Approved

Date

=
jum
=
[
S
w2
=
=
>
<
p=

at

rperson

Cha

>
el
[
<o)
g’
ot
o
]
—
]
=
=
©
%]
<
3
=1y
jum
=
53
(5
g
[
=
B

itol.

of the Cap

All members were present except

ittee staff present

Comm

ttee:

i

ing before the comm

Conferees appear

P

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

editing or corrections.

L of

Page



-
=
=
T
w2
z
=
T
<
=
=
=
z
3
O

COMMITTEE ON

MINUTES OF THE

at

>

tatehouse

S

>

i
of __

Page



MEMORANDUM

TO

.e

The Honorable Dale Sprague
Chairman, House Insurance Committee

FROM : William W. Sneed
RE . Senate Bill 642

DATE : March 22, 1988

on behalf of American Investors Life Insurance
Company, please accept this memorandum as our testimony in
support of favorable passage of Senate Bill 642. We
requested the introduction of Senate Bill 642 to amend the
Kansas Insurance Holding Company Act found at K.S.A. 40-3306.
After its introduction, the Senate Financial Institution and
Insurance Committee held hearings, and on March 3, 1988, by a
vote of 39-0, the bill passed the Senate.

Prior to 1974, K.S.A. 40-233 provided the statutory
authority relative to insurance companies issuing dividends.
This law was passed during the 1920's, and has basically
remained unchanged since that point in time. puring the
1970’'s, it became obvious to the Kansas Insurance Department
and to the legislature that there was & need for regulatory
guidance over insurance holding companies. Holding companies
are corporate entities which own either 100% or the majority
of control of an insurance company. Effective July 1, 1974,
the Kansas Insurance Holding Company Act was passed by the
Kansas legislature, and since then has remained basically the
same. Amendments to the Holding Company Act have been made,

but normally these changes have dealt with technical

EXHIBIT I



revisions wusually brought about by changes in various
corporate laws.

The amendment before the Committee would amend the
section which deals with extraordinary dividends. Again, the
statute relating to insurance company dividends is found at
K.S.A. 40-233, and the section dealing with insurance holding
company dividends is found at K.S.A. 40-3306. During the
last year, my client became aware of a possible conflict
between the two named statutes. It had been the belief of my
client that in relationship to dividends dealing with the
holding company, K.S.A. 40-3306 would apply. However, in
conferring with the Kansas Insurance Department, it is their
opinion that not only would K.S.A. 40-3306 apply, but any
dividends in relationship to the insurance company and its
holding company would have to comply with K.S.A. 40-233.

The amendment before you would allow an insurance
company to declare and pay a dividend, SUBJECT TO THE KANSAS
INSURANCE DEPARTMENT'S APPROVAL, notwithstanding whether or
not such dividend request would comply with K.S.A. 40-233.

Although at first glance it would appear that we
are trying to avoid regulation, we are, to the contrary,
trying to comply with the holding company statute. Because
funding mechanisms within a holding company system are
different than the funding found only within an insurance
company, the holding company system needs the ability to,

with the Department’s approval, be able to declare dividends



when the insurance company might not normally be able to
declare such dividends under K.S.A. 40-233.

K.S.A. 40-233 states that dividends can only be
paid from funds arising out of surplus profits. of the
insurance company. If you are dealing solely with an
insurance company, such regulatory provisions are applicable
and straightforward. However, when dealing with a holding
company system, the insurance company may have a limited
amount of ‘“surplus profits" available, but would have
additional undivided surplus which a non-holding company
insurance company might not have available. Thus, if an
insurance company within a holding company system does in
fact have these funds available, we are simply requesting the
ability to make application to the Kansas Insurance
Department, demonstrate that the funds are available, and
request the issuance of such a dividend. Once again, these
funds would not endanger that surplus which is utilized for
the benefit of the policyholders. Although a term of art,
such funds are more like undivided profits that you would
normally find in a non-insurance company corporation.

Thus, on behalf of my client, we respectfully
suggest that such an amendment is in the best interest of the
policyholders. We base this conclusion on the fact that the
ability to issue such dividends makes the parent holding

company more marketable, and as such, increases its wvalue.
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Thus, as the parent company increases its value, so does the
insurance company.

Again, on behalf of my client, we wish to thank you
for the opportunity to present this material, and would be
happy to answer any questions at your request.

Respectfully submitted,

GEHRT & ROBERTS, FHARTER

William W. Sneed
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STATEMENT TO THE HOUSE INSURANCE OOMMITTEE
OF THE FANSAS LEGISIATURE
WWOFMMNSURANCEMATIWOFABERICA

CONCERNING SENATFE' BILL 539

The Health Insurance Association of America (HIAA) represents approximately
360 insurance campanies responsible for over 85% of the health insurance
written by health insurance companies in the United States today. The HIAA
opposes the proposed language in Senate Bill 539 unless there are additional
amendments to clarify the language that has been proposed,

First, on page 2, line 51 through 56, provides for a continuation of coverage
in sitvations involving the replacement of one policy by another policy.

While the HIAA has long supported the National Association of Insurance
Commissioners "Group Coverage Discontinuance and Replacement Model
Requlation", there is a need for additional language which makes it clear that
the insured under the replaced policy is subject to preexisting condition
limitations, deductibles and waiting pericds of a replacing policy. As a
result, the HTAA would suggest the following underlined language be added in
page 2 on line 56 after the word "policy",

A _replacing policy may subiect an insured to any preexisting condition

waiting periods, deductibles and other such limitations only to the extent

to which similar limitations remain unexpired under the policy being
replaced,

EXHIBIT IT1
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Secord, the proposed amendatory language from line 56 throuwgh 69 appears to
apply to "new issue" policies. Most situations involving a change in health
care plans are the result of the replacement of cne insurance policy with
another policy. However, there are "new issue" situations in which a company
decides for the first time to offer health care benefits to its employees or a
self-insured makes a determination to obtain health care benefits for its
employees under a health.insurance contract. The HIAA requests a second
amendment which is technical in nature and would be inserted in line 0057 as

follows:

Except employees and individual dependent or family members enrolling in a

group policy . . . This amendment clarifies the status of dependents and

family menbers as being eligible as "late entrants"., "Late entrants" are

persons attempting to enroll in the group policy after the open enrollment
peried,

Finally, while these two proposals urged by the HIAA as clarifications would
be helpful in understanding and implementing Senate Bill 539, they do not
remove the HIAA’s basic cbjection to legislation that may force employers into
the self-funded market. There are valid reasons why a newly issued group
policy may exclude an employee or an employee’s family member. Some employers
may decide not to provide dependent Coverage. When an employer becomes
self-insured, the Life and Health Guaranty Fund, Unfair Claims Settlement
Practices Act, mandated benefit laws, continuation and conversion
requirements, etc. do not apply as well as a loss of prendum' tax revenue to

the state. Therefore, the HIAA maintains that this law should not be place on
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insurance carriers but if the legislature believes that every working
individual. should have health insurance coverage, then they should require
employers, not insurance campanies, to obtain health care coverage for their
employees. Thus, all employees would be covered in the state, not just the

approximately 50% that have health care benefits provided under insurance
contracts,

Thank you for the opportunity to express the position of the HIAA on Senate
Bi1l s539.

Respectfully submitted,

Stephen W. Robertson

Senior Counsel
T/ K- RP 7 s Cp
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sioner shall certify to the director of accounts and reports the
amount of such payment, and the director of accounts and reports
shall transfer an amount equal to the amount certified from the
state general fund to the health care stabilization fund.

(2) Upon the payment of moneys from the health care stabi-
lization fund pursuant to subsection (¢)(12), the commissioner
shall certify to the director of accounts and reports the amount of
such payment which is equal to the basic coverage liability of
self-insurers, and the director of accounts and reports shall
transfer an amount equal to the amount certified from the state
general fund to the health care stabilization fund.

(k) Notwithstanding any other provision of the health care
provider insurance availability act, no psychiatric hospital li-
censed under K.S.A. 75-3307b and amendments thereto shall be
assessed a premium surcharge or be entitled to coverage under
the fund if such hospital has not paid any premium surcharge
pursuant to K.S.A. 40-3404 and amendments thereto prior to
‘January 1, 1988. :

" Sec. 2. K.S.A.40-3414 is hereby amended to read as follows:
40-3414. (a) Any health care providcg'\whose annual insurance
premium is or would be $100,000 or more for basic coverage
calculated in accordance with rating procedures approved by the
commissioner pursuant to K.S.A. 40-3413 and amendments
thereto, may qualify as a self-insurer by obtaining a certificate of
self-insurance from the commissioner. Upon application of any
such health care provider,pn a form prescribed Dy the commis-
sioner, the commissioner may issue a certificate of self-insurance
if the commissioner is satisfied that the applicant is possessed
and will continue to be possessed of ability to pay any judgment
for which liability exists equal to the amount of basic coverage
required of a health care provider obtained against such appli-
cant arising from the applicant’s rendering of professional ser-
vices as a health care provider. In making such determination the
commissioner shall consider (1) the financial condition of the
applicant, (2) the procedures adopted and followed by the ap-
plicant to process and handle claims and potential claims; (3) the

amount and liquidity of assets reserved for the settlement of

________ [ —

J/or any health care system organized and exist-

ing under the laws of this state which owns.
or controls and operates two or more medical
care facilities licensed by the department of
health and environment whose aggregate

or health care system

(hospitals)

EXHIBIT V
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claims or potential claims and (4) any other relevant factors. The
certificate of self-insurance may contain reasonable conditions
prescribed by the commissioner. Upon not less than five days’
notice and a hearing pursuant to such notice, the commissioner
may cancel a certificate of self-insurance upon reasonable
grounds therefor. Failure to pay any judgment for which the

sclf-insurer is liable arising from the scll-insurer’s rendering of

professional services as a health care provider, the failure to
comply with any provision of this act or the failure to comply
with any ‘conditions contained in the certificate of self-insurance
shall be reasonable grounds for the cancellation of such certifi-
cate of self-insurance. The provisions of this subsection shall not
apply to the Kansas soldiers” home or to any person who is a
self—insur(,r pursudnt to sul)seclion (d) or ((,)

tion (c) of K.S.A. 40-3402 and umendmcnts thm'cto.

(¢) The Kansas soldiers” home shall be a self-insurer and shall
pay the applicable surcharge set forth in subsection (¢) of K.S.A.
40-3402 and amendments thereto.

(d) A person engaged in residency training shall be self-in-
sured by the university of Kansas medical center for occurrences
arising during such training, and such person shall be deemed a
self-insurer for the purposes of the health care provider insur-
ance stabilization act. The university of Kansas medical center

shall pay the applicable surcharge set forth in subsection (c) of

K.S.A. 40-3402 and amendments thereto on behalf of such per-
son. Such self-insurance shall be applicable to a person engaged
in residency training only when such person is engaged in
medical activities which do not include extracurricular, extra-in-
stitutional medical service for which such person receives extra

compensation and which have not been approved by the dean of

the school of medicine and the executive vice- (.h.mcellm of the
university of Kansas medical center. ,

(e) (1) A person engaged in a postgraduate training programn
approved by the state board of healing arts at a medical care
facility or mental health center in this state may he self-insured

or health care system that

(hospitals)






