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MINUTES OF THE _"0"°¢  COMMITTEE oN __11S1rance

Rep. Rex B. Hoy

The meeting was called to order by at

Chairperson

3:30“%§mﬁmm.on February 18 ]9§§h1nmnl_igkﬁi_wﬁtheChpﬂd.

All members were present except:
Rep. Clvyvde Graeber, excused
Rep. Kenneth King, excused

Committee staff present:

Emalene Correll, Research Department

Melinda Hanson, Research Department

Gordon Self, Revisor's Office

Deanna Willard, Committee Becretary
Conferees appearing before the committee:

Mr. Dick Brock, Kansas Insurance Department

Dr. Robert Harder, SERE

Mr. Bill Preston, United Methodist Youthville

Mr. Wavne Sims, Wyandotte House Inc.

Mr. Bruce Linhos, Ks. Asscc. Licensed Child Care Azencies
Mr. Jack Roberts, Blue Cross Blue Shield

Mr. Bill Pitsenberger, HMO Kansas

The meeting was called to order by the Chairman.

Mr. Dick Brock, Kansas Insurance Department, aszked that two
bills be introduced; one relates to a guaranty fund
{(inscolvent life, accident and health insurers), the other to
licensing of crop hail insurance agents. A motion was made
by Rep. DeBaun that the bills be introduced:; Rep. Turnguist

seconded the motion. The motion carried. {Attachment 1.}

Hearing on: House Bill 2812 - prohibiting certain exclusionsg

in health, accident and sickness policies on emotionally

Dr. Robert Harder, SRS, explained that this bill would seek
reimbursement from health insurance companies for emotionally
handicapped children in non-medical settings. He stated that
it would be advantageous for the insurers as care can be
provided for these children in group homes which are less
expensive than private hospital care. Discussion followed
which indicated that the children to which this bill would
pertain are in care levels 4, 5, and 6. (Attachment 2.}

Mr. Bill Preston, Resident Directeor of United Methodist
Youthville, discussed the current responsibility lines for
payment of expenses. This bill would require that health
insurance companies pay for the medical bills, as well as the
daily living expenses.

Mr. Wayne Sims, Wyandotte House Inc., cited some examples of
successful treatment in residential group home care.
Currently few of these children are covered by private
ingsurance.

Mr. Bruce Linhos, Kansas Association of Licensed Private

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for
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Child Care Agencies, said this bill would offer advantages to
insurers by enhancing their range of options at rates lower
than those on treatments on which they currently pay.
(Attachment 3.}
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Dr. Robert Harder, SR3, stated that HMOs currently do not
provide coverage to persons involuntarily committed to state
mental health hospitals, which hasg resulted in financial
logses to the state. {Attachment 4.}

Mr . Jack Roberts, Blue Cross Blue Shield, suggested that it
would be unfair for the insured public to have this burden
placed on them and that it is cost shifting. He feels it
needs a lot of probing ag to its objectives and to how it
will affect the small groups around the state.

Mr. Bill Pitsenberger, HMO Kansas, spoke on the principle of
HMOs ; they rely on a "gatekeeper” to make sure medical
services are necessary. They shouldn't be regulated by the
same kinds of mechanisms as traditional insurers.

Hearing on: House Bill 2810 - relating to continuation

Mr. Dick Brock, Kansas Insurance Department, suggested that
HMOs should be subject to the same type of six-month
continuation plan as other insurers.

Mr. Bill Pitsenbersger, HMO Kansasgs, stated that this
legislation is not necessary. HMOs are required to rate on a
community basgis, and individual conversion policies are
reguired by federal law at basically the same rate; however,
continuaticon is not practical if a subscriber moves outside
the gervice area. He was reguested by the committee to
provide copies of the federal statute.

The minutes of the previous meeting were approved.

The meeting was adjiourned at 4:55 p.m.

Page

2 of 2




0 _
N AL N iRl

COMMITTEE:

GUEST LIST

) o . <
\/*/J //‘{c

NAME ADDRESS COMPANY /ORGANIZATION

,7/«/( [g/xoc/c ’7:,_09/(" L. pep/,
{ASQ\\\&M, Q,‘\'sevx(aewiﬂw —7‘&&& g Zmﬁ;s

[ APV < NP e ko e e Megas
TAK ko peeTs “Jobe A Bc-85S

U)&\ vie S ms /(/ K L)/\/dn/n% Houre Tnc

7
W 1Ler/Bm PRESTIN

NETIn S

UAITESME THL/1T Vo 2T4

/Gkacé / IS

—Tofeun

P i A

[

/"‘é



W00 U N

.
~0
Ny
R,

LEGISLATIVE PROPOSAL NO. 14

AN ACT relating to insurance; guaranty fund; insolvent life, accident
and health insurers; protection of policyholders and beneficiaries;
requirements; amending K.S.A. 1985 Supp. 40-3003, 40-3005, K.S.A. 1985 Supp.
40-3002, 40-3008, 40-3009, 40-3006, 40-3007, 40-3010, 40-3011, 40-3012, 40-
3013, 40-3014, 40-3017 and 40-3018 and repealing the existing sections.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF KANSAS:

Section 1. K.S.A. 1985 Supp. 40-3003 is hereby amended to read as
follows: ~ 40-3003. (a) This act shall provide coverage, for the policies
and contracts specified in subsection (b) ~-- (1) to persons who, regardless
of where they reside (except for nonresident certificate holders under group
policies or contracts), are the beneficiaries, assignees or payees of the
persons covered under paragraph (2), and

(2) to persons who are owners of or certificate holders under such
policies or contracts, or, in the case of unallocated annuity contracts, to
the persons who are the contract holders, and who —-—

(A) are residents, or

(B) are not residents, but only under all of the following conditiomns:

(i) the insurers which issued such policies or contracts are domiciled
in this state,

(i1) such insurers never had a license or certificate of authority in
the states in which such persons reside,

(iii) such states have associations similar to the association created
by this act, and

(iv) such persons are not eligible for coverage by such associations.

(b) (1) This act shall eppiy provide coverage to the persons specified
in subsection (a) for direct, non-group life, imsuranee-polieiess health,
annuity and supplemental #nsuranee policies;—éﬁé or contracts, supplemental

to—-ddfe-—and—heatth—-itnsurance—petietes for certificates under direct group
policies and contracts, and for unallocated annuity contracts issued by
persens—-aunthorized-to—-transect-—insuranee—in——this-stete—at--eny -time member
insurers, except as limited by this act.

“)Fhis-eet-shatt-net-appiy—-tos
————£1}~——Any-such--poticies —er—-contracts,——oF —any—-part-ef-such-peltiecies-or
eertraetgy-under-whieh—the-risk-is-berne-by—the-potieyholders
————{2}——aﬁy—fhmﬁrfnﬂéx3~<H9«axﬂaﬂxﬁaﬂybdp&fe—ehefee%—&ssameé-by—ehe—émpaifeé
jnaunrer—under--g—eontraet—-oi—reinsuranees—other--than-reinsurance——for-—whieh
essumptieon—eertificates-have-been-igssueds
—-——43}——1H§Pﬂﬁhﬂ%—pe}iey—ef—eeﬁffaﬁf-éﬁﬁnﬁ%k4xr—pefee&s—ef&ﬁs&eeiﬁg—busiﬁees
pafsaeaf—ﬁe—fhe—pfevisieﬁs—ef—K7S7A7—49—292—aaé~amenémeaﬁs—ﬁhe?e%e:—aaé
————£4)— any- annuvity--contrecto-except-with-respeet-to-eentraetuat-obligations
ef——dmpaired--imourers-fer—-which-the--association-hes-beceme—Iieble-prior-te
Fuiv-35-4985+

Sec. 2. K.S.A. 40-3005 is hereby amended to read as follows: 40-3005:
As used in this act:

(a) "Account" means either of the three four accounts created under
K.S.A. 40-3006.

(b) "Association'" means the Kansas life and health insurance guaranty
association created under K.S.A. 40-3006.

(c) "Commissioner" means the commissioner of insurance of this state.

(d) "Contractual obligation" means any obligation urder--eevered

pelieiesr a policy or contract or certificate under a group policy or
contract, or portion thereof for which coverage is provided under section 3.

(e) '"Covered policy' means any policy or contract within the scope of
this act under K.S.A. 40-3003 and K.S.A. 40-3008, as amended.
(f) "Impaired insurer" means+ a member

3 Ar insurer which, after the effective date of this act, beeomes
inselvent-and is not an insolvent insurer, and

(1) is deemed by the commissioner to be potentially unable to fulfill
its contractual obligations or

(2) is placed under an order of rehabilitation or conservation by a
court of competent jurisdiction. #s--pleeed-—under——a--Firab--erder——of
}iqniéaeieny-—fehﬂbéiitafieﬁq——{n&—«ﬁﬁﬁﬁﬁﬁﬂﬂﬁ&ﬁf-4gr-ﬁ%——eeﬁ?e——aé——eempeﬁeﬂﬁ
juriadietiony-or
{2}~ —an-insurer—deemed—by--the -commissioner—after—-the-effective date-of
this—-aet—-to--be--ungble-—-or--potentiatly—uneble—to——fulfitl--ito--eentraectual
ebtigations~

Attachment 1
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Legislative Proposal No. l4
(Continued)

() "ITnsolvent insurer"” means a member insurer which after the
effective date of this act, is placed under an order of liquidation by a
court of competent jurisdiction with a finding of insolvency.

£g> (h) "Member insurer" means any pewrsem insurer licensed or which
holds a certificate of authority to transact in this state any kind of
insurance for which coverage is provided under section 3, and includes any
insurer whose license or certificate of authority in this state may have
been suspended, revoked, not renewed or voluntarily withdrawn, but does not
include:

(1) A non-profit hospital or medical service organizationj

(2) A health maintenance organization;

(3) A fraternal benefit society;

(4) A mandatory state pooling planj

(5) A mutual assessment company or any entity that operates on an
assessment basis;

(6) An insurance exchange; or

(7) Any entity similar to any of the above.
euthorized-to-transeet—in-this-stete -any-kind -of -insuraree-to-whieh—this-aet
epplies—under-Kk-S+-A+-46-36063~+

(i) '"Moody's corporate bond yield average'" means the monthly average
corporates as published by moody's investors service, inc., or any successor
thereto.

>  (j) '"Premiums" means direet-gress--insurence -premiums-—snd-annuity
eeﬁsidefe&ieﬁs—-Wfiffeﬁ——fnr—ﬁxﬁhﬁﬂa}—1ﬁikh§k&?r—éham}——f&&&?ﬁ——pfemi&ms——aﬁé
eensideretions—-thereon—and--dividends-paid—or—-eredited—teo--policyholders-on
auveh-direet-businesss——LRremivme'--do--not-inetude-premiums —and—eonsiderations
eR—-contracts~between—-insurers—and--reinsurers———As-—uged—din-KHA--46-3669
Upremiumal--are-—theose—for—-the-—ealtendar—year--preeceding - the-determinetion—-of
impeirments amounts received on covered policies or contracts less premiums,
considerations and deposits returned thereon, and less dividends and
experience credits thereon. "Premiums' does mnot include any amounts
received for any policies or contracts or for the portions of any policies
or contracts for which coverage is not provided under section 3 (b) except
that assessible premium shall not be reduced on accounts for sections
3(b)(2)(C) relating to interest limitatioms and 3(c) (2) relating to
limitations with respect to any one life and any one contract holder;
provided that "premiums" shall not include any premiums in excess of five
million dollars on any unallocated annuity contract.

£ (k) "Person" means any individual, corporation, partnership,
association or voluntary organizatiom.
4> (1) "Resident" means any person who resides in this state at the

time the—-impairment-is—-determined-—and-to—-whom—-eontraetuat--obligations—are
ewedr a member insurer is determined to be an impaired or insolvent insurer
and to whom a contractual obligation is owed. A person may be a resident of
only one state, which in the case of a person other than a natural person
shall be its principal place of business.

(m) "Unallocated annuity contract" means any annuity contract or group
annuity certificate which is not issued to and owned by an individual,
except to the extent of any annuity benefits guaranteed to an individual by
an insurer under such contract or certificate.

(n) "Supplemental contract" means any agreement entered into for the
distribution of policy or contract proceeds.

Sec. 3. K.S.A. 1985 Supp. 40-3002 is hereby amended to read as
follows: 40-3002. The~--purpogse—of—-this-aet—ig-to—--protect-pelieyownerssy
inguredss—-heneficiaries,—-payeesy—and--assignees -of—Iife-—insurance-poltieiess
heelth--insurence--polieiesy—-and-supplemental-—-contracts,——subieet—-to-—ecertain
limitetionsy—epainst--failure-in—the-performanee—of--contractual-ebtigations
due—to-the--dimpairment—of--the—insurer-issuing -sveh-polietes—or-econtraets-—-Teo
previde—-thie-preteetiont——-{1}-———An—-assecietion-eof--insurers—is—-ereated-to
ereble-the-guaranty—of—-payment—of--benefits-and-of-eontinvatien—ef-ecoveragessy
(2}——ﬁmaﬂxﬁaf—eﬁ—{he—1ﬁkxxyhﬁﬁaﬁr—&fe—subjeet—{e—1&&&5&m&5ﬁ&4ay—pfeviée—§uaés
to-earry-out-the-purpose-of--this-aetr-end—£3)——the-asseetation-is—authorized
Ee—ﬁssis{—4ﬂﬁf—eemmissieaet;—éﬂ—AQHrdpFesePibeé—maaﬁefy—éﬁr4ﬂuf—ée5eeeieﬁ—aﬁd
prevention——of—dnsurer-—-impairmentor (a) The purpose of this act is to
protect, subject to certain limitations, the persons specified in section
3(a) against failure in the performance of contractual obligations, under
life and health insurance policies and annuity contracts specified in
section 3(b), because of the impairment or insolvency of the member insurer
that issued the policies or contracts.

(b) To provide this protection, an association of insurers is created
to pay benefits and to continue coverages as limited herein, and members of

.
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Legislative Proposal No. 14
(Continued)

the association are subject to assessment to provide funds to carry out the
purpose of this act.

Sec. 4. K.S.A. 40-3008 is hereby amended to read as follows: 40-3008.
In--addition—to—the--powers—ard-duties—enumereted —in-other-seetions--of-this
aets

“£a¥1f-—o —demestie—dinsurer—-its-—an--impaired —iraurer;—the--gagoctetionr-—mays
prieor-—to—-en-order-—of-—JdHiquidation-—or--rehabititation; —and-—-subject--to--eny
eonditions—-imposed-by-—the-—association—other—-than-these--whieh--impeir-—the
eentraetual--ebligations——of——the--impaired--insurers--and-—epproved—-by——the
impeired-insurer—and-the-eommissioner+
e =41} ———Guerantee-—or—-reinsure y—-or-—eguse——to-—be--guaranteedy —-assumed,——er
reinsureds—all-the-eovered-polietes—ef-the—-impaired-insurers
=42} - = Provide--such -meoreysr-pledgess—notess-guarentees,—or—other-neans-as
are-—preper——to-—effectuate —subsection - —-and--assure--payment-—of-——the
eontraetual-—obligations——-of —-the —-impaired ——insurer—-pending-—setion-—under
subseetion-€1+3+
————{3}—~hean-money—to—-the—impaired-insurers
4B}~ ———Ff-—p——foreipn-—-0F - Henr —-ingsurer —is--an—impaired-—insurers——the
esseeiation—-mayy——prior-——to—-anr—-order—of--ddquidetion;——rehabilitations——or
econservetions—with-respect—-to-the—eovered—polieies—of--residents-and-subjeet
te—fﬁmﬁ«anﬁkhahﬁﬁ}—impese&—byb4HK%—&&seei&E§e&—efhef—4%&&&43ﬂxa}Awhieh—émpaif

the--contractual-ebligations—of —the—-impaired-—insurer;--and-—eppreved—-by-—the
impaired-insurer-and-the-cemmissieners
=41}~ —Guarentec—of——reinsure s —OT-—eause——to-—be--guaranteed s —assumed;——or

reinsuredy-the-impaired-insureria-eovered-polietes-ef-residentss

=~ {2} ——Brovide —gsueh-meneys;—-pledges—Rrotesy—guarantees—-or--other-means—as
afe—?feﬁef-ixrﬂﬁ%kxﬁaﬂﬁa&—sabseeeie&—(%}7~ﬂﬁdr1&ﬁﬁﬂxr1xfﬂmaﬂi—eﬁ—&he—émpaéreé
insurerla-—-—contractual--—ebligations——-to---regidents-——pending-—-action-—under
subseetion—£+34

————{33y——hLoan-money—£o-the—impaired-insurer-
——m—fe}———1f--p-domestie——dinsurer-—is—-an—-impeired--insurer--urder—an--order-of
iiqnééaeieﬁ-—ef——q%ﬁm&ﬁﬂﬁi%ﬂﬁiﬁn——4ﬁﬁr—<hﬁﬁmfkﬁahm}—ﬁﬁﬁiF}r-—s&b}eee——Ee——fhe
epprovat-ef-the-commissteners
-———{}}——4hﬁﬁﬁﬁﬂaﬁr;-aes&me-ef—ﬂﬂﬁhﬁaﬁﬁf;—ef—eaase—%&r4me-g&&f&ﬁ&eeé;—assumeé
er-reinsured-the-covered-polieies—of-the-impaired-insurers
————(2}-——1ﬁﬁhn«r—paymeﬂf-—eﬁ—Aﬂxr—eeﬁffaeiﬂﬁ&——eb%ig&%iens—«ﬁé—{ﬁm&—émpa%feé
ingurers—and
————£3}——provide--such-meneysr-pledgess—Rotess—guerantees;—or-other-means—as
are-reasenably—neeesaary—to-discharge-sueh-duties~
——~—}#—{he—fﬁﬁKKﬁfﬁﬁiﬂr4§EEH}—EG—86€-Wifhiﬁ?ikﬂﬂﬁ%ﬁxﬁﬂiﬁ?1ﬁ?ﬁﬁm§—0§—éim37—€he
eemmésséeﬂef—shﬂ&%r4ﬁﬁﬁrAﬂﬁ&—pewers—and—dﬁ{ées—fﬁ?43%&-&sseei&eieﬁ;—eﬁ—behaié
ef—43K%—&ssee£&eienr—ﬁﬁdef—Aﬂfky—eee—ﬁﬁﬁﬁr—Pespee&—fe—fﬂkﬁwa&ﬁm&&%ﬂ&—émpaifeé
Fngurers

4 &) ——1f-a-foreipn or-alien-insurer—its-an—impaired-insurer—under-anr-erder
ef——}iq&ié&Eien;—~P&h&b§ké&&&i®&r—ﬁ&P*dﬁﬂﬁﬁﬁﬂﬂﬁﬁkﬁf;—iﬁﬁk—ﬁsseﬁiﬁfiﬁﬂ——sh&}%7
subieet—to—the-approval-of-the-ecommissioners
-———(%}——{hnhﬁﬂﬁx&h—1ﬁamxmrr—ef—feiﬁsufe—ef—fmnﬁﬁrAa}—be—guar&heeeé;—assumeé;
er-reinsured—the—-eevered-potieies—eof-residentss
-———{2}———4&ﬁhﬂﬁr—paymeﬂ€——eﬁ—4%&&—eeﬂifaefﬁﬁ&r~eb}igaeieﬁs—«H%—{#ﬁr—%mpaifeé
insurer—te-restdentss—and

———— 43}~ Provide -such-meoreys;y-pledgess—notess—guerantees;—-or-—other-means-as
are-reasenably-neeessary—te—diseharge—sueh-duties~s

————if-the--aosociation -fails-to-eet—within- e -reasconable-period-ef-times—the
eemmissionery—on-behalf-of--the-agsociation,-—shetl-haeve -the-powers-and-duties
of--the-—asseeiation—under-—this— —-with--respect——to—such-fereign—or--atten
impeitred-insurers

e fe} {1y ———En—earrving--out-its-duties—under-subseetions—{e}-end —(d);—the
BSSGCiﬁEieﬁ—ﬁmybﬂ%&ﬁ&ﬁH?%ﬂﬂH&—Ehefe—be—éﬂm@sed—1ﬁﬂﬂxﬁh€khﬁﬁ}r—eﬁﬁ&%&e&—}§8ﬁs7
meretoriuma—ofn-payments;—or--other-gimiter-means-and-sueh-tiensy-—meratoriumssy
er-similer-means-may-be-imposed-tf-the-commigsteners
-———éA}———Fiﬁés—fhaf—%ﬂﬁ&—emeaﬁes—ﬂﬁﬁxﬂr—e&&-be—ﬂaxaaaﬁa}—uﬂéef-%ﬁﬁfrﬂﬁse—afe
teaa--then-the-amounts—-needed-to—assure—-fultt-and-prempt—performence-—of-the
impe%feé——éf&hﬂ%ﬂdfk—«amﬂaﬁﬁﬁanﬁk-—eb}igaeiehs;——ef——4%&&&—4ﬂu&—-eeeﬁemie——ef
£ineneinl-eonditions—as-they--affect-member—insurers-—are-suffietently-adverse
te—-render-—-the —-dimposition-ef--peliey—-or—-contract—liens,-—moratoriumss——or
similter-meens—~to-be-in-the—publie—interests—and
————{B}-—Approves—the--specific poliey-Hiens—contract—tiensy-moratoriumsy—or
aimitar-meens—-to—be-used~-

c e e f2}————Before —-being —-obligated——under-—subseetions-—(e)}—-and--(d}--the
asseeiaeiea—mﬁy—feqﬁes{—{*ER&AQKﬁ%r4ﬁfekmxﬁaa}—Eammyﬁ&ﬁy—mer&%efiﬂms—ef—}ieas
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Legislative Proposal No. 14
(Continued)

on~payments--of—eash-vealues—and-potiey-loans—end--such--temporary-meratoriums
and-liens-mey-be-impeoged-if-they—are—approved-by—the-commissieoner-

—e e ek £} ——The--gosociationr-shatl-have—ne—Iddebility--under-—this-seetion—for—eny
eovered-poliey—of--a-foreigr-oer-alien—-insurer--whogse demieitiary-jurisdietion
or—-state—-of—ertry-provides-by —statute-or-regulatien;—for-—residents—eof-this
stete—-protection-substantially-—simitar—-to--that--provided-by——this—act-——fer
reaidents—of-other—-statess

(a) If a member dinsurer is an impaired domestic insurer, the
association may, in its discretion, and subject to any conditions imposed by
the association that do not impair the contractual obligations of the
impaired insurer, that are approved by the commissioner, and that are,
except in cases of court ordered conservation or rehabilitation, also
approved by the impaired insurer -—-—

(1) Guarantee, assume or reinsure, or cause to be guaranteed, assumed,
or reinsured, any or all of the policies or contracts of the impaired
insurer;

(2) Provide such monies, pledges, notes, guarantees, or other means as
are proper to effectuate paragraph (1) and assure payment of the contractual
obligations of the impaired insurer pending action under paragraph (1); or

(3) Loan money to the impaired insurer.

(b)Y (1) 1If a member insurer is an impaired insurer, whether domestic,
foreign or alien, and the insurer is not paying claims timely, then subject
to the preconditions specified in paragraph (2), the association shall, in
its discretion, either ——

(A) Take any of the actions specified in subsection (a), subject to the
conditions therein, or

(B) Provide substitute benefits in lieu of the contractual obligations
of the impaired insurer solely for: health claims; periodic annuity benefit
payments; death benefits; supplemental benefits; and cash withdrawals for
policy or contract owners who petition therefor under claims of emergency or
hardship in accordance with standards proposed by the association anrd
approved by the commissioner.

(?2) The association shall be subject to the requirements of paragraph
(1) only if --

(A The laws of its state of domicile provide that until all payments
of or on account of the impaired insurer's contractual obligations by all
guaranty associations, along with all expenses thereof and interest on all
such payments and expenses, shall have been repaid to the guaranty
associations or a plan of repayment by the impaired insurer shall have been
approved by the guaranty associations; (i) the delinquency proceeding shall
not be dismissed, (ii) neither the impaired insurer nor its assets shall be
returned to the control of its shareholders or private management, and (ii1)
it shall not be permitted to solicit or accept new business or have any
suspended or revoked license restored, and

(B3) (1) if the impaired insurer is a domestic insurer, it has been
placed under an order of rehabilitation by a court of competent jurisdiction
in this state, or;

(ii) if the impaired insurer is a foreign or alien insurer,

(aa) it has been prohibited from soliciting or accepting new business
in this state,

(bb) its certificate of authority has been suspended or revoked in this
state, and

(cc) a petition for rehabilitation or liquidation has been filed in a
court of competent jurisdiction in its state of domicile by the commissioner
of the state.

(¢c) 1If a member insurer is an insolvent insurer, the association shall,
in its discretion, either --

(1) (A) Guaranty, assume or reinsure, or cause to be guaranteed,
assumed or reinsured, the policies or contracts of the insolvent insurer; or

(B) Assure payment of the contractual obligations of the insolvent
insurer; and

(%)) Provide such monies, pledges, guarantees, or other means as are

reasonably necessary to discharge such duties; or

(2) With respect only to life and health policies, provide benefits and
coverages in accordance with subsection (d).

(d) When proceeding under subsections (b)(1)(B) or (c)(2), the
association shall, with respect to only life and health insurance policies --

(D Assure payment of benefits for premiums identical to the premiums
and benefits (except for terms of conversion and renewability) that would
have been payable under the policies of the insolvent insurer, for claims
incurred --
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(A) With respect to group policies, not later than the earlier of the
next renewal date under such policies or contracts or 45 days, but in no
event less than 30 days, after the date on which the association becomes
obligated with respect to such policies;

(B) With respect to individual policies, not later than the earlier of
the next renewal date (if any) under such policies or omne year, but in no
event less than 30 days, from the date on which the association becomes
obligated with respect to such policies;

(2) Make diligent efforts to provide all known insureds or group
policyholder with respect to group policies 30 days notice of the
termination of the benefits provided; and

(3) with respect to individual policies, make available to each known
insured, or owner if other than the insured, and with respect to an
individual formerly insured under a group policy who is not eligible for
replacement group coverage, make available substitute coverage on an
individual basis in accordance with the provisions of paragraph (4), if the
insureds had a right under law or the terminated policy to convert coverage
to individual coverage or to continue an individual policy in force until a
specified age or for a specified time, during which the insurer had no right
unilaterally to make changes in any provision of the policy or had a right
only to make changes in premium by class.

(4) (A) 1In providing the substitute coverage required under paragraph
(3), the association may offer either to reissue the terminated coverage or
to issue an alternative policy.

(B) Alternative or reissued policies shall be offered without requiring
evidence of insurability, and shall not provide for any waiting period or
exclusion that would not have applied under the terminated policy.

(C) The association may reinsure any alternative or reissued policy.

(5) (a) Alternative policies adopted by the association shall be
subject to the approval of the commissioner. The association may adopt
alternative policies of various types for future issuance without regard to
any particular impairment or insolvency.

(B) Alternative policies shall contain at least the minimum statutory
provisions required in this state and provide benefits that shall not be
unreasonable in relation to the premium charged. The association shall set
the premium in accordance with a table of rates which it shall adopt. The
premium shall reflect the amount of insurance to be provided and the age and
class of risk of each insured, but shall not reflect any changes in the
health of the insured after the original policy was last underwritten.

(C) Any alternative policy issued by the association shall provide
coverage of a type similar to that of the policy issued by the impaired or
insolvent insurer, as determined by the association.

(6) If the association elects to reissue the insured's terminated
coverage at a premium rate different from that charged under the terminated
policy, the premium shall be set by the association in accordance with the
amount of insurance provided and the age and class of risk, subject to
approval of the commissioner and by a court of competent jurisdiction.

(7) The association's obligations with respect to coverage under any
policy of the impaired or insolvent insurer or under any reissued or
alternative policy shall cease on the date such coverage or policy Js
replaced by another similar policy by the policyholder, the insured, or the
association.

(e) When proceeding under subsections b(1)(B) or (¢) with respect to
any policy or contract carrving guaranteed minimum interest rates, the
association shall assure the payment or crediting of a rate of interest
consistent with section 3(b) (2)(C).

(f) Nonpayment of premiums within 31 days after the date required under
the terms of any guaranteed, assumed, alternative or reissued policy or
contract or substitute (¢overage shall terminate the association's
obligations under such policy or coverage under this act with respect to
such policy or coverage, except with respect to any claims incurred or any
net cash surrender value which may be due in accordance with the provisions
of this act.

(g) Premiums due after entry of an order of liquidation of an insolvent
insurer shall belong to and be payable at the direction of the association,
and the association shall be liable for unearned premiums due to policy or
contract owners arising after the entry of such order.

(h) The protection provided by this act shal! not apply where any
guaranty protection is provided to residents of this state by the laws of
the domiciliary state or jurisdiction of the impaired or insolvent insurer
other than this state.
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(i) In carrying out its duties under this section (b) and (c), the
association may, subject to approval by the court:

(1) Impose permanent policy or contract liens in connection with any
guarantee, assumption or reinsurance agreement, if the association finds
that the amounts which can be assessed under this act are less than the
amounts needed to assure full and prompt performance of the association's
duties under this act, or that the economic or financial conditions as they
affect member insurers are sufficiently adverse to render the imposition of
such permanent policy or contract liens, to be in the public interest;

(2) Impose temporary moratoriums or liens on payments of cash values
and policy loans, or any other right to withdraw funds held in conjunction
with policies or contracts, in addition to any contractual provisions for
deferral of cash or policy loan value.

(j) 1f the association fails to act within a reasonable period of time
as provided in subsections (b)(1)(B), (c) and (d) of this section, the
commissioner shall have the powers and duties of the association under this
act with respect to impaired or insolvent insurers.

£ (k) The association may render assistance and advice to the
commissioner, wupon his request, concerning rehabilitation, payment of
claims, eemrtimuwatiens continuance of coverage, or the performance of other
contractual obligations of any impaired or insolvent insurer.

> (1) The association shall have standing to appear before any court
in this state with jurisdiction over an impaired or insolvent dinsurer
concerning which the association is or may become obligated under this act.
Such standing shall extend to all matters germane to the powers and duties
of the association, including, but not 1limited to, proposals for
reinsuring, modifying or guaranteeing the covered policies or contracts of
the impaired or insolvent insurer and the determination of the policies or
contracts and contractual obligations. The association shall also have the
right to appear or intervene before a court in another state with
jurisdiction over an impaired or insolvent insurer for which the association
is or may become obligated or with jurisdiction over a third party against
whom the association may have rights through subrogation of the insurer's
policyholders.

>—H- (m) (1) Any person receiving benefits under this act shall
be deemed to have assigned his the rights under, and any causes of action
relating to, the covered policy or contract to the association to the extent
of the benefits received because of this act, whether the benefits are
payments of or on account of contractual obligations, er continuation of
coverage or provision of substitute or alternative coverages. The
association may require an assignment to it of such rights and cause of
action by any payee, policy or contract owner, beneficiary, insured or
annuitant as a condition precedent to the receipt of any rights right or
benefits conferred by this act upon such person. Fhe-easseciation-shall-be
subregated—to—these-rights-egainst—the-asgets-of-any-impaired-irsurers

(2) The subrogation rights of the association under this subsection
shall have the same priority against the assets of the impaired or insolvent
insurer as that possessed by the person entitled to receive benefits under
this act.

(3) 1In addition to paragraphs (1) and (2) above, the association shall
have all common law rights of subrogation and any other equitable or legal
remedy which would have been available to the impaired or insolvent insurer
or holder of a policy or contract with respect to such policy or contracts.

43> (n) The contractual obligations of the impaired insurer for which
the association becomes or may become liable shall be as great as but mno
greater than the contractual obligations of the impaired insurer would have
been in the absence of an impairment unless such obligations are reduced as
permitted by subsection (e) but the association shall have-npe—tiability-with
respeet—-to--any—-portion-ef--e-cevered—-policy —to—-the-—extent—that--the-death
benefit——coverage —on—any--orne-—life--execeeds—-an-aggregate-—of —three-—hundred
theuserd-dellers-<$300506683+ not provide coverage for —-—

(1) Any portion of a policy or contract not guaranteed by the insurer,
or under which the risk is borne by the policy or contract holder;

(2) Any policy or contract of reinsurance, unless assumption
certificates have been issued;

(3) Any portion of a policy or contract to the extent that the rate of
interest on which it is based -- (A) averaged over the period of four years
prior to the date on which the association becomes obligated with respect to
such policy or contract, exceeds a rate of interest determined by
subtracting two percentage points from moody's corporate bond yield average
averaged for that same four year period or for such lesser period if the
policy or contract was issued less than four years before the association

—6—
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became obligated; and (B) on and after the date on which the association
becomes obligated with respect to such policy or contract, exceeds the rate
of interest determined by subtracting three percentage points from moody's
corporate bond yield average as most recently available;

(4) Any plan or program of an employer, association or similar entity
to provide life, health or annuity benefits to its employees or members to
the extent that such plan or program is self-funded or uninsured, including
but not limited to benefits payable by an employer, association or similar
entity under

(A) A multiple employer welfare arrangement as defined in sectjon 514
of the employee retirement income security act of 1974, as amended;

(B) A minimum premium group insurance plan;j

(C) A stop-loss group insurance plan; or

(D) An administrative services only contract;

(5) Any portion of a policy or contract to the extent that it provides
dividends or experience rating credits, or provides that any fees or
allowances be paid to any persom, including the policy or contract holder,
in connection with the service to or administration of such pelicy or
contract;

(6) Any policy or contract issued in this state by a member insurer at
a time when it was not licensed or did not have a certificate of authority
to issue such policy or contract in this state; and

(7) Any unallocated annuity contract.

(0) The benefits for which the association may become liable shall in
no event exceed the lesser of -——

(1) The contractual obligations for which the insurer is liable or
would have been liable if it were not an impaired or insolvent insurer; or

(2) With respect to any one life, regardless of the number of policies
or contracts:

A $300,000 in 1life insurance death benefits, but not more than
$100,000 in net cash surrender and net cash withdrawal values for life
insurance;

(B) $100,000 in health insurance benefits, including any net cash
surrender and net cash withdrawal values;

) $100,000 in the present value of annuity benefits, including net
cash surrender and net cash withdrawal values;

(D) Provided, however, that in no event shall the association be liable
to expend more than $300,000 in the aggregate with respect to any one life
under subsections (A), (B) and (C) above.

(3) With respect to any one contract holder, $5,000,000 unallocated
annuity contract benefits, irrespective of the number of such contracts held
by that contract holder.

<> (p) The association may:

(1) “Enter into such contracts as are necessary or proper to carry out
the provisions and purposes of this acts j;

(2) Sue or be sued, including taking any legal actions necessary oOr
proper fer to reeevery recover ef any unpaid assessments under K.S.A. 40-
3009+ and to settle claims or potential claims against itj

(3) Borrow money to effect the purposes of this act= ; any notes or
other evidence of indebtedness of the association mnot in default shall be
legal investments for domestic insurers and may be carried as admitted
assetss ;

(4) Employ or retain such persons as are necessary to handle the
financial transactions of the association, and to perform such other
functions as become necessary or proper under this act.

459~————Neg06r&ée——ﬁﬁd-—{Kﬁﬁﬁ%&ﬁ?—ﬁﬁﬁﬂ?——&&y*—iiquiéafef———fehﬁbi{ifﬁ{e¥—
eenservaters—or—aneillary-receiver—to--cerry-out-the -powers-and-duties-ef-the
asseeiations

6> (5) Take such legal action as may be necessary to avoid payment of
improper claims= 3

— (6) Exercise, for the purposes of this act and to the extent
approved 5§——the comrissioner, the powers of a domestic life or health
insurer, but in no cise may the association issue insurance policies or
annuity contracts other than those issued to perform the-contrectual its
obligations ef-the-impaired-insurerr under this act.

(q) The association may join an organizatijon of one or more other state
associations of similar purposes, to further the purposes and administer the
powers and duties of the associatiom.

New Sec. 5. (a) No person, including an insurer, agent or affiliate of
an insurer shall make, publish, disseminate, circulate, or place before the
public, or cause directly or indirectly, to be made, published,
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disseminated, circulated or placed before the public, in any newspaper,
magazine or other publication, or in the form of a notice, circular,
pamphlet, letter or poster, or over any radio station or television station,
or in anv other way, any advertisement, announcement oY statement, written
or oral, which uses the existence of the insurance guaranty association of
this state for the purpose of sales, solicitation, or inducement to purchase
any form of insurance covered by the Kansas life and health insurance
guaranty association act. Provided, however, that this section shall not
apply to the Kansas 1life and health insurance guaranty association or any
other entity which does not sell or solicit insurance.

(b) Within 180 days of the effective date of this act, the association
shall prepare a summary document describing the general purposes and current
limitations of the act and complying with subsection (c). This document
should be submitted to the commissioner for approval. Sixty days after
receiving such approval, no insurer may deliver a policy or contract
described in section 3(b)(l) to a policy or contract holder unless the
document is delivered to the policy or contract holder prior to or at the
time of delivery of the policy or contract except if subsection (d)
applies. The document should also be available upon request by a
policyholder. The distribution, delivery, or contents or interpretation of
this document shall not mean that either the policy or the contract or the
holder thereof would be covered in the event of the impairment or insolvency
of a member insurer. The description document shall be revised by the
association as amendments to the act may require. Failure to receive this
document does not give the policyholder, contractholder, certificateholder,
or insured any greater rights than those stated in this act.

(¢) The document prepared under subsection (b) shall contain a clear
and conspicuous disclaimer on its face. The commissioner shall promulgate a
rule establishing the form and content of the disclaimer. The disclaimer
shall:

(1D State the name and address of the 1life and health insurance
guaranty association and insurance department.

(2) Prominently warn the policy or contract holder that the life and
health insurance guaranty association may not cover the policy or, if
coverage 1is available, it will be subject to substantial Jlimitations,
exclusions and conditioned on continued residence in the state;

(3 State that the insurer and its agents are prohibited by law from
using the existence of the life and health insurance guaranty association
for the purpose of sales, solicitation or inducement to purchase any form of
insurance;

(4) Emphasize that the policy or contractholder should not rely on
coverage under the 1life and health insurance guaranty association when
selecting an insurer;

(5) Provide other information as directed by the commissioner.

(d) No insurer or agent may deliver a policy or contract described in
section 3(b)(1) and excluded under section 3(b)(2)(A) from coverage under
this act unless the insurer or agent, prior to or at the time of delivery,
gives the policy or contract holder a separate written notice which clearly
and conspicuously discloses that the policy or contract is not covered by
the life and health insurance guaranty association. The commissioner shall
by rule specify the form and content of the notice.

Sec. 6. K.S.A. 40-3009 is hereby amended to read as follows: 40-3009.
(a) For the purpose of providing the funds necessary to carry out the
powers and duties of the association, the board of directors shall assess
the member insurers, separately for each account, at such times time and
for such amounts as th board finds necessary. Fhe-beard-shelt-eolleet—the
ascessments—-efter—thirt {30)--days-written-netiee--to-—the—-member-—insurers
befere—-payment—-ieo-—duer Acsessments shall be due not less than 30 days after
prior written notice to +hc member insurers and shall accrue interest at

percent per annum on and after the due date.

(b) There shall be &i ree- elesses—ef two assessments, as follows:

(D) Class A assessments shall be made for the purpose of meeting
administrative costs and legal cousts and other gemerael expenses met-related
to—-a--particuler-—impaired-—insurer~- and examinations conducted under the
authority of section 12(e). Class A assessments may be made whether or not
related to a particular impaired or insolvent insurer.

(2) Class B assessments shall be made to the extent necessary to carry
out the powers and duties of the association under K.S.A. 40-3008 with
regard to an impaired demestife or an insolvent insurer.
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—€¥F~—€&ﬁss—{}1hﬁhﬁxﬁmaﬂa}—sh&}}-be—ﬂmde—{xr43&?<§HKHH?ﬂuﬁﬁﬁxﬁﬁﬁf—a&—e&rfy
eut——the —powers—and-—duties—of-—the—-gssoctation—under—KSrA--46-—3008--with
regaré-to—an-impeired-foreign-er—atien—insurers

(¢) (1) The amount of any class A assessment fer-eseh-meeemwnt shall be
determined by the board+=--The-emount--of -eny-ecless-B-eor-G-assessment-shatl-be
dividend-ameng--the--secounts—in-the-propertion—-thet--the--premiums-reeeived-by
the--impaired--insurer-en-the-pelieies-eovered-by-—eaeh-aceount—bears-—to-the
premiums-reeeived--by-—sueh-insurer—-on--akl-eovered-potieiess and may be made
on a pro rata or non-pro rata basis. If pro rata, the board may provide

that it be credited against future class B assessments. A non-pro rata
assessment shall not exceed $150 per member insurer in any one calendar
year. The amount of any class B assessment shall be allocated for

assessment purposes among the accounts pursuant to an allocation formula
which may be based on the premiums or reserves of the impaired or insolvent
insurer or any other standard deemed by the board in its sole discretion as
being fair and reasonable under the circumstances.

(2)  6lass-A-end-elass-E--assesoments-against—member—-insurers-feor—eaeh
geeount-shali-be-din-the-proportion-thet-the -premiums-reeetved-on-business—in
thig--—state—by--eaeh--assessed—member-—insurer—-onr-polieies——eovered-by -eaeh
aeeount—-bears-to—-such--premiums —received--on-business—dn-this-state-by-ai
assessed--member-insurers- C(Class B assessments against member insurers for
each account shall be in the proportion that the premiums received on
business in this state by each assessed member insurer or policies or
contracts covered by each account for the three most recent calendar years
for which information is available preceding the year in which the insurer
became impaired or insolvent, as the case may be, bears to such premiums
received on business in this state for such calendar years by all assessed
member insurers.

3y Girass-B--aosesomento--for-each-eecount—ohell-be-made-—seperatelty—for
eaeh-state—in which--the--impeired -domestic —insurer-was-avtherized-to—-transaet
iﬂSﬁfaﬁee—ﬁ&e—fﬁﬁk—fime:——i&—*ﬁm&—pfeperEieﬂ—Aﬂuﬂi—fhe—~pfemiﬁms—ﬂ%ﬁxﬁamxk—eﬁ
business—in-such-stete—by--the-—impaired-insurer—eon—poliecies—covered-by-sueh
eeeeuﬁﬁ—#ﬁ%ﬂ%&%ﬁr—s&eh—p{eﬂﬁﬁﬁﬁ—ﬂﬂﬁxﬁhﬁa}—i&—ai&—Sﬁeh—1H%for4ﬂr—ehe-impeifed
insurer-——The-assesoments-against-—-member-—insurers-shaltl-be-in-the-prepertion
Ehaé—{*&P1ﬁﬂﬁﬁkﬂm}—feeeiveé—eﬂr4ﬁhfﬁﬁﬁﬁf—?&—e&eh—Sﬁehrfﬁ%ﬂﬁ?4ﬁr—e&eh—aﬁsesseé
membe r—-Snourer--on-polieies—-covered-by—each--gecount-bears—to-—such-premiums
reeeived—en-business—in-each-state-by-all-assessed-member—insurers~

—~4y (3) Assessments for funds to meet the requirements of the
association with respect to an impaired or insolvent insurer shall not be
made until necessary to implement the purposes of this act. Classification

of assessments under subsection (b) and computation of assessments under
this subsection shall be made with a reasonable degree of accuracy,
recognizing that exact determinations may not always be possible.

(d) The association may abate or defer, in whole or in part, the
assessment of a member insurer if, in the opinion of the board, payment of
the assessment would endanger the ability of the member insurer to fulfill
its contractual obligatioms. In the event an assessment against a member
insurer is abated, or deferred in whole or in part, the amount by which such
assessment is abated or deferred may be assessed against the other member
insurers in a manner consistent with the basis for assessments set forth in
this section.

(e) The total of all assessments upon a member insurer for each account
shall not in any one calendar year exceed two percent £2%) of such insurer's
average premiums received in this state on the policies and contracts
covered by the account during the three calendar years preceding the year in
which the insurer became an impaired or insolvent insurer.

Ler—In--the -event—an-aosessrent-against—a-member-irsurer—is—ebated,——or
deferred——im—swhole —er-—in—-pert;-because-—of—-the-limitations—-—set-forth—in
subseeeéeﬂ—4k91—43&?-&me&&&—by—*ﬂﬁx&rﬂmﬁﬂ&—assessmeﬂe—éfrﬁﬂxﬂaa§—e&—ée%effeé;
shell-be-assessed-against—the-other -member-insurers—-in-a-manner-consistent
with--the -basis—fer-assessments-—set—forth-in -this-seetiorns If the maximum
assessment, together with the other assets of the association in etther any
account, does not provide in any one year in either account an amount
sufficient to carry out the responsibilities of the association, the
necessary additional funds shall be assessed as soon thereafter as permitted
by this act.

The board may provide in the plan of operation a method of allocating
funds among claims, whether relating to one or more impaired or insolvent
insurers, when the maximum assessment will be insufficient to cover
anticipated claims.

(f) The board may, by an equitable method as established in the plan of
operation, refund to member insurers, in proportion to the contribution of

-9-
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each insurer to that account, the amount by which the assets of the account
exceed the amount the board finds is necessary to carry out during the
coming year the obligations of the association with regard to that emeuwnts
account, including assets accruing from assignment, subrogation, net
realized gains and income from investments. A reasonable amount may be
retained in any account to provide funds for the continuing expenses of the
association and for future losses if-refunds-ere-impraetieal.

(g) It shall be proper for any member insurer, in determining its
premium rates and policyowner dividends as to any kind of insurance within
the scope of this act, to consider the amount reasomnably necessary to meet
its assessment obligations under this act.

> (h) The association shall dissue to each 1insurer paying an
assessment under this act, other than class A assessment, a certificate of
contribution, in a form prescribed by the commissioner, for the amount of
the assessment so paid. All outstanding certificates shall be of equal

dignity and priority without reference to amounts or dates of issue. A
certificate of contribution may be shown by the insurer in its financial
statement as an asset in such form and for such amount, if any, and period
of time as the commissioner may approve.

Sec. 7. K.S.A. 40-3006 is hereby amended to read as follows: 40-3006.
(a) There is created a nonprofit legal entity to be known as the Kansas
life and health insurance guaranty association. All member insurers shall
be and remain members of the association as a condition of their authority
to transact insurance in this state. The association shall perform its
functions under the plan of operation established and approved under K.S.A.
40-3010 and shall exercise its powers through a board of directors
established under K.S.A. 40-3007. For purposes of administration and
assessment, the association shall maintain £hree-€3¥ four accounts:

(1) The health insurance account;

(2) The life insurance account; end

(3) The annuity account= , excluding unallocated annuity contracts; and

(4) The unallocated annuity contract account.

(b) The association shall come under the immediate supervision of the
commissioner and shall be subject to the applicable provisions of the
insurance laws of this state. Meetings or records of the association may be
opered upon majority vote of the board of directors of the association.

Sec. 8. K.S.A. 40-3007 is hereby amended to read as follows: 40-3007.
(a) The board of directors of the association shall consist of not less
than five 5> nor more than nine 9 members member insurers serving terms
as established in the plan of operation. The members of the board shall be
selected by member insurers subject to the approval of the commissioner.
Vacancies on the board shall be filled for the remaining period of the term
jn--the-manmer—deseribed-in-the-plen—of-eperation by a majority vote of the
remaining board members, subject to the approval of the commissiomer. To
select the dinitial board of directors, and initially organize the
association, the commissioner shall give notice to all member insurers of
the time and place of the organizational meeting. In determining voting
rights at the organizational meeting each member insurer shall be entitled
to one <P vote in person or by proxy. If the board of directors is not
selected within sixty-—£66) 60 days after notice of the organizational
meeting, the commissioner may appoint the initial members.

(b) In approving selections or in appointing members to the board, the
commissioner shall consider, among other things, whether all member insurers
are fairly represented.

(¢) Members of the board may be reimbursed from the assets of the
association for expenses incurred by them as members of the board of
directors but members of the board shall not otherwise be compensated by the
association for their services.

Sec. 9. K.S.A. 40-3010 is hereby amended to read as follows: 40-3010.
(a) (1) The association shall submit to the commissioner a plan of operation
and any amendments thereto mnecessary or suitable to assure the fair,
reasonable, and equitable administration of the association. The plan of
operation and any amendments thereto shall become effective upon the
commissioner's written approval im-writing by -the-eemmissiemer or unless he
or she has not disapproved it within 30 days.

(2) If the association fails to submit a suitable plan of operation
within eme—hundred-eighty-<180) 120 days following the effective date of
this act or if at any time thereafter the association fails to submit
suitable amendments to the plan, the commissioner shall, after notice and
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Legislative Proposal No. 14
(Continued)

hearing, adopt and promulgate such reasonable rules as are necessary or
advisable to effectuate the provisions of this act. Such rules shall
continue in force until modified by the commissioner or superseded by a plan
submitted by the association and approved by the commissioner.

(b) All member insurers shall comply with the plan of operation.

(¢c) The plan of operation shall, in addition to requirements enumerated
elsewhere in this act:

(1) Establish procedures for handling the assets of the association.

(2) Establish the amount and method of reimbursing members of the board
of directors under K.S.A. 40-3007.

(3) Establish regular places and times for meetings including telephone
conference calls of the board of directors.

(4) Establish procedures for records to be kept of all financial
transactions of the association, its agents, and the board of directors.
(5) Establish the procedures whereby selections for the board of

directors will be made and submitted to the commissioner.

(6) Establish any additional procedures for assessments under K.S.A. 40-
3009.

(7) Contain additional provisions necessary or proper for the execution
of the powers and duties of the association.

(d) The plan of operation may provide that any or all powers and duties
of the association, except those under K.S.A. 40-3008 subsection (k) (3) and
K.S.A. 40-3009, are delegated to a corporation, association, or other
organization which performs or will perform functions similar to those of
this association, or its equivalent, in two 42> or more states. Such a
corporation, association, or organization shall be reimbursed for any
payments made on behalf of the association and shall be paid for its
performance of any function of the association. A delegation under this
subsection shall take effect only with the approval of both the board of
directors and the commissioner, and may be made only to a corporation,
association or organization which extends protection not substantially less
favorable and effective than that provided by this act.

Sec. 10. K.S.A. 40-3011 is hereby amended to read as follows: 40-
3011. In addition to the duties and powers enumerated elsewhere in this act:

(a) The commissioner shall:

~P—Netify-—the-boerd -ef—-directors—ef--the-—existence—of-an—impaired
insurer—-not—iater—then—three-deys-—aefter—-a—determinstion-of-—tmpatrment-i9
made—er-he-reeeives—netice—-of-impairment~

—2> (1) Upon request of the board of directors, provide the association
with a statement of the premiums in this and any other appropriate states
for each member insurer.

<3 (2) When an impairment is declared and the amount of the impairment
is determined, serve a demand upon the impaired insurer to make good the
impairment within a reasonable time= ; notice to the impaired insurer shall
constitute notice to its shareholders, if any= ; the failure of the insurer
to promptly comply with such demand shall not excuse the association from
the performance of its powers and duties under this act.

- (3) In any liquidation or rehabilitation proceeding involving a
domestic insurer, be appointed as the liquidator or rehabilitator. -8
fereign—or-—atien—member—-insurer-—is--subject--to-a-tiquidetion-proceeding-in
ita--domi-eilisry--jurisdietion—or-state —ef-—entry;--the-commissiener—shall-be
appeinted—eerservators

(b) The commissioner may suspend or revoke, after notice and hearing,
the certificate of authority to transact insurance in this state of any
member insurer which fails to pay an assessment when due or fails to comply
with the plan of operation. As an alternative the commissioner may levy a
forfeiture on any member insurer which fails to pay an assessment when due.
Such forfeiture shall not exceed £ive--pereent——(5%)> 57 of the unpaid
assessment per month, but no forfeiture shall be less than ene--hundred
dotiara—-£$1+060% $100 per month.

() Any action of the board of directors or the association may be
appealed to the commissioner by any member insurer if such appeal is taken
within ehirey-430) 60 days of the final action being appealed. If a member
company is appealiné_én assessment, the amount assessed shall be paid to the
association and available to meet association obligations during the
pendancy of an appeal. If the appeal on the assessment is upheld, the
amount paid in error shall be returned to the member company Any final
action or order of the commissioner shall be subject to judicial review in a
court of competent jurisdictiom.

(d) The 1liquidator, rehabilitator, or conservator of any impaired
insurer may notify all interested persons of the effect of this act.
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Legislative Proposal No. 14
(Continued)

Sec. 11. K.S.A. 40-3012 is hereby amended to read as follows: 40—
3012. To aid in the detection and prevention of insurer impairments:

(a) 1t shall be the duty of the commissioner

(1) To notify the commissioners of all other states, territories of the
United States and the District of Columbia when he or she takes any of the
following actions against a member insurer:

(A) Revocation of license;

(B) suspension of license; or

() makes any formal order that such company restricts its premium
writing, obtain additiomal contributions to surplus, withdraw from the
state, reinsure all or any part of its business, or increase capital,
surplus, or any other account for the security of policyholders or creditors.

Such notice shall be mailed to all commissioners within 30 days
following the action taken or the date on which such action occurs.

(2) To report to the board of directors when he has taken any of the
actions set forth in paragraph (1) or has received a report from any other
commissioner indicating that any such action has been taken in another
state. Such report to the board of directors shall contain all significant
details of the action taken or the report received from another commissioner.

(3) To report to the board of directors when he has reasonable cause to
believe from any examination, whether completed or in process, of any member
company that such company may be an impaired or insolvent insurer.

(4) To furnish to the board of directors the national association of
insurance commissioners' insurance regulatory information system (IRIS)
ratios and listings of companies not included in the ratios developed by the
national association of insurance commissioners, and the board may use the
information contained therein in carrying out its duties and
responsibilities under this section. Such report and the information
contained therein shall be kept confidential by the board of directors until
such time as made public by the commissioner or other lawful authority.

(b) The commissioner may seek the advice and recommendations of the
board of directors concerning any matter affecting his or her duties and
responsibilities regarding the financial condition of member insurers and
companies seeking admission to transact insurance business in this state.

~«e> (c) The board of directors may, upon majority vote, make reports
and recommendations to the commissioner upon any matter germane to the
solvency, liquidation, rehabilitation or comnservation of any member insurer
or germane to the solvency of any company seeking to do an insurance
business in this state. Such reports and recommendations shall not be
considered public documents.

(d) It shall be the duty of the board of directors, upon majority vote,
to notify the commissioner of any information indicating any member insurer
may be an impaired or insolvent insurer.

(e) The board of directors may, upon majority vote, request that the
commissioner order an examination of any member insurer which the board in
good faith believes may be an impaired or insolvent insurer. Within 30 days
of the receipt of such request, the commissioner shall begin such
examination. The examination may be conducted as a national association of
insurance commissioners examination or may be conducted by such persons as
the commissioner designates. The cost of such examination shall be paid by
the association and the examination report shall be treated as are other
examination reports. In no event shall such examination report be released
to the board of directors prior to its release to the public, but this shall
not preclude the commissioner from complying with subsection (a).

The commissioner shall notify the board of directors when the
examination is completed. The request for an examination is completed. The
request for an examination shall be kept on file by the commissioner but it
shall not be open to public inspection prior to the release of the
examination report to the public.

oy () The board of directors may, upon majority vote, make
recommendations to the commissioner for the detection and prevention of
insurer impeirments insolvencies.

%t%-ﬁgl The board of directors shall, at the conclusion of any insurer
impairment insolvency in which the association eearried-out—-its-duties-under
£hig—aet-or—-—exerciged-any-of—its—powers—under--this-—act; -prepere-—a-repert-oen
Ehe-—hiseefy——aﬁé——eaases——ef——sueh——impaéfmeafy-—b&seé——eﬁ——%he——éaéefmaeien
aveiiabie—4xr-ehe-ﬂsseeiﬁfiea1—1ﬂa}—submi€—fﬁxﬁr—Pepeﬁe—{e—%ﬁﬁr—eemmisséeﬁef7
was obligated to pay covered claims, prepare a report to the commissioner
containing such information as it may have in its possession bearing on the
history and causes of such insolvency. The board shall cooperate with the
board of directors of guaranty associations in other states in preparing a
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Legislative Proposal No. 14
{(Continued)

report on the history and causes of insolvency of a particular insurer, and
may adopt by reference any report prepared by such other associatioms.

Sec. 12. K.S.A. 40-3013 is hereby amended to read as follows: 40~
3013. (a) Nothing in this act shall be construed to reduce the liability
for unpaid assessments of the insureds of an impaired or insolvent insurer
operating under a plan with assessment liability.

(b) Records shall be kept of all negotiations and meetings in which the
association or its representatives are involved to discuss the activities of
the association in carrying out its powers and duties under K.S.A. 40-3008.
Records of such negotiations or meetings shall be made public only upon the
termination of a liquidation, rehabilitation, or conservation proceeding
involving the impaired or insolvent insurer, upon the termination of the
impairment or insolvency of the insurer, or upon the order of a court of
competent jurisdiction. Nothing in this subsection shall limit the duty of
the association to render a report of its activities under K.S.A. 40-3014.

(c) For the purpose of carrying out is obligations under this act, the
association shall be deemed to be a creditor of the impaired or insolvent
insurer to the extent of assets attributable to covered policies reduced by
any amounts to which the association is entitled as subrogee pursuant to
K.S.A. 40-3008 subsection (h). A33 Assets of the impaired or insolvent
insurer attributable to covered policies shall be used to continue all
covered policies and pay all contractual obligations of the impaired or
insolvent insurer as required by this act. Assets attributable to covered
policies, as used in this subsection, #s are that proportion of the assets
which the reserves that should have been established for such policies bear
to the reserve that should have been established for all policies of
insurance written by the impaired or insolvent insurer.

(d) (1) Prior to the termination of any liquidation, rehabilitation, or
conservation proceeding, the court may take into consideration the
contributions of the respective parties, including the association, the
shareholders and policyowners of the impeired insolvent insurer, and any
other party with a bona fide interest, in making an equitable distribution
of the ownership rights of such impeired insolvent insurer. In such a
determination, consideration shall be given to the welfare of the
policyholders of the continuing or successor insurer.

(2) No distribution to stockholders, if any, of an impaired or
insolvent insurer shall be made until and unless the total amount of
sssessments—levied—by--the-asseeiatien valid claims of the association with
interest thereon for funds expended in carrying out its powers and duties
under K.S.A. 40-3008 with respect to such insurer have been fully recovered
bv the association.

~(e>—Ft-shald-be-a-prehibited-unfeir—trade-preetice—for--eny -person—+to
make—use—éjrfﬁﬁbﬂﬁﬁﬁ&ﬁ?«Hé%ﬂﬁ}1§ﬁ&&5&&hﬂ&—&ﬁﬁeréeé—by—Ehis-aee—iﬁ—ehe—se&e—e#
ipgurenees

L8301 (e) (1) 1f an order for liquidation or rehabilitation of an
insurer domiciled in this state has been entered, the receiver appointed
under such order shall have a right to recover on behalf of the insurer,
from any affiliate that controlled it, the amount of distributions, other
than stock dividends paid by the insurer on its capital stock, made at any
time during the five years preceding the petition for liquidation or
rehabilitation subject to the limitations of subsections (2) to (4).

(2) VNo such dividend distribution shall be recoverable if the insurer
shows that when paid the distribution was lawful and reasonable, and that
the insurer did not know and could not reasonably have known that the
distribution might adversely affect the ability of the insurer to fulfill
its contractual obligations.

(3) Any person who was an affiliate that controlled the insurer at the
time the distributions were paid shall be liable up to the amount of
distributions he or she received. Any person who was an affiliate that
controlled the insurer at the time the distributions were declared, shall be
liable up to the amount of distributions he or she would have received if
they had been paid immediately. If two or more persons are liable with
respect to the same distributions, they shall be jointly and severally
liable.

(4) The maximum amount recoverable under this subsection shall be the
amount needed in excess of all other available assets of the impeired
insolvent insurer to pay the contractual obligations of the impaired
insolvent insurer.

(5) If any person liable under subsection (3) is insolvent, all its
affiliates that controlled it at the time the dividend distribution was
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Legislative Proposal No. 14
(Continued)

paid, shall be jointly and severally liable for any resulting deficiency in
the amount recovered from the insolvent affiliate.

Sec. 13. K.S.A. 40-3014 is hereby amended to read as follows: 40-
3014. The association shall be subject to examination and regulation by the
commissioner. The board of directors shall submit to the commissioner, not
later than Mey-d--of-eaeh 120 days after the association's fiscal year, a
financial report £fer-the—-preceding-ealendar~year in a form approved by the
commissioner and a report of its activities during the preceding ealender
fiscal year.

Sec. 14, K.S.A. 40-3017 is hereby amended to read as follows: 40~
3017. There shall be no liability om the part of and no cause of action of
any nature shall arise against any member insurer or its agents or
employees, the association or its agents or employees, members of the board
of directors, or the commissioner or his or her representatives, for any
action or omission tekea by them in the performance of their powers and
duties under this act. Such immunity shall extend to the participation in
any organization of one or more other state associations of similar purposes
and to any such organization and its agents or employees.

Sec. 15. K.S.A. 40-3018 is hereby amended to read as follows:  40-
3018. All proceedings in which the impeired insolvent insurer is a party in
any court in this state shall be stayed siwey-£66} 60 days from the date an
order of 1liquidation, rehabilitation, or conservation is final to permit
proper legal action by the association on any matters germane to its powers
or duties. As to e judgment under any decision, order, verdict, or finding
based on default the association may apply to have such judgment set aside
by the same court that made such judgment and shall be permitted to defend
against such suit on the merits.

Sec. 16. K.S.A. 1985 Supp. 40-3003, 40-3005, K.S.A. 1985 Supp. 40-3002,
40-3008, 40-3009, 40-3006, 40-3007, 40-3010, 40-3011, 40-3012, 40-3013, 40-
3014, 40-3017 and 40-3018 are hereby repealed.

Sec. 17. Thie act shall take effect and be in force from and after its
publication in the statute book.
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LEGISLATIVE PROPOSAL NO. 15

AN ACT relating to insurance; agents; licensing; waiver of examination;
hail insurance on growing crops; amending K.S.A. 1984 Supp. 40-24lc and
repealing the existing sectiom.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF KANSAS:

Section 1. K.S.A. 1984 Supp. 40-24lc is hereby amended to read as
follows: 40-241c. The commissioner of insurance, under appropriate rules
and regulations, shall waive examinations when the applicant establishes
that:

(a) The applicant has been engaged in an active career as an insurance
agent in a specified class or classes of insurance in some other state,
territory or the District of Columbia and that the license held in such
other state, territory or the District of Columbia: (1) Was based upon a
written examination; (2) that the state, territory or District of Columbia
from which the applicant comes has standards equal to those maintained in
Kansas; (3) that the applicant's 1license has never been suspended or
revoked; and (4) the applicant shall file a certificate from such licensing
authority which shall provide the class or classes of insurance which the
agent was authorized to write and such further information as the
commissioner may require; or

(b) the applicant seeks a license as travel insurance agent to persons
selling transportation tickets of common carriers, who shall act as such
agent only as to transportation ticket policies, or health or accident
insurance, or baggage insurance on personal effects in connection with such
transportation tickets of common carriers; or

(c) the applicant has been licensed and certified in Kansas for the
class of insurance the applicant is applying for and where the license and
certifications have been permitted to lapse for not more than two years
prior to the date of the application and where the commissioner of insurance
is satisfied that the applicant is trustworthy and competent; or

(d) the applicant is an applicant for a license to write hail insurance
on growing crops in this state and has been continuously certified to write
such coverage in this state on and after April 30, 1986.

Sec. 2. K.S.A. 1984 Supp. 40-24lc is hereby repealed.

Sec. 3. This act shall take effect and be in force from and after its
publication in the statute book.
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State Department of Social and Rehabilitation Services

Statement Regarding H.B. 2812

1. Title

An Act concerning health care services, prohibiting certain exclusions and
limitations in health insurance policies which relate to emotionally handicapped
children.

2. Purpose

This bill expands insurance companies and health maintenance organizations'
(HMO) options for persons receiving care and treatment as an emotionally
handicapped child from in-patient hospital care to a non-hospital residential
treatment facility.

3. Background

At the present time neither insurance carriers nor HMOs extend coverage for
"emotionally handicapped children" in a residential care setting. These
residential placements are group home type facilities. They provide an intensive
treatment program in the least restrictive setting possible for the child.

They are a logical extension of the acute care network.

An emotionally handicapped child is defined in the statute as a child who
in the Jjudgment of a licensed social worker, psychologist or psychiatrist
is exhibiting those symptoms and behavior patterns that are determined to
be of such a nature that the child needs the care and treatment given by

a residential treatment facility for children.

Kansas currently has a similar program for insurance coverage for treatment
of alcoholism, drug abuse and nervous or mental conditions (KSA 40-2,105).
These programs generally promote the early care and treatment of symptoms
in less costly settings than found in public and private hospitals.

4, Effect of Change

If passed, this bill would provide families an option for an emotionally
disturbed member other than just psychiatric hospitalization, ie., group
home/residential center. This bill may have the potential of keeping families
legally intact, since a family could place a child in a residential placement
without court intervention, utilizing their own health insurance resources.

At the same time, the child will be receiving the treatment needed.

Insurance companies could realize benefits by passage of this bill due to

the availability of early intervention efforts in a lower cost facility for

the number of days specified by the policy. Many times these early intervention
efforts preclude in-patient hospital treatment. For those in acute care
hospitalization, this bill could assume continuation of the treatment in

a less expensive facility within the terms of the contract. For example,

Attachment 2
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acute care in hospitals today is $400 per day as compared to a daily cost
of between $50 and $100 for residential treatment facilities.

5. SRS Recommendation

SRS recommends passage of this bill.

Robert C. Harder
Office of the Secretary
Social and Rehabilitation Services

296-3271
February 18, 1986
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KALPCCA

KANSAS ASSOCIATION OF LICENSED PRIVATE CHILD CARE AGENCIES

EXECUTIVE COMMITTEE

PRESIDENT
Bruce Linhos
The Villages Inc.

P.O. Box 1695
Topeka, Kansas 66601
(913) 267-5900

VICE-PRESIDENT
Peg Martin

The Farm, Inc.

P.O. Box 90

Reading, Kansas 66868
(913) 528-3498

SECRETARY

Sherry Reed

Temporary Lodging For Children
P.O. Box 2304

Olathe, Kansas 66061

(913) 764-2887

TREASURER
Wayne Sims
Wyandotte House, Inc.
632 Tauromee

Kansas City, Kansas 66101
(913) 342-9332

AT-LARGE

Sally Northcutt
Booth Memorial Residence
2050 W. 11th

Wichita, Kansas 67203
(316) 263-6174

Bill Preston

United Methodist Youthville
P.O. Box 210

Newton, Kansas 67114
(316) 283-1950

Marge Mintun
K.C.S.L.

1320 Faith Dr.
Salina, Kansas 67401
(913) 823-9405

Sr. Mary Lou Roberts
St. Joseph Children’'s Home
425 W. Iron

Salina, Kansas 67402

(913) 825-0208

POLITICAL ACTION
Judy Culley

The Shelter Inc.

342 Missouri

Lawrence, Kansas 66044

MEMBERSHIP

Sr. Frances Radencic
St. John Children's Home
720 N. 4th St.

Kansas City, Kansas 66101
(913) 371-3264

DATE: February 18, 1986
ROk House Insurance Committee

FROM: KALPCCA (Kansas Association of Licensed Private
Child Care Agencies)

RE: HB2812

KALPCCA SERVICES:

The Kansas Association of Licensed Private Child Care Agencies
is a voluntary association of thirty-five member agencies.
These agencies provide various residential treatment services
to approximately 800 emotionally disturbed children in Kansas
in licensed boarding homes. KALPCCA facilities provide
trained, well supervised childcare staff and professional
treatment for children and their families in settings that

are less institutional and less expensive than hospitals.

BURBOSERCGENMBINIT::

This bill provides that health insurance pay for licensed boarding
home treatment for emotionally handicapped children, similar

to hospitalization coverage. Licensed boarding home treatment

is currently financed primarily through the state, with the

child being placed in SRS custody.

POSITION:
KALPCCA strongly supports HB2812.

ADVANTAGES:

This bill is advantageous in the following ways:

* It allows a savings for insurance companies
in that licensed boarding home care is less
expensive on a daily basis than hospitalization.
Because the bill provides coverage on the same
basis as inpatient hospital medical coverage,
it will be less expensive for insurance com-
panies to pay for a given number of days in
a licensed boarding home than to pay for the
same number of days in a hospital.

Attachment 3
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February
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It allows families to maintain custody
of their children and get residential
service without having to resort to
hospitalization.

It encourages families to seek help earlier
because it offers an alternative to hospital-
L ZENEILENT

It prevents children from being hospitalized
when a less institutional setting would be
sufficient.

It encourages families to participate actively
in the treatment process, knowing that the
elaglllel g il dn cncilbie @uSeechy el elele

their insurance is responsible for the cost.

It represents a step away from the state's
intervention into families.



STATE DEPARTMENT OF SRS
Statement Regarding Bill No. 2809

1. Title - This bill would prohibit certain exclusions of HMO
coverage of persons who are involuntarily committed to state

psychiatric hospitals.

2. Purpose - HMO's currently do not provide coverage to persons
involuntarily committed to state mental health hospitals.
This denial of coverage has resulted in increasing financial
losses to the state. The bill would require HMO plans to

include such coverage.

3. Background - An HMO is an organization which provides
comprehensive health care for fixed fee. HMO's vary in
structure, but health care is generally determined by
primary care physicians who make decisions of assignment of
care of patients. Such health care is also furnished by
particular providers who are designated by the HMO as

participating providers.

Persons who are involuntarily

committed to state mental health hospitals do not have the
benefit of services of their primary care physicians.
Neither do these persons have the benefit of receiving care
from participating providers because they have been

committed to a state facility.

A summary follows which provides the conditions of coverage
of the majority of HMO's operating in the state.

HMO
Kaiser Foundation Health
Plan of Kansas City

Total Health Care

Health Care Plus of America

Coverage
All care assigned by primary

care physician and provided at
University of Kansas Medical
Center. Coverage excluded for
care which is required by law
to be provided in public
facilities.

All care assigned by primary
care physician through
specific psychiatric groups.
Involuntary admissions not
covered.

All care assigned by primary
care physician. Involuntary
admissions not covered.
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HMO
HMO Kansas

Health Plan of MidAmerica

Family Health Plan

Prime Health

Human Care Plus

Coverage
All care assigned by primary

care physician. Involuntary
admissions not covered.

Care provided by state
hospitals is excluded.
Psychiatric care which is
provided at participating
hospitals is covered.

All care assigned by primary
care physician.

All care assigned by primary
care physician. Any care
ordered by third party is
excluded from coverage.
Emergency care covered if
referred to primary care
physician and participating
hospital within 48 hours of
admission.

Care is not assigned by
primary care physician;
however, care must be provided
by participating provider. A
waiver can be granted to cover
care given by
non-participating provider
when emergency circumstances
exist.

A chart which provides the losses of reimbursement due to HMO

denial of coverage follows.
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Effect of Passage - Requiring health maintenance
organizations to provide coverage to their members who are
involuntarily committed at state institutions would result
in significant savings of costs to the state.

SRS Recommendation - The Department of Social and
Rehabilitation Services supports this legislation because it
provides state institutions with reimbursement from HMO's
that is consistent with traditional insurance. Further,
passage of the legislation would result in more eguitable
treatment of members of HMO's who require court directed
psychiatric treatment.

Office of the Secretary
Robert C. Harder, Secretary
296-3271

February 18, 1986





