SB 482 First Engrossed

1 Abill to be entitled

2 An act relating to statutory accounting

3 principles; anmending s. 624.610, F.S.; updating
4 a cross-reference; creating s. 625.011, F.S.

5 defining the term"statutory accounting

6 principles"; anending s. 625.012, F.S.

7 providing for what constitutes an asset of an

8 i nsurer; anending s. 625.031, F.S.; providing

9 for assets not allowed in determning the

10 financial condition of an insurer; anending s.
11 625.041, F.S.; revising a provision concerning
12 liability; anmending s. 625.141, F.S.; providing
13 for the valuation of bonds; anending s.

14 625. 161, F.S.; revising requirenments for new
15 appraisals in the valuation of real property;
16 anending s. 625.322, F.S.; revising

17 requirenments for collateral |oans; creating s.
18 641.183, F.S.; providing a transition selection
19 for statutory accounting principles; anending
20 s. 641.19, F.S.; redefining the terns

21 "reporting period," "statutory accounting

22 principles," "surplus," and "surplus notes" for
23 pur poses of the Health Mi ntenance Organization
24 Act; anending s. 641.35, F.S.; redefining

25 certain assets or liabilities in the

26 deterni nation of the financial condition of a
27 heal t h mai nt enance organi zati on; providing

28 applicability; providing a retroactive

29 ef fective date.

30

31| Be It Enacted by the Legislature of the State of Florida:

1
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1 Section 1. Subsection (14) of section 624.610, Florida
2| Statutes, is anended to read:
3 624. 610 Rei nsurance. - -
4 (14) The departnent may adopt rules inplenenting the
5| provisions of this section. Rules are authorized to protect
6| the interests of insureds, clainmnts, ceding insurers,
7 | assuming insurers, and the public. These rules shall be in
8 | substantial conpliance with:
9 (a) The National Association of Insurance
10 | Conmi ssioners nodel regulations relating to credit for
11 | rei nsurance;
12 (b) Version 2001 %999 of the National Association of
13 | I nsurance Conmi ssi oners Accounting Practices and Procedures
14 | Manual ; and
15 (c) The National Association of Insurance
16 | Conmi ssioners nodel regulation for Credit for Reinsurance and
17 | Life and Heal th Rei nsurance Agreenents.
18
19 | The departnent may further adopt rules to provide for
20| transition fromexisting requirenents for the approval of
21 | reinsurers to the accreditation of reinsurers pursuant to this
22 | section.
23 Section 2. Section 625.011, Florida Statutes, is
24 | created to read:
25 625.011 Definitions.--As used in this chapter, the
26 | term"statutory accounting principles" neans accounting
27 | principles as defined in the National Association of |nsurance
28 | Conmi ssi oners Accounting Practices and Procedures Manua
29 | effective January 1, 2001
30 Section 3. Subsections (1) and (11) of section
31| 625.012, Florida Statutes, are anended, present subsection
2
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(12) of that section is redesignated as subsection (16), and
new subsections (12), (13), (14), and (15) are added to that
section to read:

625.012 "Assets" defined.--In any determ nation of the
financial condition of an insurer, there shall be allowed as
"assets" only such assets as are owned by the insurer and
whi ch consi st of:

(1) Cash or cash equivalents,in the possession of the

insurer, or in transit under its control, and including the
true bal ance of any deposit in a solvent bank, savings and
| oan association, or trust conpany. Cash equival ents are

short-term highly liquid investnents, with origina

maturities of 3 nonths or less, which are both readily

convertible to known anpbunts of cash and so near their

maturity that they present insignificant risk of changes in

val ue because of changes in interest rates.

(11) Electronic and nechani cal nachi nes, including
conput er-operating software equi pnent and system software

constituting a data processing and accounting system +f the
cost of which sueh—systemis at |east $25,000, which cost
shall be anortized in full over a period not to exceed 3 #
cal endar years. The aggregate anount adnitted under this

subsection shall be linited to 3 percent of the insurer's

capital and surplus, adjusted to exclude any el ectronic data

processi ng equi pnent and operating software, net deferred tax

assets, and net positive goodwill, as reported on the

insurer's nost recently filed annual statenent.

(12) Goodwill arising fromacquisitions and nergers

occurring after January 1, 2001

(13) Loans or advances by an insurer to its parent or

principal owner if approved by the departnent.

3
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1 (14) Current incone tax recoverables.
2 (15) Capitalized interest.
3 (16) 32y O her assets, not inconsistent with the
4 | provisions of this section, deened by the departnent to be
5| avail abl e for the paynent of |osses and clains, at values to
6| be determined by it.
7 Section 4. Section 625.031, Florida Statutes, is
8 | anended to read:
9 625. 031 Assets not allowed.--In addition to assets
10| inpliedly excluded by the provisions of s. 625.012, the
11| followi ng expressly shall not be allowed as assets in any
12 | determi nation of the financial condition of an insurer:
13 (1) ©oet—wt++-Trade nanes, patents, agreenents not to
14 | conpete, and other |ike intangible assets.
15 (2) Advances (other than policy loans) to officers
16 | anddirectors, and—eontretng—steckholders;-whether secured
17 | or not, and advances to enpl oyees, agents, and ot her persons
18 | on personal security only.
19 (3) Stock of such insurer, owned by it, or any
20 | material equity therein or | oans secured thereby, or any
21 | material proportionate interest in such stock acquired or held
22 | through the ownership by such insurer of an interest in
23 | another firm corporation, or business unit.
24 (4) Furniture, fixtures, furnishings, safes, vehicles,
25| libraries, stationery, literature, and supplies, other than
26 | data processing and accounting systens authorized under s.
27 | 625.012(11), except in the case of title insurers such
28 | materials and plants as the insurer is expressly authorized to
29 | invest in under s. 625.330 and except, in the case of any
30 | insurer, such personal property as the insurer is permtted to
31| hold pursuant to part Il of this chapter, or which is acquired
4

CODING:Words st+ieken are del etions; words underlined are additions.




SB 482 First Engrossed

1| through foreclosure of chattel nortgages acquired pursuant to
2| s. 625.329, or which is reasonably necessary for the
3 | mai ntenance and operation of real estate lawfully acquired and
4| held by the insurer other than real estate used by it for hone
5] office, branch office, and simlar purposes.
6 (5) The anount, if any, by which the aggregate book
7 | value of investnents as carried in the | edger assets of the
8 | insurer exceeds the aggregate val ue thereof as determ ned
9 | under this code.
10 (6) Bonds, notes, or other evidences of indebtedness
11 | which are secured by nortgages or deeds of trust which are in
12 | defaul t.
13 (7) Prepaid and deferred expenses.
14 8)—Federal—incore—tax—+efunds—when—a+efund—is——not
15 | asstret-
16 Section 5. Paragraph (d) of subsection (2) of section
17 | 625.041, Florida Statutes, is anended to read:
18 625.041 Liabilities, in general.--1n any deternination
19| of the financial condition of an insurer, liabilities to be
20 | charged against its assets shall include:
21 (2) Wth reference to life and health insurance and
22 | annuity contracts:
23 (d) Any additional reserves that whteh nmay be required
24 | by the departnment consistent with practice formul ated or
25 | approved by the National Association of |nsurance
26 | Conmi ssioners or its successor organi zation, on account of
27 | such insurance, including contract and prem um defici ency
28 | reserves.
29 Section 6. Subsection (2) of section 625.141, Florida
30| Statutes, is anended to read:
31 625. 141 Val uation of bonds. --
5
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(2) The departnent shall have full discretion in
determ ning the nethod of calcul ating val ues according to the
rules set forth in this section, but no such nethod or
val uation shall be inconsistent with the nmethod fornulated or
approved by the National Association of |nsurance
Conmi ssioners or its successor organi zation and set forth in
the latest edition of its publication "Valuation of
Securities"; provided that such valuation nethodology is
substantially sinlar to the nethodol ogy used by the Nationa
Associ ation of Insurance Conmmi ssioners in its 2001 1988

edition of such publication. Anortization of bond prem um or

di scount nust be cal cul ated using the scientific (constant

yield) interest method taking into consideration specified

i nterest and principal provisions over the life of the bond.

Bonds containing call provisions shall be anortized to the

call or maturity value or date that produces the | owest asset

val ue.

Section 7. Section 625.161, Florida Statutes, is
amended to read:

625.161 Valuation of property.--

(1) Real property owned by an insurer which is

reported in financial statenents filed with the departnent

shall be valued at the | ower of depreciated cost or fair

mar ket val ue.

(2) 1) Real property acquired pursuant to a nortgage
| oan or contract for sale, in the absence of a recent
apprai sal deened by the departnent to be reliable, shall not
be val ued at an anmount greater than the unpaid principal and
accrued interest of the defaulted | oan or contract at the date
of such acquisition, together with any taxes and expenses paid
or incurred in connection with such acquisition, and the cost

6
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1| of inprovenents thereafter made by the insurer and any anounts
2| thereafter paid by the insurer on assessnents |evied for
3| inprovenents in connection with the property.
4 (3)t2) O her real property held by an insurer shal
5| not be valued at an anount in excess of fair value as
6 | determ ned by recent appraisal. If the valuation of rea
7| property is based on an appraisal nore than 5 3 years old, the
8 | departnent may, at its discretion, call for and require a new
9| appraisal in order to determine fair market val ue.
10 (4) £3) Personal property acquired pursuant to chatte
11 | nortgages nmade in accordance with s. 625.329 shall not be
12 | valued at an anount greater than the unpaid bal ance of
13 | principal and accrued interest on the defaulted | oan at the
14 | date of acquisition, together with taxes and expenses incurred
15 ] in connection with such acquisition, or the fair value of such
16 | property, whichever anount is the |esser.
17 (54 In carrying out its responsibilities under this
18 | section, in the event that the departnent and the insurer do
19 | not agree on the value of real or personal property of such
20 | insurer, the departnment may retain the services of a qualified
21 | real or personal property appraiser. |In the event it is
22 | subsequently deternined that the insurer has overval ued
23 | assets, the departnent shall be reinbursed for the costs of
24 | the services of any such appraiser incurred with respect to
25| its responsibilities under this section regarding an insurer
26 | by said insurer and any rei nbursenent shall be deposited in
27 | the I nsurance Conmi ssioner's Regulatory Trust Fund.
28 (6) Any insurer that reported real estate as of
29 | Decenber 31, 2000, with a value in excess of that all owed by
30 | subsection (1) shall conply with the requirenents of that
31 | subsection begi nning January 1, 2001
7
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1 Section 8. Section 625.322, Florida Statutes, is

2 | anended to read:

3 625.322 Collateral loans.--An insurer may invest in

4] loans with a maturity not in excess of 12 years fromthe date
5| thereof which are secured by the pledge of assets pernmitted by
6| part | of this chapter seecurities—eHgibltefor—investrent

7 I N I I I Led . Y

sl e . L I . o I

9 . . " . I I e I
10 i

11

12

13

15 | vatve—of—the—potieies—ptedged— Loans nade pursuant to this

16 | section shall not be admitted as an asset when it is

17 | consi dered probabl e that any portion of the anobunts due under
18 | the contractual terns of the loan will not be collected

19

20| toean. Collateral loans reported in financial statenments filed
21 | with the departnment shall not exceed the value of the

22 | collateral held by the conpany.

23 Section 9. Section 641.183, Florida Statutes, is

24 | created to read:

25 641.183 Statutory accounting procedures; transition
26 | provisions.--All health mai ntenance organi zati ons, authorized
27 | to do business under this chapter on January 1, 2001, shal

28 | elect a transition nethod for conpliance with statutory

29 | accounting principles as foll ows:

30 (1) Report assets acquired prior to June 30, 2001 in
31| accordance with s. 641.35, Florida Statutes (2000), through

8
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SB 482 First Engrossed

Decenber 31, 2005. Assets acquired on or after June 30, 2001
shall be accounted for in accordance with the Nationa

Associ ation of | nsurance Conmmi ssioners Accounting Practices

and Procedures Manual effective January 1, 2001. A health

nai nt enance organi zation electing to report assets pursuant to

this subsection shall nmmintain conplete and detail ed records

reflecting such accounting treatnent; or

(2) Report all assets in accordance with the NAIC

Accounting Practices and Procedures Manual effective January
1, 2001.

Section 10. Subsections (16), (17), and (20) of
section 641.19, Florida Statutes, are anended to read:

641.19 Definitions.--As used in this part, the term

(16) "Reporting period" neans the annual cal endar year
accounting period or any part thereof er—thefisecat—year—of
the—heat-th—raintenance—organization.

(17) "Statutory accounting principles" neans

accounting principles as defined in the National Association

of Insurance Commi ssioners Accounting Practices and Procedures

Manual effective January 1, 2001 generaty—aceepted—accounting
neiphes it ed " .

L I . I . .
ol N I I r I L el F I L
I I r ey . .

Section 11. Subsections (1), (2), and (3) of section
641.35, Florida Statutes, are anended to read:

641.35 Assets, liabilities, and investnents.--

(1) ASSETS.--In any determ nation of the financi al
condition of a health naintenance organi zation, there shall be
al l oned as "assets" only those assets that are owned by the

9
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heal t h mai nt enance organi zati on and t hat whieh—assets consi st
of :

(a) Cash or cash equivalents in the possession of the

heal t h mai nt enance organi zation, or in transit under its
control, including the true bal ance of any deposit in a

sol vent bank, savings and | oan association, or trust conpany
which is domciled in the United States. Cash equival ents are

short-term highly liquid investnents, with origina

maturities of 3 nonths or less, which are both readily

convertible to known anpbunts of cash and so near their

maturity that they present insignificant risk of changes in

val ue because of changes in interest rates.

(b) Investnents, securities, properties, and | oans
acquired or held in accordance with this part, and in
connection therewith the followi ng itens:

1. Interest due or accrued on any bond or evidence of
i ndebt edness which is not in default and which is not val ued
on a basis including accrued interest.

2. Declared and unpaid dividends on stock and shar es,
unl ess the anmount of the dividends has otherw se been all owed
as an asset.

3. Interest due or accrued upon a collateral |oan
which is not in default in an anobunt not to exceed 1 year's
i nterest thereon.

4. Interest due or accrued on deposits or certificates
of deposit in solvent banks, savings and | oan associ ations,
and trust conpanies doniciled in the United States, and
i nterest due or accrued on other assets, if such interest is
in the judgnent of the departnent a collectible asset.

5. Interest due or accrued on current nortgage | oans,
in an anount not exceeding in any event the anount, if any, of

10
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1| the excess of the value of the property |ess delinquent taxes
2 | thereon over the unpaid principal; but in no event shal
3|interest accrued for a period in excess of 90 days be all owed
4 | as an asset.

5 66— Rent—due—or—acerdved—on—+ea—property—+f——such—rent
6 | rsnhet—n—-arrears—for—mpre—than3—ronrths— However—in—ho

7 | event—shatH—r+ent—acerued—for—aperiotditn—excess—of—90days—be
8 | aHewed—as—an—-asset-

9 +—Fhe—unacerdved—portion—of—taxespadprior—to—the
10 | due—date—on—+eat—property—

11 (c) Premiuns in the course of collection, not nore

12 | than 3 nonths past due, |ess conmi ssions payable thereon. The
13| foregoing limtation shall not apply to prem uns payabl e

14 | directly or indirectly by any governnental body in the United
15| States or by any of their instrunentalities.

16 (d) The full anmount of reinsurance recoverable froma
17 | solvent reinsurer, which reinsurance is authori zed under s.
18 | 624. 610.

19 , , , ,

23 | approvet—by—the—departrwent—

24 (e) £+ Pharnaceutical and medical supply inventories.
25 (f) Goodwill created by acquisitions and nergers

26 | occurring on or after January 1, 2001

27 (g) Loans or advances by a heal th nai nt enance

28 | organi zation to its parent or principal owner if approved by
29 | the departnent.

30 tg—TthetHgui-datten—vatve—of—prepa-ad—expenses—

31

11
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1 (h) Oher assets, not inconsistent with the provisions
2| of this section, deened by the departnment to be available for
3| the paynent of |osses and clains, at values to be deterni ned
4| by it.

5

6 | The departnment, upon deternmining that a health nai ntenance

7 | organi zation's asset has not been eval uated according to

8| applicable law or that it does not qualify as an asset, shal
9| require the health nmai ntenance organi zation to properly

10 | reeval uate the asset or replace the asset with an asset

11| suitable to the departnment within 30 days of receipt of

12 | witten notification by the departnent of this deternination
13| if the renoval of the asset fromthe organization's assets

14 | woul d inpair the organi zation's sol vency.

15 (2) ASSETS NOT ALLOWED. --1n addition to assets

16 | inpliedly excluded by the provisions of subsection (1), the
17 | followi ng assets expressly shall not be allowed as assets in
18 | any deternmination of the financial condition of a health

19 | nmai nt enance organi zation
20 (a) ©oetdwHSubscriber lists, patents, trade nanes,
21 | agreenents not to conpete, and other |ike intangible assets.
22 (b) Any note or account receivable fromor advances to
23| officers, directors, or controlling stockhol ders, whether
24 | secured or not, and advances to enpl oyees, agents, or other
25 | persons on personal security only, other than those
26 | transactions authorized under paragraph (1)(g).
27 (c) Stock of the health nmintenance organi zati on owned
28 | by it directly or owed by it through any entity in which the
29 | organi zation owns or controls, directly or indirectly, nore
30| than 25 percent of the ownership interest.
31

12
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1 (d) Leasehold inprovenents, nonnedical libraries,
2| stationery, literature, and nonnedi cal supply inventories,
3 | except that |easehold inprovenents made prior to Cctober 1,
4] 1985, shall be allowed as an asset and shall be anorti zed over
5] the shortest of the foll ow ng peri ods:
6 1. The life of the |ease.
7 2. The useful life of the inprovenents.
8 3. The 3-year period follow ng Cctober 1, 1985.
9 (e) Furniture, fixtures, furnishings, vehicles,
10 | nedical libraries, and equi prment —ether—than—those—+tens
11 | avthortzed—under—paragraph—{({(e).
12 (f) Notes or other evidences of indebtedness which are
13 | secured by nortgages or deeds of trust which are in default
14 | and beyond the express period specified in the instrunment for
15| curing the default.
16 (g) Bonds in default for nore than 60 days.
17 (h) beferred—ecosts—other—thanthetHguidation—vatue—of
18 | Prepaid and deferred expenses.
19 (i) Any note, account receivable, advance, or other
20 | evi dence of indebtedness, or investment in:
21 1. The parent of the health naintenance organization
22 2. Any entity directly or indirectly controlled by the
23 | health mai ntenance organi zati on parent; or
24 3. An affiliate of the parent or the health
25 | mai nt enance organi zation
26
27 | except as allowed in subsections(1),(11),and (12). The
28 | departnent may, however, allow all or a portion of such asset,
29 | at values to be deternined by the departnent, if deened by the
30 | departnent to be available for the paynent of |osses and
31| cl ai ns.
13
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(3) LIABILITIES. --1n any deternination of the
financial condition of a health naintenance organization
liabilities to be charged against its assets shall include:

(a) The anount, estimated consistently with the
provisions of this part, necessary to pay all of its unpaid
| osses and clains incurred for or on behalf of a subscriber
on or prior to the end of the reporting period, whether
reported or unreported, including contract and premnm um

deficiency reserves.

(b) The anount equal to the unearned portions of the
gross prem uns charged on heal th mmi ntenance contracts in
force.

(c) Taxes, expenses, and ot her obligations due or
accrued at the date of the statement.

The departnent, upon determ ning that a health mai ntenance
organi zation has failed to report liabilities that should have
been reported, shall require a corrected report which reflects
the proper liabilities to be subnitted by the organization to
the departnent within 10 working days of receipt of witten
notification.

Section 12. Any quarterly or annual statenment that is

required to be filed after the effective date of this act

shal |l be prepared in accordance with the provisions of this

act .

Section 13. This act shall take effect upon beconming a
| aw and shall apply retroactively to January 1, 2001

14
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