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MINUTES OF THE Senate Committee on Financial Institutions and Insurance.
The meeting was called to order by Chairperson Don Steffes at 9:00 a.m. on January 21, 1997 in Room 529-5
of the Capitol.

All members were present except:

Committee staff present: Dr. William Wolff, L egislative Research Department
Fred Carman, Revisor of Statutes
Nikki Feuerborn, Committee Secretary

Conferees appearing before the committee: Roger Viola, Security Benefit Group
Jim Maag, Kansas Bankers Association
Sharon Patnode, Legislative Post Audit
Tom Wilder, Insurance Department
Brad Smoot, Blue Cross/Blue Shield
Trish Pfannestiel, Legislative Post Audit
Art Palmer, Kansas Life & Health Guaranty Association
Bobbi Mariani, Division of Personnel Services

Others attending: See attached list

Roger Viola, Security Benefit Group, appeared before the Committee with a bill draft which would allow the
conversion of a mutual insurance company to a stock insurance company (Attachment 1) This proposal
would modernize the existing demutualization statutes.

Senator Clark moved for the introduction of the proposed bill into legislation. The motion was seconded by
Senator Becker. Motion carried.

Jim Maag, representing the Kansas Bankers Association, requested the introduction of legislation which
would limit municipal corporations or quasi-municipal corporations to depositing funds in banks and savings
and loan associations incorporated under the laws of Kansas or having their main offices in Kansas
(Attachment 2).

Senator Barone moved for the introduction of the proposed bill into legislation. The motion was seconded by
Senator Biggs. Motion carried.

Hearing on SB_12: Identifying health care and other medical benefits provided under
medical benefit plans for beneficiaries; penalties for non-compliance

Sharon Patnode, Legislative Post Audit, explained that the bill would authorize the Secretary of SRS to
request medical benefit providers to make certain information available as it related to potential recipients of
Medicaid (Attachment 3). It would also authorize computer matches with insurance companies in order to
check Medicaid clients’ names against company records. There is a penalty provision of a fine up to $500.00
per month for non-compliance. Similar programs in Wisconsin have been very successful in recouping
insurance claims.

Kansas paid $875 million in Medicaid claims this past year. Edits built into the current computer system
caught $69 million that was eventually paid out by insurance companies. Delays in payment may have been
caused by Medicaid clients being unaware of existing insurance coverage or the claims may have been
disputed. EDS has suggested that social security numbers be used in making such matches.

Tom Wilder of the Kansas Insurance Department informed the Committee that SRS cannot enforce requests to
insurance companies for matching information from the Kansas Insurance Department under the current
statutes (Attachment 4) ERISA plans would not fall under this proposed legislation. The larger insurance
companies in the state would be subject to the computer matching program first with smaller companies being
considered at a later date.

Private companies do the matching in Iowa and are paid a percent by the state of the recovered amounts from

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 1
appearing before the commitiee for editing or corrections.



CONTINUATION SHEET

MINUTES OF THE Senate Committee on Financial Institutions & Insurance, Room 529-S Statehouse,
on January 21, 1997.

insurance companies. It was suggested that the insurance companies pay for the underwriting of this program
rather than the state as they are the ones causing the need for the legislation.

Brad Smoot, Blue Cross/Blue Shield, voiced concern on the word “may” in Line 27 of the bill as the intent of
the bill is that the state will pay for the development of the program.

The Committee recommended a more thorough cost benefit analysis of reimbursement for reasonable costs
and the cost of developing the appropriate software before they make a decision. Chairman Steffes appointed
a Subcommittee chaired by Senator Praeger with Senators Feliciano and Becker serving. The hearing was
continued.

Hearing on_SB 15 - Kansas employees deferred compensation

Trish Pfannestiel, Senior Auditor with Legislative Post Audit, informed the Committee that a request for
inquiry in the administration and liability of the State regarding the Kansas Public Employee’s Deferred
Compensation program came from the Legislative Post Audit Committee after a statewide single audit
(Attachment 5). Aetna is the third-party administrator and investment provider for the fund. The problem of
who would be responsible should Aetna default or mismanage the funds (insolvency) was the catalyst for this
proposed legislation. This $174.5 million fund is growing 10-15% each year. The law is unclear whether
Kansas Guaranty Association would be liable for amounts up to $100,000 in fixed-return accounts. The State
may be held liable in such cases in which the money would come from the General Fund. Options for the
Legislature are (a) to do nothing, (b) specifically exclude the program’s fixed-return accounts from coverage
by the Guaranty Association, or (¢) to have the Association’s coverage include moneys in the program’s fixed-
return accounts. This bill would specifically state that moneys in the fixed-return accounts are covered by the
Kansas Life and Health Guaranty Association.

Art Palmer, Kansas Life and Health Insurance Guaranty Association, asked that the Committee defer
consideration until their board could meet to review the language within the bill (Attachment 6). They have
requested language which would limit the Association’s liability to compensation plans written by insurance
companies as these are the only companies the Association can assess in case of default.

Tom Wilder, Kansas Insurance Department, spoke in support of the bill (Attachment 7). He did remind the
Committee that at this point the accounts cannot be advertised as being covered by the Guaranty Association.

Bobbi Mariani, Assistant Director of the Division of Personnel Services, presented testimony in support of the
bill as it would protect the value of fixed accounts by ensuring protection from the Guaranty Association
(Attachment 8). She pointed out that the Internal Revenue Service requires this money fo be held in allocated
accounts or it is subject to being considered an asset of the state. Aetna has taken the position that this money
is actually being held in trust for the investors and is covered. Ms. Mariani recommend a model be developed
and adopted by the National Association of Insurance Commissioners.

The hearing was continued.

Senator Corbin moved for the approval of the minutes of January 14 and 15. Motion was seconded by
Senator Feliciano. Motion carried.

The meeting was adjourned at 9:55 a.m. The next meeting is scheduled for January 22, 1997.
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January 21, 1997

To:  Members of the Kansas Senate Financial Institutions and Insurance Committee

Re: Bill to Amend K.S.A. 40-4001 et seq.

My name is Roger Viola and I am Senior Vice President, General Counsel and Secretary
of Security Benefit Life Insurance Company. Security Benefit is a Kansas domiciled
company with its offices located in Topeka. It currently employs approximately 525
Kansans and is engaged in the manufacture and distribution of annuities, mutual funds, life
insurance and retirement plans.

Security Benefit is a mutual life insurance company which means it is owned by its
policyholders. The mutual form of organization has certain inherent limitations, primarily
its inability to raise equity capital through the issuance of stock. In terms of being able to
grow, this puts it at a severe disadvantage vis-a-vis its stock company counterparts.

There does exist, however, a process through which 2 mutual insurer can become a stock
insurer and that process is typically called “demutualization.” In fact, Kansas currently has
a demutualization statute but, unfortunately, it is archaic and is not in tune with the
demutualization statutes which have been adopted by many other states during the past
few years. In fact, I cannot foresee any company ever using it as a structure by which to
demutualize.

The demutualization statute which I am presenting today would displace the current
Kansas statute and would replace it with one containing the models which have been
adopted by other states and utilized by several nationally recognized mutual insurers in
converting their form of organization from mutual to stock. Two of these models were
not even in existence at the time the current Kansas statute was passed.

In is my belief that the model we are presenting today is one that will promote economic
growth and development in this state. It will allow companies such as Security Benefit
and its mutual counterparts in Kansas to grow and, consequently, increase both its
employment and tax base in this state. And yet, it will not deprive the mutual
policyholders from anything to which they would otherwise be entitled.

I would like to request that the proposed statute be introduced for consideration by this
Committee and T will look forward to sharing further information about it with you.

AL oot ]
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CHAPTER 40. INSURANCE

ARTICLE 40. CONVERSION OF DOMESTIC MUTUAL INSURER INTO DOMESTIC

STOCK INSURER

40-4001. Conversion of domestic mutual insurer into domestic

stock insurer.

A domestic mutual insurer issuing nonassessable policies may
pe converted into a domestic stock insurer. To that end, it

may provide and carry out a plan for such conversion by

complying with the requirements of this act.__Because it is

not possible to agt;c;gate all of the circumstances and

consideratio whic a e e to a copve o)
mutual insurer to a stock insurer, the commissioner of
insurance should have broad authority in ;ev;ew;gg such

om_a

jed b

conversion, and the procedures and g;é;g;;g ;g be gggiég \'4

the commissioner of insurance should be flexible within the

parameters of this article. This article shall be liberally
i is

construed to effect 1 ive inte in t
section and shall not be interpreted to limit the powers

granted to the commissioner of insurance by other grovisions

of the law,.

40-4002. Resolution by board of directors; plan of conversionj

approval by commissioner of insurance and policyholders;
withdrawal or amendment of plan.

(a) A resolution shall be adopted by a 2/3 majority of

the

entire board of directors of the insurer which shall state
the reason reasons such conversion would benefit the insurer

p— e

and be in the best interests of its policyholders.

Following adoption of such resolution a detailed plan of
conversion shall be developed and shall be approved by a 2/3

majority of the entire board of directors. The plan of

conversion shall not be effective unless the plan has been

so aggroved by the board of directors.

(b) The A draft of the plan of conversion may be submitted
to the commissioner of insurance for grelim;narz examination
and comment grior to or after the adogtion of the resolution

described in subsection (a) of this section.

(¢) After the completion of the process of greliminarx

examination and comment, the plan shall be submitted to

the

commissioner of insurance for approval in writing, subject

to the provisions of K.S.A. 40-466% 4006 and amendments

thereto. The plan of conversion shall not be effective

unless the plan has been sotcr—*f approved by the
commissioner—the of insurance.
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({d) The plan shall be approved by a majority vote of the
policyholders voting in person or by proxy at a meeting of
the members policyholders called for that purpose, pursuant
to the bylaws of the insurer. The plan of conversion shall

not be effect;ve unless the plan has been so approved by the
policyholders.

{e)td)r The board of directors by a vote of not less than
2/3 of the entire board may, at any tlme prior to the date
issuance of the meeting—catted certificate o orit
pursuant to subsectiom—(c) K.S.A. 40-4010:

(1) Withdraw w ;tndraw the plan, if conversion is deemed
to be no longer in the best interests of the insurer or
its policyholders; or

(2) amend the plan, except that no amendment which
materlally changes the plan shall take effect unless =
IIL‘-'GL Lll\:} J.ll ClbbU.LU.dllch W.LLII LU.B hJ.LUV.LD..LUlID U.L LILE nau:a::
such
amendment is approved by the commissioner amd—the

procedures apyliuablc to—the uxigiual pranm- o i urance
the event of material change to the an, the
commissioner of insurance:

tey(A) shall order a hearlng to _be conducted in
accordance w;th the provisions of the Kansa

gdmlnlstratlve procedure act before aggrov1ng or

isapprovi such material change, and

may ;egulre that such a chagge be agggoved by the
ggllcxhg;ders pursuant to subsect;cg (d) of g;

section.

(f) The plan shall be filed in the office of the
commissioner of insurance after having been approved as

provided abover in subsections (a), (c) and (d) above.

For purposes of this article, "policyholder! shall mean
olicvyholder of the mutual insurer on the day the plan o

conversion is initjally approved by the board of directors
of the mutual insurer.

40-4003. Plan of conversion; contents required;—distributiomrof
conversionm—vatuer

A : . . 1 . 3 ] 3 . e b SO 1 oy o Wl
Ta} 0 hJLUV.LDJ.Ull COoO— e INncruded I Tthne—aneinaeur d VLU IiTo UL

Fad i b . | 2 sh. N aglt ol e, i g .
TITL;U.LLJULGL—-LUII L CIIE T CUIIvVEL LU IOl ©L cOLlIIC Tl itT oL uildadLy, .LU.L a
s Y -2 4 e, adid 3
MPEL .LU\I IIUL \-U CALTCUUTLLVE YAl o fLUlll LIt L' Lllia .l dbl— UL LUIIVEL D.LUII,
. 3 n L. | 3 i, - ol 2 W4 o 3
mo—Inrurrviaauadl, UL pPpuUL AL lUull, L LLO0 UL AT rrrratelr L UUY U.L

. -} ) 3 o = e, g oy g, o .y
IOV IUUAdTIS, CULPULQUIUIIS UL ITLINS, ULl LI LIS AL ©liliL

-3 -

30 045318, 1 87111 00519 (Comparison of Documents B209088.13 to B209088.1)

15007 750 pm



A I . | . e I ) Yo 9. “~
COLPUL at LUll, ay —VUwir, WLLTULULy UL LIl LT LlLly, AL T LIlAll " J% UL

.
TLLTCLUL O, NMEeCOMrSSTONIEL UL IIIo UL AlITOCE Al Ul PDUTLU YITUITUCL o

3\ A | . e el 3 o b . I i, 3 el
\IJ} Y \J.E:Dbl. ITPUIOITM UL dITy dliiiiiUiicTIiIVLe LU LT IS UL L o diCIVITo UL

e —f . . - o b .
LIIDULHULGLLU!I CO Tt eCt—a CONverSToOIT T IO a ML CUL UL AL LULT

o 2 o -3 o P S -3 e,
.I.IIL._LI [~ bl.UbJ\ COLPUL AUIUVIT, Ally ULlTL dliTIiiAIITTILo PLupUoTuU LUL IS

g 3 od . s b 33 b G - g, : g 3
ArCTICITECES Ol ITIIVUL PDULAUIUID olidll DT oo LUL L% § QU 59 @ JE U9 § § - ylall-

N
9

oot T P U, . 3 o £ . | -2, ]} 3
A INTeesStaoTrIsSnIMeTC oI a CONvVeErSITONI—vVartue, a5 vim LT LAa ltliud L

company - S poIlIcyrroraers STrpIrusS,etermiInead T I arccoraance with
.

3 £ T : A

. o . . . 3 P,
recerve @ pPpropourUlulTace diioUITC UL LT CUNIVEL S TUIH va Qe LI LT

.l I T WY . - . h P L )\ = el -t
IQINITL plToll LW LTI I LI oUooT 0L 0TIVl 1<) . TOLT A LI LT AQliud

I e Y -t
ClIT- Tl 00arad oI QI eUilUl ST dPyLUuUvVEU
h g h Y .

dpnJo 3 b o
Cile pIqir.s UL I eI IIea Ul T urarnree CUlMpdITy s, o UCI AIUWITO
o I Joy n T | 3 . 21 b . g . H o . oy . |
b}U.L,LL;YlIU.LUCL S CONMTCII IOUT IO Lo LT I'NSUILITL S sldlUuitUuL ¥y UL PIUS,
3 o I 3 3 l i | . 3 . 1] 3 i
. - I . I e L P ¥ e -4 3y e T § E !._ sh a l l be
Praciitves, CALTPDL LildL"Eaulil Tl Iy IlUIT POULIUYITULW

1y 1}
eIltI tiEd to =99 OPtIOII for at ieast one 511313 Of stOCk. AII
+ I + . 1}
EI I S 3
o W n A4 . A 1 2 Podlod b ed o 3 pug N J_wo__ou.t
PULLb_Y ULl "PULILUVICS 1IdVE DETll - LIl CLLTTCU T LUL IOV I TO0" LilIalil o

- W, P . 4 . 3 . " i, . s PGP Y I, 1 | el
oI lLillTeTyTdl o iUl ilalely "L AUL COT LI dalte VI Duall Ul
]

3 o I TP W, 9 3 h TR 5y LI~ G, Y . - 4 h —1
u,L.Ll‘:L—L_U.LD O.LJE.LUV!'—‘U e rdallr, MUuL L4 e ITIoUleUu™ o d AU lidd L

ol P o L L TP, WO | L WS, T, T PR 3o L V. |
J.uaux.a.xrbt:.’ bJUJ..L‘v_Yl.lU.Lut:L, e tire po I Cynoruer Sial T Ve T L iyliiuLlc

o h? . Wallad F. red hon | -
TL L.th: LJ'U.LJ.L/_Y UL PULLchb nave—poeennIIT eIrfecCct T~ db 1T TodoL  JU

the—plramrby—theboard—of—directors~
:
13

LY - 3 9 .
e imeImsurer—or—any uU.Lu.x.ug company of—the .x.ubu.Lc.L shrat?

. S |
Tstribute—such Propor tionate—converston—vatuwe—imrthe .LU.LJ.UW'J.‘n’g

method:

h g e 3 . P v ~1
pULUliiaoctT SULULK I LI CullveEL LU CUidlIly ,

3 . o J P S a | b . £ AN
egquai—totheCconversIonr valte as aetermIned T SUoSect IO —(C)
_3...
B2 245818.1 67111 00519 (Comparison of Documents B209088.11 to B209088.1)

1/15/97 7:40 pm




FAWAY g 1 3.3 —l IR, PR SR S, P o B L P §
197 CITE DLUL.A\ UHL—.LUII sSnalIT pPpruvildc cx T CNeEe €LY lULT
e -4 } 3 g . . 1 e, . U S |
poility IIUJ.UC.L STy puUultliidot tre—sSsTOCK AT ItS SlLadiltul vaiue,
L AN Ao} . o “~ A 1 P PP h o ks T | Jor
Lo g4 = llla)&llll\—llll amount—oT—sSTOCK—LIIatl dlldy Uc Paltliaotd Ty ©dtll

h P |

. . I L P 1
ET..L\j.LU.L!: LJU.LJ.\.»_YLIU.L\JC:L bllCl.L.L uc .LXI LJ.LULJUL L..LUII cCOoO— e ErlylulT
'

Jm
LJU.L.L\.,YLIU.LUC—'.L b=) DLIG.L':: UL Lllc LaUllVCLb.LUIl VG.\.UC,

EILGLCD LUUIIUCU LU Llll:—' llt:G.LCDL WIIU..L!:—' IIUHUJUL, bJ.LuD Cllly bllal.t:b

pux_pua:cu LJULDUC(IIL l.—U PuLbllGDGu b\—U\.aI\ UEL.LUIID, buUJUbl— LU L'llt:

T,LIHJ.LG\_J.UIID LJ.LUV.LUC—'U .Ll.[ HGLG\JLGPII \.LU) UL L-lr.l.b DUUDCL‘\_‘LULII

b
\J) c.L.L\j_LJJJ.c j_JU.L.Lb_YllU.LuC.Lb IIUL CACL\.«.LD.LXIB L—IIC.LL UFLJ.UII o

. b
pr.u_puabt: \-11!: DLUbJ\ DLLG.L.L UC CIXL.LL.LC-'U L—U DC.LJ. Dubll UbJL.LUll U dlly

peruu oY bULyULaLJ.uu, ,x.uu.Luu.;ug \_uc }_JO.J.::ILL uu:.pu:.a\..x.uu,

o,
\O} \.11!‘: DG-LC U.L Glly ou\.,u DLUUJ\ ULJI—..LUII blla.l..l. LLGIIELUL LU Clic

puj.buaat::x. G..LJ.. L.L\ﬂ.llbb .Lll auu bUllu.LL.LUIlD l—U Lllc ULIL-.LUII,

Fa..]

AV 1 o bl ot Pl ¢ -3 ol o,
7 411 STOCKOUpPLLIUIlIS DlLG.L.L Uc \::)&t:.l.b.l..ccu W..LL_IL..LII oA ua_ya T O LllT

o G Y h o
gate—SUClITUpP L LU LT U.LDLJ.. .LLJUL;CU. \_U Lllt: C,L.L\j.LU.LC LJU.L.I.\.‘YLIU.LUCLD

b N W P h 7 3.3
anca—tne opLiluUllo oIl Ll L C)&P.L.LC Cll. Lllc l:-’l[u UL aupu D..LAL_Y uay jSASES .LUu,

£ G P | 4 P 1o s e U
197 cre—convertead—Ccolipally Vi Lllt‘: yachI\_ \.,UL}_JULG\.-.LU.H Wil L

b o N . | . o,
PULDLIQDU, dL. d kJL.LbC TUOL Lo o Lllall Lllt: cuuuu.u\_ Dc\- LU.L l—ll L1 LT

3 1.3 . .

pidil, d Ll DLUDI\ U}_JL.LU]ID LIIQL llaVC .HUl_ Uccu L‘—ACL\.«.LDC\J WIE}IIII 68

3 el .. 1=}
uay- L LU \—llc ucu.t: DUbll UHL-J.UIID gL ULD L.L .LJJuLCu L.U \-116 C:.L.L\J 11T

poticyhoidersy

4.5 g i 3
J che—converieu CUllJAally UL LLIC LJG.LCIIL— bU‘LHULGL.LUII DLICI.L.L

b e P, .y - | |
pcn_uuaac, TN oSlLaLttl VCILU.C:, Q.L_L DbUbJ\ IIU\_ Hu.r.buaacu PULDUQIIL.

'\:U LLIC DL-UbI\ ULJ\—.LUIID auu Dubll bJu.LbLIGDC lllub\, u:: maut:: W..L\_LL.LLI UU

UUYD LLUlll L.llt: uaut: LILC DLUDI\ UFL.LUIID C:AP.LLC,

. . . . LA o W,
U.L PGL agx. GH&L \*] L will e
1 oy .
supseciLivil, LUL J.J.Vt: YCGLD .L.LUI[I Lllc bUlIVC,L ::J.U]l ua\_c, PRy

: 3 .l 3
TI[U.LV.L\JUQ.L’ DU.L}_JULGL.LUIII .L.-L.Llu Jl QLL.L..L.LCILCU HLUuP U.L .Ll[u.LV.LUua.LD,

CULPULQLJ.UIID UL L.LL.lllb’ ULLIC.L \.uau [=9 PGLBIIL puxyux.ap.:.uu, may UW:I

o9
T.I..LC\/L.LY UL LIIU.L.LCL—LJ._Y, UL T L.U.Clll Jo UJ. \—llt: VUL-..LII\j DL—UL/I\ U.L Lllt

.LIIDU..LCL 7 Luu.c:::.

{H} .Lllc _Luu.x.v.Luua.L .LD [~ 998 C‘-.L.L‘ﬂ.LU.L!: HU.L.LU]KIULUCL WIIUDC

pIU}_JUL \-,.LUIIGL': bllaLt: UL Lllc bUllVULb.LU]l .LD Jo UL IIVL T auu DU.\./II

—.L_IIUJ.V.L\JUG.L iy IIUL LJU.L\JLICIDC bLUbJ\ \.ULG.L.LII\J UL Lllall bll!:
)

1
TIN.LV.LUL&G.L - MLUPUL L..LUIIGLC DIICILC UL \.uc LaUlch.LbJ.Ull VClJ.U.C’ UL

oy g e, : . 1 P, . -1
D7 Clic }_Jul-\.«llabt: ..Lb LJB.LH[_LLLCLA }J_Y e CoMmMIrSS IVIIEL AT AUTTIUL Lo T

= o

. "
Y e CUITVEL Lcu CUITpPAITy -2 UUG.L\J. orI—Irrrecviuvui o,

&

J.].lt: GUUVU u.Lbl—L.LUU.LJ.Ull lllt:l—lluu Dlla..l..l. bUIlD\..LL.U\:C Lu..l..l. ya_yuu:u\_ auu

1
WLD\.«LIGL\JU U.L Lllt: CL.L.LS.LU.L!: LJU.L.LL»YIIUJ.U‘::L b=) bJ.LULJUJ.. \—J.Ulla\-U LaUlIVt:.LD_LUIl

-
vaiue, Uub L—IIJ.D PLUV.LD.LUII Dlla.I..L llUL LJU IIC.L\J. LJ H.LU.IJ_LLJ.LL Lllt:

G R
CcUlITvVEL u:::u LaUlllb)Gll_Y UL Ll[c hJa.L\:llL— bULFULClL.LUlI .L.L\Jlll J.llb.l.uu.l.ll\:j _Lll Lilce

g
pj.all PLUV.LD.LUIID .LUL LLIC u.LbL.L .LULLL..LUI[ UL ity ULl L Va.LualJ.L!:

v ' .
UUIID.LUCLGL.LUII LU t:—'.L.L\J.LUJ.U LJUJ..L\/YLIUJ.UCLD. IYULWItlIstaxIdIng axl?

o Wi HE, 90 g
UCllt:L hJ.LUV.LDLUll U.L .Law LIIC PU_LJ.bleU.LucLb DIIGJ.J. nave 1o UlLliTlL

- -

@2 245818.1 67111 00519 (Comparison of Documents B209088.131 to H209088.1)
1/15/97 7:40 pm




. o s B B Wod ] b . o ] .
I'I‘jll\.b resureling TromTmenoel ST I murtud L LTITOoO WL Al \,umpau_y
w.L

- R Y G, .
cI—IrespTeL cOo— ce IIISUL Tl .

Y
LUT . J..l.l!: EJGJ.\J .Lll LraLJJ.\—CIJ. auu DULLJ.LU.D UL

FAF RN A . . . A ., . ~t Fad
TL} AE-STACTINETIIL T do LA AR Y § § =4 uumucx UJ.. DLIGL =21 \—U UU auatirorriedad VL
ol . I T B, T :
tire—rnmsurerlr—anda LTl L \

B

1
UCA LI‘DULK‘-L blICIJ..L UU J.II [=981 auluuxu. .llULo

] + . ) < 5 '
.Lt:bb Lllall bWU \—.LlllCD \—J.IU lll.l_ll.Llllulll .LIXJ.L..LGJ. Ppad L1l DGP..L‘—G.L auu.

SCLLLJ.LUD L!:liul.].uu U.L [=9 uUlllC:DL.J.b DLUbI\ J.llbu.LCL LJ.U.LII\d }JLLD.LLICDD [= 8= UL

Llll:'. w T ua\.t:: [= 8] \-I.IC-' CUITVEL Ll‘_'u bUllleCXll_y, L-U \_Lau::aux_ J.._LJ\!:-' I\.LlluD U.L

.LIIDU.L (=9 911 =4

£ \ om =] 3 et b VR G, T : . A h] -l
Y7 L’.LUV.LDJ.UIID CbLaU.L.LDU..Lll\J Lllu lllULLIUu IJY wirrcntne—xirrvilal DOUd LU
-l
L X

~
CULULD UL L—llc DLUbl\ J.llDUL\;".L WL.L.L IJ!: DC.L!:bL\:u.

4AO0—400%.
The plan of conversion must comply with the terms and

e ge i ubsectio [ OWS

{(a) Plan of conversion in which goliczholders exchange
their membership interests for cash, securities, policy
credits, dividends, subscription rights or other
consideration, or some combination thereof.

consaderation, Ol SO o

tual insurer seeki to convert pursuant to this

subsection may do so bys:

filing a plan of conversion co taining:

{A) A descglgt;on of the st;uctu;e! forgs and

allocation o oposed co

gollczholdegs! tge Erogected range of the number of
shares of cagita; stock, if any, to be issued by the
new stock insurer or parent company of the new stock
insurer, or any other company, and such other grogosed
conditions and Erovisions as determined by the mutual
insurer not to be 1ncon31stent with this article. For
urposes of this article arent compan means an
company which on or after tge effective dgte of the
conversion owns, directly or indirectly, fifty-one
percent (51%) or more of the capital stock of the new
stock insurer:

{B) desc dments to the urer's
articles of 1gcorgoratlon;
igl ovi estab t e whi the

in initial board of directors of the stock 1nsurer will be
selected; and

(D) any other additional information as the

commissioner of insurance may reasonably reguest.

-5
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(2) providing consideration to the policyholders entitled
thereto in the form of cash, stock, policy credits,
dividends, subscription rights, a combination thereof, or
such other valuable consideration as the commissioner of
insurance may approve. With the approval of the
commissioner of insurance, such consideration may be paid
into a trust or othe o i isti or the
enefit o olicvholde whic s established by the

company for the purpose of effecting the conversion.

b) Plan of conversion in whic olicvholders exchange their
membership interests solely for subscription rights.
utual insurer seeki to convert to a stock insure
= : = =

(1) filing a plan of conversion containing:

A) a provigsion that eac olicvholder is to receive
without ent ont sferable subscriptio ights to
purchase a portion of the capital stock of the
converted stock company and that, in the a egate, all
policyholders shall have the right, prior to the right
of any other party, to purchase one hundred per cent

00%) of the capital stock of the converted company.

an alternative to subscription rights in the
converted stock company, the plan may Erovige that each
eliqgqible member is to receive, without payment
nontransferable subscription rights to purchase a
portion of the capital stock of one of the following:

i} a corporation organized for the ose of

gurchasing and holding the stock of the converted
stock company;

(ii) a stock insurance company owned by the mutual

company into which the mutual company will be
merged; or

(iiji) an unaffiliated stock insurance company or
other corporation that will purchase the stock of

the converted stock company;

ovisij t t
allocated in whole shares among the policyholders using
a fair and equitable formula. This formula may, but
need not, take into account how the different classes
of policies of the policyholders contributed to the
surplus of the mutual company or any other factors that

may be fair and equitable;

(c) a fair and equitable means for allocating shares of

capital stock in the event of an oversubscription to

-6—
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shares by policyholders exercising subscription rights
eceived der this section:

(D) at the option of the converting company, a
provision that any shares of capital stock not
subscribed to by policyholders exercising subscription
jghts eive er this secti e sold in a
ic o L) ou ivate aceme or other
e tive met a ove the commj ioner o
su ce that i ir a equitable to policyholders
vided oweve that the offeri to others of
es no u ased b cvho s exercis suc
bscripti ights mus e at jce not ss tha
o i ic i olders;

(E) a provisijon which sets the total price of the
P = SCOCK €g O he estimated pro Qrma ma

vé;ue of the coh?érted stock coﬁganx based ugén én

independent evaluation by one or more gualified

e o
that is estimated to be necessary to attract full

subscription for the shares, as indjcated by the

de e s e a o)

pro forma market value;

(F) a provision which sets the purchase price per
share of cagital stock equal to any reasonable amount:;

{6) a provision that any person or group of persons
acting in concert shall not acgui;e! in the public
offering or pursuant to the exercise of subscription
rights, more than five per cent (5%) of the capital
stock of the converted stock company, except w;th the
approval of the commissioner of insurance. This
limitation does not apply to any entity that is to
purchase one hundred per cent (100%) of the capital
stock of the converted company as part of the plan of

conversion approved by the commissioner of insurance;
and

{H) a provision that the rights of a holder of a
surplus note to participate in the conversion, if any,
shall be governed by the terms of the su us note; and

(2) providing subscription rights to the policyholders
entitled thereto in accordance with the provisions of the
plan of conversion as described in paragraph (1) above.
With the approval of the commissioner of insurance, stock
that will be issued pursuant to such subscription rights
may be provided to a trust or other account or entity

existing for the benefit of policyholders which is

-] -

42 245818.1 67111 00519 (Comparison of Documents B209088.13 to B209088.1)
1015797 7:40 pm



established by the company for th urpose of effectin
the conversion.

(¢c) Plan of conversion in which policyholders exchange

igyvymembershi interest embe i int sts in a
mutual holding company.
(1) A plan of conversion adopted pursuant to this
ti ide t i wi ecome
a stock insurer and that the owners of policies of the
c erted insurer that are i orce the ctive date

of the plan of conversion or thereafter will become
members of a mutual golding company o;ganiged pursuant to
subsection (2) of this section for as long as their

policies remain in force.

(2) A mutual ;gsugeg seek;gg to convert to a stock

insurer pursuant to this subsection may do so by:

(A) forming a mutual holding company and continuing
the corporate existence of the insurer as a stock
insurance compa hat is a who -owned subsidia
(except to the extent gqualifying shares are required to
be held by directors of an insurance company admitted
and authorized to do business in Kansas pursuant to
K.S.A. 40-305) of a stock holding company of which at

least fiftv-one percent (51%) of the voti stock is

held by the mutual holding company;

{B) forming a mutual holding company and continuing
c t i c i

insurance company of which at least fifty-one percent
51%) of the voting stock is held by the mutual holdin

company; or

{C) forming a mutual holding company and continuing
the corporate existence of the insurer as a stock
insurance company with another ownership structure that
is a oved by the commissioner of insu ce rovided
at least fiftv-one percent (51%) of the voting stock of
the stock insurance company is timate eld by the

mutual holding company.

{3) oldi co
purposes of this chapter, but the provisions of this
chapter with regard to corporate organization and
ocedure o t insure a t e i o
directors by mutual insurers, and those grov1sions of
Chapter 17 that are applicable to mutual insurers, shall

apply to the mutual holding company.

4) A mutual holding company and any stock holdin
company shall each be deemed to be a 'holding company" of

the insurer within the meaning of article 33 of this

- -
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e the i t
commissioner of insurance gursgant to this article shall
constitut o of the is't'on of control b the

__.__._.__‘....___.____.é__...__...—._-.————-_____.__.._..

i ] A ok 41
agglicable! under K.S8.A. 40- 3304. without any separate
filings or other action.

utu holdi o sha ot _diss e
idate or wind-up a dissolve except through
oceedings under article 36 of this chapt the
i i issolutio c i or as
the comm oner of ins ce ot s ove. A
utua oldij ompa hul owever, convert to a stock
tijon i cco ce Wi the te of thi ticle
a a plan of conversion approved b e commissioner of

urance to be fair and equitable after a eari upon
otice to the companvy's members.

6) The charter of the mutual holdi compa shall be
filed with the commissioner of insurance and shall
contain the matters required to be contained in the
charter of a mutual insurer by Article 5 or Article 12 of
this chapter, as applicable, except that the name of the

tual holdi company s 1 contain the word "mutual"
and shall not contain the word "insurance! and the
company's powers shall not include doing an insurance

business.
e ¢ issioner of i ce b atio
equire a mutual holdi compa to file ua

statements with the commissioner of insurance in such
form as the commissioner of insurance shall prescribe.,
(8) Any subsidiaries of the company that has been
anized pursuant to this article ma emain as
subsidiaries of such company or become subsidiaries of
the mutual or stock holdi compa ovided that if such
sidiaries shal ecome subsidiaries of a stock holdi
company, then the reorganized company shall be reimbursed
the value of its holdings in such subsidiaries, as
rgf;egted og the company's most recently filed financial
tements the eve shares of the stock ho in
comgagz are or have been ;ssggd to other than the mutual

holding company.
gg; With the written approval of the commissioner of

insurance, and subject to conditions that the
issioner of insurance may impose, a mutual holdin

company may:

{A) merge or consolidate with, or acgulge the assets
of! a mutual holdlng company;

-9~
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(B) together with its converted insurer subsidjary,

erge or consolidate with or ac e sets of an
other jinsurer; or

(C) engage in any other merger, consolidation or

acquisition transaction which may be approved by the

commissioner of insurance.
(10) A member of a mutual holding company is not, as a
member, personally liable for the acts, debts,
liabilities or gg;;gat;ogg of such company. No

utuél olding company by t é d of dire ;

members or creditors of such company or because of any

liability of any company owned or controlled by the
mutual holding company or because of any act, debt or

liability of the mutual holding company.
(11) A membership interest in a mutual holding company

shall not constitute a security under the laws of this
state.
1 The commissioner of insurance shal ain

—;——-—,———-T——‘—T—_——————‘—“_'——"——_'—__—l—_—————-_—-_——
jurisdiction over any mutual holding company or stock
holding company organized pursuant to this section to

assure that golicxholder interests are protected.

_10._
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40-4004. Closed block.

The commissioner of insurance may, in the commissioner's
discretion, require that the conversion plan of a mutual life

insurer provide for the establishment, for policyholder

dividend purposes only, of a closed block, In the event that

the commissioner of i ce requires such a ¢ d block
the close i i of a of the icipati
individ icie ife ins e of t a ife
insurer i [} on t i t o)
conversion for which the insurer had an gggg;;ggge-based

dividend scale payable in the year in which the plan is
adopted. Assets of the ;ggu;g; shall be a;;gcgggg to any such
closed block in an amount that oduces cash-flows, together

t ipated revenues om t closed c siness
expected to be reasonably sufficient (1) to support the closed
block business, including payment of claims and those expenses
and taxes specified in the an and (2) to ovide for
continuation of dividend scales 1in effect on the adoption date
if the experience underlying the scales continues, and for
approprijate adjustments in the scales if the experience
changes. The pl ma ovide for conditio under which the
converted insurer may cease to maintain the clogsed block and
its allocated assets. Regardless of such a cessgt;og! the
obligation under the policies constituting the closed block
business remain the obligations of the converted insurer.
Dividends on those gollcies shall be apportioned by the board

of directors of the converted insurer in accordance with the
terms of the policies.

40-4005. Policyholder rights upon conversion.

(a) All policies in force on the effective date of

conversion remain in force under the terms of the policies,

except that the following rights, to the extent they existed
in the mutual company, shall be extinguished on the
effective date of the conversion:

any voti rights of the policyholders in the mutual

insurance company that were provided under the policies;

any assessment provisions provided for under the
peolicies; and

(3) any right to share in the surplus of the mutual
company provided for under the policies, except that:

holders o articipati olicies in effect on_the
date of conversion continue to have a r;ght to receive
dividends as provided in the garticigat;ng policies, if
any, unless the holders of such participating policies
receive a nonparticipating policy as a substitute for
the participatin olic ursuant to (B) below; and

-11-
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anteed renew e accident and healt olicies and

a teed renewable oncancelab accide a ealt
policies.
b ess otherwise ordere t commi i o)
u ce a twi t i igio w_to the
contra olicvho s a not re ed to be ven
eemptive rights, a except ovided in the an o
conversion a in subsection (a) of this secti
jcyholders shal ve no other rights resulting from

membership in a mutual insurance company with respect to the

insurer.

40-4006. Consideration and approval or disapproval of plan by
commissioner of insurance; hearings.

{a) The commissioner of insurance shall examine the plan
submitted pursuant to subsection (b) or (c) of K.S.A. 40-
4002, and amendments thereto. As a part of thre such
examination, the commissioner of insurance—withim36—days
after—ttsrecetpt; shall order a hearing on the plan to be
conducted in accordance with the provisions of the Kansas
administrative procedure act and shall give not less than 20
days' written notice of the date of hearing to the insurer
and give not less than 20 days' written notice to
policyholders by publication or otherwise. The commissioner
of insurance shall approve the plan umtess if the
commissioner of insurance finds thepramts—unfair—or

- T { o . oy
I T Ccause e NS UL©L U

) h P | i T B I W s b . 1 Ao . 3
PecomeITarIetoOTOITI T SUCIT ITIDULEL o colTviaelidal
.

N — . \ N
obTIrgatronrs—or—Is—not I accoraance that:

(1) the plan of conversion is fair and egquitable to
policyholders;

(2) the plan of conversion complies with the provisions
of this =acts article;

40—4065+-(3) the plan of conversion does not unjustly
enrich any director, officer, agent or employee of the

insurer; and

(4) the new stock insurer uld meet minimum
e

surer wo
irements to issue ertificate o ty b
the commissioner of insurance to transact business in

this state and the continued operations of the new stock
insurer would not be hazardous to existing or future

policyholders or the public.

_.12._
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() T} ! : g ti ided 1 ) !
insurer to policyholders shall be deemed to be fair and

e ecti] o) on if the

this
consideration is at least the amount of statutory surplus
i Le)

attributable to contributions of policyholders, as defined

in subsectio [e) . -400

documents or info ti in t ssessio the insurer or

its affiliates as are reasonably necessary to enable the
issione ins o make the findings required

omm on 0 an

(LI L o 1 W >
this section for the approval of the plan.

40-4007. Same; meeting for approval by policyholders.

The meeting called for approval of the plan by the
policyholders prescribed by K.S.A. 40-4002 shall be called by
a majority of the board of directors, the chairperson of the
poard or the president. A copy of the plan and any information
the commissioner of insurance deems necessary to policyholder
understanding shall accompany the notice.

40-4666 4008. Purchase of stock of the insurer by certain
persons.
(a) For five years from the conversion date, no person
includi i ividual, corporatio fi or affiliated
roup of individuals, corporations or firms other than a

parent corporation, may own, directly or igd;rectlxg more
NA%

than five percent (5%) of the vot stoc

securities that may be convertible into voting stock) of the

converted insurer, unless:

(1) the person is a policyholder whose allocated share
of the consideration provided for in the plan of
conversion is five percent (5%) or more of the votin

stock (including any securities that may be convertible
%ﬂm

to voti stock and _such individua ay not

stock totaling more than the individual's allocated share
of such consideration; or

{2) the purchase is permitted by the commissioner of
insurance and authorized by the converted company's board

of directors.

{b) t event o vi ti i i o
the event of any action that, if consummated would

constitute a violation of this section, all voting

securjties of the converted insurer (or of the person
controlling the converted insurer) that 1s ac red by an
erson in excess of the maximum amount permitted to be

acquired by the person pursuant to this section shall be

_13...

82 245818.1 67111 00519 (Comparison of Documents B209088.123 to B209088.1)
1/15/97 7:40 pm

| —14



ee to be nonvoti gsecurities of the conve insurer

(or of the person controlling the converted insurer). The

vig;gg;gg or action may be enforced or enjoined by an
aggrogrlate proceeding commenced by the converted insurer,
the person cont;olligg the converted insurer, the
gogg;ss;ogegg any policyholder or stockholder of the
converted insurer on behalf of the converted insurer (or on
22Qé;2=2i=éQ2=E%£é2Q=g2Q2£2;L;E2=E22=22£¥§££§Q=é§§2£2£L=é§

t ] W c erte

insurer has its home office or in any other court having

cess to cure t v tio to e the oposed

action that would constitute a violation.

{e) Nothing provided in this article Nothring—therein

' shall be deemed to prohibit the insurer's
directors, officers, agents or employees from being eligible
to purchase stock or other securities of the insurer

L4
subject to the provisions of subparagraphs—(A—amd—(B)—of
pa;agx.ayh (10) of—subsection (::) of—KSA——40—4003=

subsection (a) of this section.

46—4007—E+mitation 40-4009. No unfair advantage; limitation on
fees and commissions of certain persons aiding in the conversion.

(a) No director, officer, agent or employee of the insurer
shall secure any unfa;r advantage through a g;an of
conversion by reducing the volume of new business written

by cancellation or by reducing or by any other means seeking
to reduce, limit or alter the number or identity of the

insurer's policyholders entitled to participate in such
plan.

(b) No director, officer, agent or employee of the insurer
shall receive any fee, commission or other valuable
consideration whatsoever, other than regular salary and
compensation, for in any manner aiding, promoting or
assisting in the conversion except as set forth in the plan
approved by the commissioner of insurance. This provision
shall not be deemed to prohibit the payment of reasonable
fees and compensation to attorneys at law, accountants,
appraisers, actuaries, financial advisers or other similar
professionals for services performed in the independent
practice of their professions, even though they may also be
directors of the insurer.

_.14_
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40-46008 4010. Issuance of certificate of authority as final act
of conversion; conversion not to affect rights of insurer.

Within 30 days of receipt of the filing of the approved plan
in accordance with subsection fey(f) of K.S.A. 40-4002 and the
amended articles of incorporation, the commissioner of
insurance shall issue a new certificate of authority to the
insurer. Notwithstanding the actions of any other
jurisdiction, the issuance of such certificate shall be deemed
the final act of conversion and the mutual insurer shall
concurrently become a stock insurer. e issuance
of s c ifi e e t “conversij )

insurer. The stock insurer shall be a continuation of the
mutual insurer and deemed to have been organized at the time
the converted mutual insurer was organized. The conversion
shall in no way annul, modify or change any of such insurer's
existing suits, rights, contracts or liabilities except as
provided in the plan. The insurer, after conversion, shall
exercise all the rights and powers and perform all the duties
conferred or imposed by law upon insurers writing the classes
of insurance written by it and shall retain the rights and
contracts existing prior to conversion, subject to the effect

of the plan.

40-4669 4011. Directors and officers of mutual insurer, service.

The directors and officers of the mutual insurer shall serve
until new directors and officers have been duly elected and
qualified pursuant to the plan and articles of incorporation

or bylaws of the imsurer— converted insurer or of the
affiliates of the converted surer, if applicable, unless

otherwise determined by the board of directors of the
converting insurer.

4640160 40-4012. Securities issued pursuant to plan exempt from
Kansas securities laws.

The offer or sale of securities issued pursuant to the plan
developed and approved in accordance with the provisions of
this =ct article shall be exempt from the Kansas securities
laws.

40-4#6+T 4013. Actions challenging validity of conversion;
security required.

No action challenging the validity of a conversion, or any
aspect of such conversion under this act article, may be
commenced more than 30 days after the final act of conversion.

In any action challenging the plan of conversion or charging
that the directors of the Trsurer—or bUlIVULth Hrsurey
converti insure t converted insure tua oldin

company or the stock holding company, as applicable, or any

.—15_.
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other person or persons have acted improperly in connection
with any aspect of the conversion, the converting insurer or
converted insurer in whose right such action is brought or the
defendant or defendants shall be entitled at any state gtage
of the proceedings before final judgment to require the
plaintiff or plaintiffs to give security for the reasonable
expenses including attorney fees, which may be incurred by the
converting insurer, converted insurer or any other parties
defendant in connection with such action. Thereafter, the
amount of such security, from time to time, may be increased
or decreased in the discretion of the court having
jurisdiction of such action upon a showing that the security
provided has or may become inadequate or excessive.

40-4612 4014. Rules and regulations.

The commissioner of insurance shall have the authority to
adopt such rules and regulations as may be necessary to carry
out the provisions of this act.

40-4013—€Commiss+omer 4015, Commissioner's authority to retain
experts and to charge insurer for expenses.

The commissioner of insurance shall also have the authority to
retain experts and may charge and collect from the insurer the
actual amount of expenses, including the expenses of retaining
experts, reasonably incurred by the state in discharge of the
commissioner's duties hereunder.

40-4#614 4016. Filing amended articles of incorporation with
secretary of state.

Within 24 hours of issuance of the certificate of authority to
the converted stock insurer, a certified copy of the amended
articles of incorporation of the insurer shall be filed with
the secretary of state.

_.16_
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Section 1. K.S.A. 9-1401 is hereby amended to read as
follows:

9-1401. (a) The governing body of any municipal
corporation or quasi-municipal corporation shall designate by
official action recorded upon its minutes the state—and national

banlea ” foderallsr ~h 3
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the—state—of Kaonsas banks and savings and loan agsociations
incorporated under the laws of this state, and the banks, savings
and loan associations, and savings banks organized under the laws
of the United States and having their main offices in this state
which shall serve as depositories of its funds and the officer and
official having the custody of such funds shall not deposit such
funds other than at such designated banks,

state—oer—federally
ehartered savings and loan associations and federally—echartered
savings banks. The state—and—national—banks—state—and—federally

savings—banks—whieh banks and savings and loan associations
incorporated under the laws of this state, and the banks., savings
and loan associations and savings banks organized under the laws of
the United States and having their main offices in this state,
which have offices in the county or counties in which all or part
of such municipal corporation or quasi-municipal corporation is
located shall be designated as such official depositories if the
municipal or quasi-municipal corporation can obtain satisfactory
security therefor- -3 : !

(b) Every officer or person depositing public funds
shall deposit all such public funds coming into such officer or
person’s possession in their name and official title as such
officer. 1If the governing body of the municipal corporation or
quasi-municipal corporation fails to designate an official
depository or depositories, the officer thereof having custody of
its funds shall deposit such funds with one or more state—eor

1

banks and savings
and loan associations incorporated under the laws of this state, or

banks, savings and loan associations and savings banks organized
under the laws of the United States and having their main offices
in this state which have offices in the county or counties in which
all or part of such municipal corporation or quasi-municipal
corporation is located if satisfactory security can be obtained
therefor and if not then elsewhere, but upon so doing shall serve
notice in writing on the governing body showing the names and

locations of such banks, state—er—federally—echartered savings and

loan associations and federallyehartered savings banks where such
funds are deposited, and upon so doing the officer having custody

of such funds shall not be liable for the loss of any portion
thereof except for official misconduct or for the misappropriation
of such funds by such officer.

(c) As used in this section and K.S.A. 9-1402, 9-1403
and 9-1405, and amendments thereto, "municipal corporation or
quasi-municipal corporation" includes each investing governmental

unit under K.S.A. 12-1675, and amendments thereto.
/W» /J‘*ﬂ
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Sec. 2. K.S.A. 1996 Supp. 9-1402 is hereby amended to
read as follows:

9-1402. (a) Before any deposit of public moneys or
funds shall be made by any municipal corporation or quasi-municipal

corporation of the state of Kansas with any state—er-national-bank-

bank or savings and loan
association incorporated under the laws of this state, or anvy
bank, savings and loan association or savings bank organized under
the laws of the United States and having its main office in thisg
state, such municipal or quasi-municipal corporation shall obtain
security for such deposit in one of the following manners
prescribed by this section.

(b)  Such bank, state—er—federallyechartered savings and
loan association or federally—ehartered savings bank may give to

the municipal corporation or quasi-municipal corporation a personal
bond in double the amount which may be on deposit at any given
time.

corporate surety bond of some surety corporation authorized to do
business in this state, which bond shall be in an amount equal to
the public moneys or funds on deposit at any given time less the
amount of such public moneys or funds which is insured by the
federal deposit insurance corporation or its successor and such
bond shall be conditioned that such deposit shall be paid promptly
on the order of the municipal corporation or quasi-municipal
corporation making such deposits.

(d) Any-state—eornmatienal Such bank, state—eor—federally
ehartered savings and loan association or federally—echartered

savings bank may deposit, maintain, pledge and assign, . . .

(14) Commercial paper that does not exceed 270 davs to
maturity and which has received one of the two highest commercial
paper credit ratings by a nationally recognized investment rating

firm.

(e) No state—er—natienal bank, state—eor—federally
ehartered savings and loan association or
savings bank may deposit and maintain for the benefit of the
governing body of a municipal corporation or quasi-municipal
corporation of the state of Kansas, any securities which consist
of:

Sec. 3. K.S.A. 9-1403 is hereby amended to read as
follows:

9-1403. (a) During the periods of peak deposits
occurring at tax paying time and tax distributing time and
continuing for a period of not to exceed 60 continuous days at any
given time and not to exceed 120 days in any calendar year the
amount of security for the deposit of public moneys as required
under K.S.A. 9-1402, and amendments thereto, may be reduced by not
more than 1/2 in an amount thereof.
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(b) The provisions of this section shall apply only to
the deposits of all municipal corporations and quasi-municipal
corporations, but the custodian of the funds of each of such
municipal corporations or quasi-municipal corporations together
with an officer of the depository state—eor national bank, state-ex

savings and loan association or
chartered savings bank may enter into an agreement which designates
in writing the beginning of each such sixty-day period, and a copy
thereof, fully executed, shall be kept on file in the office of the
governing body of such municipal corporation or quasi-municipal

corporation and in the files of such bank, state—or—federally
ehartered savings and loan association or federally—chartered

savings bank.

Sec. 4. K.S.A. 1996 Supp. 9-1405 is hereby amended to
read as follows:

9-1405. (a) All bonds and securities given by any bank,
state or federally chartered savings and loan association or
federally chartered savings bank to secure public moneys of the
United States or any board, commission or agency thereof, shall be
deposited as required by the United States government or any of its
designated agencies.

‘ (b) All bonds and securities pledged to secure the
deposits of any municipal corporation or quasi-municipal
corporation shall be deposited with a ;
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company incorporated under the laws of this state or a bank
organized under the laws of the United States and having its main
office in this state having adequate modern facilities for the
safekeeping of securities,

Sec. 5. K.S.A. 9-1406 is hereby amended to read as
follows:

9-1406. No public officer nor the sureties upon such
officer’s bond shall be liable for any loss sustained by the
failure or default of any designated depository or depositories
after a deposit or deposits have been made in an officially
designated bank, state—er—federally chartered savings and loan
association or federally—echartered savings bank as provided in this
act. This exemption from liability shall apply even though other
statutes shall require the furnishing of a bond or other securities
by the designated depositories of public moneys.

Sec. 6. K.S.A. 9-1407 is hereby amended to read as
follows:

9-1407. That portion of any deposit of public moneys or
funds which is insured by the federal deposit insurance
corporation, or its successor, i



7 ! , need not be secured as
provided in this act.

Sec. 7. K.S.A. 1996 Supp. 12-1675 is hereby amended to
read as follows:
12-1675. (a) The governing body of any county, city,

township, school district, area vocational-technical school,
community college, firemen’s relief association, community mental
health center, community facility for the mentally retarded or any
other governmental entity, unit or subdivision in the state of
Kansas having authority to receive, hold and expend public moneys
or funds may invest any moneys which are not immediately required
for the purposes for which the moneys were collected or received,
and the investment of which is not subject to or regulated by any
other statute.

(b) Such moneys shall be invested only:

(1) In temporary notes or no-fund warrants issued by
such investing governmental unit:

f%+——&ﬁ—€§mg—éepesfeT—epeﬁ—aeeeanée—ef—eefeiééea%es—eé

(2) in time deposit, open accounts, certificates of

deposgit, or time certificates of deposit with maturities of not
more than two years: (A) In banks and savings and loan associations
incorporated under the laws of this state, and banks, savings and
loan associations, and savings banks organized under the laws of
the United States and having their main offices in this state,
which have offices located in such investing governmental unit; or
(B) if no office of a bank or savings and loan association
incorporated under the laws of this state, or bank, savings and
loan asgsociation, or savings bank organized under the laws of the
United States and having its main office in this state is located
in such investing governmental unit, then in banks and savings and
loan associations incorporated under the laws of this state, and

banks, savings and loan associations, and savings banks organized
under the laws of the United States having their main offices in

this state, which have offices in the county or counties in which
all or part of such investing governmental unit ig located;

A4



+4+ (3) in repurchase agreements Wlth (A) eemmereial

er—%eéeral}y—ehar%ered—eav&ﬁgs—banks banks and sav1ngs and loan
associations incorporated under the laws of this state, and banks,
savings and loan associations, and savings banks organized under
the laws of the United States and having their main offices in this
state, which have offices located in such investing governmental
unit, for direct obligations of, or obligations that are insured as
to pr1n01pal and interest by, the United States government or any
agency thereof; or (B) (i) if—the-eoffice—-of no—commercial—banlkr

s%aee——er——éeéerallyh—ehaf%ereé——sav&ﬁgs——and——}eaﬁr—assee&a%&eﬁ—ﬁar
federally—ehartered—savings—bank if no office of a bank or savings
and loan association incorporated under the laws of this state, or
a_bank, savings and loan association, or savings bank organized
under the laws of the United States and having its main office in
this state is located in such investing governmental unit; or (ii)
if no such eemmereiad bank, stateeor federally-echartered savings
and loan association or federallyehartered savings bank kas having
an office located in such investing governmental unit is willing to

enter into such an agreement with the investing governmental unit
at an interest rate equal to or greater than the investment rate,
as defined in subsection £33 (j) of K.S.A. 1996 Supp. 75-4201, and
amendments thereto, then such repurchase agreements may be entered

and savings and_loan ass001atlons 1ncorporated under the laws of

this state, and banks, savings and loan associations, and savings
banks organized under the laws of the United States and having

their main offices in this state which have offices in the county
or counties in which all or part of such investing governmental

unlt is located; or (C) if no bank, s%aee—er—éederally—ehar%ereé

wh&eh—has-&ts or sav1ngs and loan assoc1atlon 1ncorporated under
the laws of this state, or bank, savings and loan association, or

savings bank organized under the laws of the United States and
having its main office in this state having an office in such

county or counties is willing to enter into such an agreement with
the investing governmental unit at an interest rate equal to or
greater than the investment rate, as defined in subsection 433 (j)
of K.S.A. 1996 Supp. 75-4201, and amendments thereto, then such
repurchase agreements may be entered into w1th eemmefeeal—baﬁks—

efXangas+ banks and savings and loan associations incorporated
under the laws of this state, and banks, savings and loan

associations, and savings banks organized under the laws of the
United States and having their main offices in this state;

453 (4) in United States treasury bills or notes with
maturities as the governing body shall determine, but not exceeding
two years. Such investment transactions shall only be conducted

with ehe—%ellew&ag——wh%eh—&s—ée&ﬁg—bus&ness—w&%heﬁ—ehe—staee—eé
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banks and savings and loan associations incorporated under the laws
of this state, and banks, savings and loan associations, and
savings banks organized under the laws of the United States and
having their main offices in this state, the federal reserve bank
of Kansas City, Missouri; or with primary government securities
dealers which report to the market report division of the federal
reserve bank of New York, or any broker-dealer engaged in the
business of selling government securities which is registered in
compliance with the requirements of section 15 or 15C of the
securities exchange act of 1934 and registered pursuant to K.S.A.
17-1254, and amendments thereto;

+6+ (5) in the municipal investment pool established in
K.S.A. 1995 Supp. 12-1677a, and amendments thereto;

£+ (6) in the investments authorized and in accordance
with the conditions prescribed in K.S.A. 1995 Supp. 12-1677b, and
amendments thereto; or

+&+ (7) in multiple municipal client investment pools
managed by the trust departments of eemmexreiat banks incorporated
under the laws of this state and banks organized under the laws of

the United States and having their main offices in this state,
which have offices located in the county or counties where such

investing governmental unit is located or with trust companies
incorporated under the laws of this state which have contracted to
provide trust services under the provisions of K.S.A. 9-2107, and
amendments thereto, with eemmexeial banks incorporated undexr the

laws of this state and banks organized under the laws of the United

States and having their main offices in this state, which have
offices located in the county or counties in which such investing

governmental unit is located. Public moneys invested under this
paragraph shall be secured in the same manner as provided for under
K.S.A. 9-1402, and amendments thereto. Pooled investments of
public moneys made by trust departments under this paragraph shall
be subject to the same terms, conditions and limitations as are
applicable to the municipal investment pool established by K.S.A.
1995 Supp. 12-1677a, and amendments thereto.

(c) The investments authorized in paragraphs (4), (5),
(6), or (7) er—8> of subsection (b) shall be utilized only if the

7 cl O

, banks, savings and loan
associations, and savings banks eligible for investments authorized
in paragraph 2 of subsection (b), cannot or will not make the
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investments authorized in paragraph (2) e¥—{3} of subsection (b)
available to the investing governmental unit at interest rates
equals to or greater than the investment rate, as defined in

subsection 433+ (4) of K.S.A. 1996 Supp. 75-4201, and amendments
thereto.

(d) In selecting a depository pursuant to paragraph (2)
oxr—{3} of subsection (b), if a cemmereial bank,
ehartered savings and loan association or
savings bank eligible for an investment deposit thereunder has an
office located in the investing governmental unit and such
financial institution will make such deposits available to the
investing governmental unit at interest rates equal to or greater
than the investment rate, as defined in subsection -3} i) of
K.S.A. 1996 Supp. 75-4201, and amendments thereto, and such
financial institution otherwise qualifies for such deposit, the
investing governmental unit shall select one or more of such
eligible financial institutions for deposit of funds pursuant to
this section. If no such financial institution qualifies for such
deposits, the. investing governmental unit shall select for such

deposits one or more eligible eemmereiat banks, gtate—or—federally
chartered savings and loan associations or £ederally—echartered
savings banks which have offices in the county or counties in which
all or a part of such investing governmental unit is located which
will make such deposits available to the investing governmental
unit at interest rates equal to or greater than the investment
rate, as defined in subsection +3&+ () of K.S.A. 1996 Supp. 75-
4201, and amendments thereto, and which otherwise qualify for such
deposits.

(e) (1) All security purchases and repurchase
agreements shall occur on a delivery versus payment basis.
(2) All securities, including those acquired by

repurchase agreements, shall be perfected in the name of the
investing governmental unit and shall be delivered to the purchaser
or a third-party custodian which may be the state treasurer.

Sec. 8. K.S.A. 12-1676 is hereby amended to read as
follows:

12-1676. Except as otherwise provided in K.S.A. 12-
1678a, and amendments thereto, the provisions of this act
authorizing the investment of moneys shall not apply to moneys
collected or received by a county for apportionment, credit or
distribution to the state or any political subdivision thereof.
Interest paid by eommereiat-—banks eligible banks, savings and loan
associations, and savings banks on time deposit, open accounts,
time certificates of deposit and certificates of deposit of

investing governmental units andby—state—or federally—chartered

shall be at rates agreed upon by the governmental units and the

eligible banks, state—er—federally—chartered savings and loan
associations or federaldly—ehartered savings banks.
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Sec. 9. K.S.A. 1996 Supp. 12-1677b is hereby amended to
read as follows:

12-1677b. (a) The governing body of any city or county
which has a written investment policy approved by the governing
body of such city or county and approved by the pooled money
investment board may invest and reinvest pursuant to the approved
investment policy in the following investments, as authorized under
paragraph +#- (6) of subsection (b) of K.S.A. 12-1675, and
amendments thereto:

(1) Direct obligations of, or obligations that are
insured as to principal and interest by, the United States of
America or any agency thereof and obligations and securities of
United States sponsored enterprises which under federal law may be
accepted as security for public funds, except that such investments
shall not be in mortgage-backed securities;

(2

73 3 er v
T VT

LXSWoW.DY SNV
INCOTOTOS™y A= T 4
.

ST L R S

ed—savings—and
eratly—ehartered—savings—bank banks and
savings and loan associations incorporated under the laws of this
state, and banks, savings and loan associations, and savings banks
organized under the laws of the United Statesg and having their main
offices in this state; or

(3) repurchase agreements with
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7 banks and
savings and loan associations incorporated under the laws of this
state, and banks, savings and loan associations, and savings banks
organized under the laws of the United States and having their main
offices in this state or with a primary government securities
dealer which reports to the market reports division of the federal
reserve bank of New York for direct obligations of, or obligations
that are insured as to principal and interest by, the United States
Government or any agency thereof and obligations and securities of
United States government sponsored enterprises which under federal
law may be accepted as security for public funds.

(b) The investment policy of any city or county approved
by the pooled money investment board under this section shall be
reviewed and approved at least annually by such board or when such
city or county makes changes in such investment policy.

(c) City and county investment policies shall address
liquidity, diversification, safety of principal, yield, maturity
and quality, and capability of investment management staff.

(d) (1) All security purchases shall occur on a
delivery versus payment basis.

(2) All securities shall be perfected in the name of the
city or county and shall be delivered to the purchaser or a third
party custodian which may be the state treasurer.

(3) Investment transactions shall only be conducted with

- banks and
savings and loan associations incorporated under the laws of this
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state. and banks, savings and loan associations, and savings banks
organized under the laws of the United States and having their main
offices in this state; or with primary government securities
dealers which report to the market report division of the federal
reserve bank of New York; or any broker-dealer which is registered
in compliance with the requirements of section 15C of the
securities exchange act of 1934 and registered pursuant to K.S.A.
17-1254, and amendments thereto.

(4) The maximum maturity for investments under
subsection (a) shall be four years.

(e) Investments in securities under paragraph (1) of
subsection (a) shall be limited to securities which do not have any
more interest rate risk than do direct United States government
obligations of similar maturities. For purposes of this
subsection, "interest rate risk" means market value changes due to
changes in current interest rates.

(f) A city or county which violates subsection (c) or
(d) of K.S.A. 12-1675 and amendments thereto or the rules and
regulations of the pooled money investment board shall forfeit its
rights under this section for a two year period and shall be
reinstated only after a complete review of its investment policy as
provided for in subsection (b). Such forfeiture shall be
determined by the pooled money investment board after notice and
opportunity to be heard in accordance with the Kansas
administrative procedure act.

Sec. 10. K.S.A. 1996 Supp. 75-4201 is hereby amended to
read as follows:

75-4201. As used in this act, unless the context
otherwise requires:

(a) "Treasurer" means state treasurer.

(b) "Controller" means director of accounts and reports.
(c) "Board" means the pooled money investment board.
(d) "Bank" means a state bank incorporated under the

laws of Kansas or a national bank having such bank’s heme main
office within the state of Kansas. .o

(12) Whenever a bond is authorized to be pledged as a
security under this section, such bond shall be accepted as a
security if: (i) In the case of a certificated bond, it is
assigned, delivered or pledged to the holder of the deposit for
security; (ii) in the case of an uncertificated bond, registration
of a pledge of the bond is authorized by the system and the pledge
of the uncertificated bond is registered; or (iii) in a form
approved by the attorney general, which assures the availability of
the bond proceeds pledged as a security for public deposits.

(n) "Savings bank" means a federally chartered savings
bank insured by the federal deposit insurance corporation or its
successor and deing—business having its main office within the
state of Kansas.

(o) "Savings and loan association" means a state or
federally chartered savings and loan association insured by the
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TESTIMONY BEFORE THE SENATE FINANCIAL
INSTITUTIONS AND INSURANCE COMMITTEE
SENATE BILL No. 12
Legislative Division of Post Audit
Sharon Patnode, Senior Auditor
January 21, 1997
Senate Bill No. 12, introduced by the Legislative Post Audit Committee, addresses the
identification of other medical insurance for Medicaid recipients. The Committee requested that
this bill be drafted in response to the performance audit conducted by Post Audit staff entitled,
Determining Whether Kansas’ Medicaid Program Makes Maximum Use of Third Party Insurers.

In that audit, we found the Department couldn’t always identify other insurance coverage for
Medicaid clients, even though clients are asked to provide that information. The result is that the

State may be paying medical costs for Medicaid clients that should be paid by other insurance

carriers. A summary of our audit findings in this area is attached.

Some other states do computer matches with insurance companies to ensure they’ve
identified Medicaid clients’ other insurance coverage. We found the Department had attempted to
match Medicaid clients’ names against records of Blue Cross and Blue Shield of Kansas, but was
unsuccessful because insurance companies aren’t required to provide such information in Kansas,
and because of the costs involved to the insurance companies.

To address this situation, we recommended that the Department periodically match the
names of Medicaid clients against the names of policy holders for major health insurance
companies, and work with the Legislature to help develop appropriate statutory language requiring
companies to participate in such cross-matches. We also recommended that the legislation should
authorize the Department to reimburse the insurance companies for the cost of the data matches.
The Department should maintain information about the data matches that will allow it to know if the
matches are cost-effective.

This bill requires medical benefit plan providers in Kansas to identify those they insure,
upon the request of the Secretary of Social and Rehabilitation Services. This information will be
used by the Department to periodically match the names of its Medicaid clients against the names of
medical benefit plan policy holders in order to identify other insurance so those insurers can be
billed and make applicable payments before Medicaid pays any medical bills. This bill allows the
Secretary to reimburse each medical benefit plan provider for the reasonable cost of providing that
information. In addition, failure to provide the information will result in notification to the

Insurance Commissioner, who may invoke monetary penalties in accordance with State law.
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that other coverage exists, so they can
bill other insurers before submxttmg the
bill to Medicaid. It also helps avoid the
potential for overpayments, or the need
to go back and rebill the private insurer
after-the-fact.

Our reviews showed that, al-
though information about other insur-
ance coverage usually was entered accu-
rately into the Department’s computer
system, that information wasn’t always
entered on a timely basis.

Department staff recently tested
their own performance in this area and
found that, about three-fourths of the
time, information about private insur-
ance wasn’t entered in the computer sys-
tem on a timely basis, or there wasn’t
enough information to make a judgment
about timeliness. Our own sample of 44
case files for recipients having other in-

surance from the Department’s Hutchinson, Topeka, and Wichita Area Offices
showed the same problems. In 17 cases (39%), information hadn’t been entered in
For 14 (32%) cases, we couldn’t tell whether the

the computer in a timely manner.

Ksample.

(]'he Amounts of Partial Payments Made\

By Insurance Companies
~Appear To Be Correct

-We reviewed a random sample of 28
Medicaid claims which had a portion paid by oth-
or insurance companies. In other words, private
insurance paid only a portion of the claim, and
Medicaid subsequently paid the remainder. We
examined these claims to determine whether the
amounts paid by the other insurers were correct.

To make this determination, we exam-
ined policy information and the “Explanation of
Benefits” statements sent by the insurance com-
pany with the partial payment amounts. These
statements explain payment factors such as de-
ductible and coinsurance amount, co-payment
percentages, and non-covered procedures. We
also called the insurance companies when clarifi-
cation was needed. The partial payment
amounts were correct in all the claims in our

J

insurance information had been entered within 60 days.

The Department doesn’t match Medicaid clients’ names against records
of major insurance companies that provide health insurance in Kansas. When a
person first applies for Medicaid (and annually thereafter), Department staff ask

whether he or she has other health insurance coverage, or is covered under a spouse’s

or parent’s health insurance plan. Medicaid recipients who receive other forms of

public assistance must submit a monthly report describing changes in household sta-
tus and income, as well as any changes related to their other insurance.

As noted earlier, the Department also matches Medicaid clients’ names with

names on other computer databases that could show the client has private insurance

coverage. These include the following:

. periodic computer matches with the Department of Human Resources’ -employment rccdrds. .
and the federal Social Security Administration’s wage and earnings files. Such matches can

help identify whether a Medicaid recipient is employed and may have insurance coverage

through his or her employer.

. annual computer matches with U.S, Department of Defense records to identify Medicaid re-
cipients who have private health insurance with CHAMPUS—the military personnel insurer

. periodic computer matches with workers compensation records to determine whether a Medic-
aid recipient may have received medical services for a work-related injury and, therefore, may

have insurance other than Medicaid to pay for the services

11.
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During this audit, we noted the Department generally hasn’t tried to match its
Medicaid clients’ names against records of such major insurance companies as Blue
Cross/Blue Shield or Aetna. Department officials told us they tried to conduct a com-

-puter match with Blue Cross/Blue Shield in the fall of 1995, but the insurance com- .

pany was only interested in cross matching Medicare tie-in coverage—insurance poli-
-.cies supplemental to Medicare. Kansas law doesn’t require companies to participate
in such computer matches.

As described below, other states we contacted generally do computer matches
with insurance companies to try to ensure they’ve identified Medicaid clients’ other
insurance coverage:

»  Since 1991, Wisconsin law has required private insurance companies to comply with the
state Medicaid agency’s request for data matches within 180 days of the request. The
Medicaid Program reimburses private insurers for development and operations costs as-
sociated with these matches. Wisconsin officials told us the program is cost-effective,
particularly regarding inpatient hospital claims and doctors services.

* A Colorado Medicaid official told us Colorado currently has requested proposals to per-
form data matches with the 10 largest private insurance companies in the state. These
matches initially would be performed monthly, then quarterly.

¢ The Iowa Medicaid Program has contracted with a private company to perform data
monthly matches with about 40 private insurance companies. The private company per-
forming the matches receives a percentage of the moneys Medicaid recovers as a result of
the matches.

M/

The Department doesn’t determine whether Medicaid claims under
$1,000 that resulted from accidents might be covered by other insurance. The
Health Care Financing Administration requires states to identify Medicaid claims re-
sulting from accidents. When a Medicaid recipient is injured in an automobile acci-
dent, for example, the Department is required to determine whether another person or
business is responsible for the accident and should pay the recipient’s medical bills.

The Department doesn’t investigate an accident claim until the total amount
billed for one person exceeds $1,000. According to Department officials, this thresh-
old was developed in 1990 after the Department determined it wasn’t cost-effective to
pursue claims totalling less than that.

The Health Care Financing Administration approved the $1,000 threshold at

the time. However, other nearby states have much lower thresholds. Colorado’s

threshold is $250; Iowa’s and Missouri’s are $500.

We tried to determine the proportion of $1,000-plus accident claims to all
accident-related claims incurred by Medicaid recipients. If a significant portion of all
claims were smaller than $1,000, it may make sense to lower that threshold. Howev-
er, EDS officials told us it would take several weeks and several hours of computer
programming time to obtain that data.

As a result, we weren’t able to determine whether the $1,000 threshold is ap-

propriate. Nevertheless, this is an area the Department should review, given that
nearby states have such low thresholds.

12.
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Kathleen Sebelius

Commissioner of Insurance

Kansas Insurance Department

MEMORANDUM

To: Senate Financial Institutions
and Insurance Committee

From: Tom Wilder, Director of
Government and Public Affairs

Re: S.B. 12 (Medicare Benefits/Private Pay Insurance)
Date: January 21, 1997

I am appearing today in support of S.B. 12 which allows the Secretary of the
Department of Social and Rehabilitation Services to find out from health insurers and
other companies which pay health benefits, whether a Medicaid beneficiary is also covered
by private health insurance. The legislation will give the state the ability to tap into private
funds in those cases where the beneficiary has other insurance available.

If you have any questions, please let me know.
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420 SW 9th Street 913 296-3071 T Consurher Assi$tance Hotline

Topeka, Kansas 66612-1678 Fax 913 296-2283 1 800 432-2484 (Toll Free)
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TESTIMONY BEFORE THE
SENATE FINANCIAL INSTITUTIONS AND INSURANCE COMMITTEE

SENATE BILL No. 15

Legislative Division of Post Audit
Trish Pfannenstiel, Senior Auditor
January 21, 1997

When the Legislative Post Audit Committee reviewed the Statewide Single Audit, members
of the Committee noted that the assets of the Kansas Public Employees’ Deferred Compensation
Program exceeded $175.4 million in fiscal year 1995. Committee members raised a number of
questions about how those moneys were being administered, including what liability the State
would have for employees’ investments should Aetna—the third-party administrator and
investment provider for the Deferred Compensation Program—default or mismanage those funds.

In response to those concerns, the Committee directed our office to conducted a
performance audit entitled, Reviewing the Kansas Public Employees’ Deferred Compensation
Program. During that audit, we found that, under State law, the State assumes no liability for any
losses incurred by Program participants in the event of insolvency or mismanagement of funds by
Aetna [K.S.A. 75-5524(c)].

However, in August 1992, in response to employees’ questions about what would happen
if Aetna were to become insolvent, the Department of Administration sent a letter addressed to all
State employees stating that moneys invested in Aetna’s fixed-return accounts were covered by the
Kansas Life and Health Insurance Guaranty Association up to $100,000. That letter is attached.
As a result of that letter, the following unfolded:

1—we contacted officials at the Kansas Guaranty Association and were told that, because current
law isn’t clear, the moneys in the Deferred Compensation Program’s fixed-return accounts may
or may not be covered by the Association.

2—because of the representations made in the letter sent out by the Department of Administration,
it’s conceivable the State could be held liable for employees’ losses in the unlikely event Aetna
were to become insolvent, and employees’ funds were determined not to be covered. In

addition, participants may have made some investment decisions in the Program based on

Lrie F0L
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To ensure that State law reflects legislative intent regarding the Guaranty Association’s
coverage of the Deferred Compensation’s fixed-return accounts, the Legislature has several policy
options available:

1—do nothing, and should this situation arise, leave the interpretation up to the courts as to
whether or not the moneys in the Deferred Compensation Program’s fixed-return accounts are
covered by the Kansas Life and Health Guaranty Association

2—the statute could be written to specifically exclude the Program’s fixed-return accounts
from coverage by the Association

3—specify in statute that the Association’s coverage includes moneys in the Program’s
fixed-return accounts

After a discussion of the options available, the Legislative Post Audit Committee decided to
introduce legislation—Senate Bill No. 15—that would specifically state that moneys in the fixed-
return accounts of the State’s Deferred Compensation Program are covered by the Kansas Life and
Health Guaranty Association in the event an investment provider or third-party administrator would
become insolvent or mismanage funds. Providing for this coverage won’t increase the State’s
costs—any losses charged to the Guaranty Association would be assessed against all insurance
companies doing business in Kansas. In addition, this bill would make the law in line with where

the industry is headed in providing coverage for these types of funds.



STATE OF KANSAS

DEPARTMENT OF ADMINISTRATION
DIVISION OF ACCOUNTS AND REPORTS

JOAN FINNEY 900 Jackson, Room 251

Governor Landon State Office Buikling
Topeka, KS 66612-1220

JAMES R COBLER (913) 296-2311

Director of Accounts and Reports FAX (913) 2966841

August 17, 1992

TO EMPLOYEES OF THE STATE OF KANSAS:

Some public employees have participated in the Kansas Deferred Compensation Plan for a Jong time and the
accumulated cash value in their account is substantial. "What, if any, protection do 1 have if Aetna Life
Insurance and Annuity Company, the company that administers my account, becomes insolvent?"is a typical
question. The following is a brief but fair description of exactly what is at risk and what protection exists
to reduce the risk.

In the first place, Aetna Life Insurance and Annuity Company (ALIAC) is a financially sound, well-managed
subsidiary of the Aetna Life and Casualty Company whose affiliates comprise one of the most prominent
multiple-line insurance groups in the country. As of June 29, 1992, Standard and Poors rated the claims
raying ability of ALIAC 'AAA’ (Superior) and stated: "The rating reflects its strong capitalization, good

ofitability and conservative investment portfolio." Consequently, the question posed relates to a situation
that is highly unlikely to occur.

In addition, amounts invested in the Aetna Variable Fund (Common Stock), Aetna Income Shares (Bond
Fund), Aetna Variable Encore (Money Market Fund), Aetna Guaranteed Equity Trust and Aetna Investment
Advisors Fund are not and do not become the property of ALIAC. As a result, insolvency of ALIAC would
have no effect on the funds in these accounts.

Amounts invested in the Fixed Account and Guaranteed Accumulation Account would be at risk if, despite
the current strong financial condition of ALIAC, the company became insolvent, but there is a safety net.
In 1972, the Kansas legislature created the Kansas Life and Health Insurance Guaranty Association. This
Association provides a mechanism to protect policy holders, certificate holders and their beneficiaries in the
case of financial impairment of life and health insurance companies. Therefore, in the event ALIAC becomes
financially impaired, the accumulated cash value invested in the Fixed Account or Guaranteed Accumulation
Account options of the deferred compensation plan would be covered by the Guaranty Association up to
a maximum of $100,000. In most cases participants may actually be entitled to a total recovery in excess of
$100,000 because even an insolvent insurance company can usually honor some portion of its contractual
obligations. The $100,000 Guaranty Association coverage would be in addition to any payments made by the
insolvent insurer. For example, if the resources of the insolvent insurer were sufficient to accommodate a
70% payback and a participant in the Fixed or Guaranteed Accumulation option had an account balance of
$300,000, the participant would receive $210,000 from the insurance company's estate and $90,000 from the
Guaranty Association. The total recovery could, of course, never exceed the cash value of the two accounts.
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Division of Personnel Services Division of Accounts and Reports
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I am Art Palmer representing the Kansas Life and Health Insurance
Guaranty Association. The Guaranty Association is created by statute
for the purpose of protecting certain persons from loss due to the
insolvency of 1life or health insurance companies within the limits
established by the statute. All life and health insurance companies
authorized to do business in Kansas are by statute members of the
Association.

The Association has asked that I request the Committee to defer
consideration of Senate Bill No. 15 until the Association's Board of
Directors has an opportunity to review the specific language of the
Bill. The Board of Directors will meet tomorrow, January 22, 1997.

One of the concerns of the Association is that the statutes
authorizing the Kansas Public Employees Deferred Compensation Plan
authorizes the plan to be written with corporations other than insurance
companies. The Board of Directors would like to suggest language making
it clear that the Guaranty Association would only cover deferred
compensation plans written by insurance companies since those are the
only entities the Association has the power to assess. Also, the Board
of Directors is not certain the term "fixed-return accounts" without
further definition is clear enough to accomplish the goal of the Bill.

The Guaranty Association does not take a position on what insurance
products should or should not be covered under the Guaranty Act, but
would like to have an opportunity to assist in clarifying the language
of the Bill and keeping the Act internally consistent. It is for this
purpose that we request a deferment for a few days to permit the Board
to meet and for consultation with the Insurance Department on the
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Commissioner of Insurance

Kansas Insurance Department

MEMORANDUM

To: Senate Financial Institutions
and Insurance Committee

From: Tom Wilder, Director of
Government and Public Affairs

Re: S.B. 15 (Insurance Guaranty Fund)

Date: January 21, 1997

The Kansas Department of Insurance supports Senate Bill 15 which clarifies that
state employee retirement fund investments are included under the Kansas Life and Health
Insurance Guaranty Association. This fund provides payment to policy holders in the
event of an insolvency. The Guaranty Fund is not like bank deposit insurance because a
policy holder is not assured full repayment of their investment through the fund.

However, the Guaranty Fund is available to help with insurers who are insolvent.

The Department suggests that the Committee check with the Life and Health
Guaranty Association to see if they have any co@ents.

The Insurance Department asks the C‘ommittee to favorably recommend S.B. 15
for passage.

If you have any questions, f)lease let me know.
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Testimony To The
SENATE FINANCIAL INSTITUTIONS & INSURANCE COMMITTEE

By
Bobbi Mariani, Assistant Director
Division of Personnel Services

Tuesday, January 21, 1997
RE: Kansas Public Employees Deferred Compensation Plan - Senate Bill 15

Mr. Chairperson and members of the committee, thank you for the opportunity to appear
before you today. I am here in support of Senate Bill 15, which concerns coverage of fixed accounts
provided under the Kansas public employees deferred compensation plan and the protection offered
by the Kansas Life and Health Insurance Guaranty Association. The proposed language is added
to protect the value of fixed accounts by ensuring that these accounts are protected by the Guaranty
Association.

A recent audit performed by the Legislative Division of Post Audit found that statutes
relating to the State’s Deferred Compensation Program do not address the issue of liability coverage
by the Guaranty Association. The audit found a potential difference of opinion as to whether
moneys invested in such fixed accounts would be covered if the investment provider should ever
become insolvent. The Guaranty Association Act does not provide coverage for unallocated annuity
contracts. Unallocated contracts are defined as ones that are not issued to and owned by an
individual. Because the Internal Revenue Service requires that this money be held as assets of the
State, it could be interpreted that participants’ money is unallocated and, therefore, not covered.
However, since the money is being held in trust on behalf of the individual investors, it might be
considered allocated. Aetna has taken the position that these accounts are covered and, in fact, has
been filing premium reports and has paid the assessments.

A similar debate is going on at the national level. Until model legislation is drafted and
introduced by the National Association of Insurance Commissioners, the amendments in Senate Bill
15 will protect plan participants with fixed accounts in case of insolvency.

Thank you for the opportunity to speak to you today. I would be happy to provide additional
information.
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