently
pays total medical premiums of $13.119 per month and provided details on the benefits in its current
program, which include:

» In-network office visit and therapy co-pay: $20 Primary Care; $40 Specialist

e Preventive care: $0

e Deductible: $1,500 (individual, in-network)

¢  QOut-of-pocket maximum: $4,500 (individual, in-network)

¢ Inpatient and outpatient hospital: 20% coinsurance after deductible (in-network)
e Prescription drug co-pays: $4 generic; $35 preferred brand

Distribution of Participants - Longleaf School of the Arts

Active Employees Dependents of Active Employees

Ages Male Female Male: Female T~
04 1 1 2
5-9
10-14
15-19
20-24 2
25-29 1
30-34
35-39 2
40-44 1
45-49
50-54 1

-59
60-64
65-69
70-74
75-79
>79
Unknown
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TOTAL 7 18
Summary Information and Data about the Plan

The Plan administers health benefit coverage for active employees from employing units of State agencies
and departments, universities, local public schools, and local community colleges. Eligible retired
employees of authorized employing units may also access health benetit coverage under the Plan. Eligible
dependents of active and retired employees are authorized to participate in the Plan provided they meet
certain requirements. Employees and retired employees of selected local governments and charter schools
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