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SUMMARY 

- 
The first Department of  Insurance  was c r ea t ed  i n  1913 and placed under t h e  

d i r e c t i o n  of  t h e  Arizona Corporat ion Commission. However, i n  1968 vo te r s  

approved a  c o n s t i t u t i o n a l  amendment c r e a t i n g  an independent Department of  

Insurance.  A r t i c l e  15 s e c t i o n  5 of  t h e  Arizona S t a t e  C o n s t i t u t i o n  e s t a b l i s h e s  

t h e  Department of Insurance  a s  a  c o n s t i t u t i o n a l  e n t i t y  charged wi th  

" . . . l i c e n s i n g ,  c o n t r o l  and supe rv i s ion  ..." of  i n s u r e r s .  

The Department of Insurance has a  s t a f f  of  58 fu l l - t ime  employees and is  funded 
> 

through t h e  S t a t e  General Fund. 

Our review o f  t h e  Department of  Insurance  showed t h e  s t a t e  could have earned 

more than  $1,660,000 i n  i n t e r e s t  income i n  1979 i f  premium t a x e s  were c o l l e c t e d  

a s  f r equen t ly  a s  i s  done by o t h e r  s t a t e s .  (page 13) 

Our review a l s o  showed improvements a r e  needed i n  t h e  l i c e n s i n g  procedures.  

The l i c e n s e  process ing  time can be reduced by 23 days and l i c e n s i n g  s t a f f  

reduced by s i x  p o s i t i o n s  if i n e f f i c i e n c i e s  a r e  e l imina ted .  (page 18) 

We found t h e  Department's consumer complaint s e r v i c e s  a r e  g e n e r a l l y  e f f e c t i v e ,  

bu t  t h e  p u b l i c  i s  l a r g e l y  unaware t h e  s e r v i c e s  a r e  a v a i l a b l e  t o  he lp  them. 

(page 33) Also, t h e  Department has been i n e f f e c t i v e  i n  us ing  d a t a  from 

consumer complaints  t o  i d e n t i f y  and r e g u l a t e  "problem" companies and agents .  

(page 36) 

Grea t e r  Department a c t i o n  i s  needed wi th  regard  t o  consumer educa t ion  and 

pub l i c  i n t e r e s t .  More needs t o  be done t o  develop consumer brochures and 

" r e a d a b i l i t y n  r e g u l a t i o n s  should be enacted governing L i f e  and Heal th  

insurance  p o l i c i e s .  (page 41 ) 



Our a u d i t  found p r i o r  approval  of  most p roper ty-casua l ty  insurance  r a t e s  i s  not  

needed. Competit ive r a t i n g  laws work e q u a l l y  a s  w e l l .  Adopting such a  law i n  

Arizona would-eliminate de l ays ,  ques t i ons  o f  a u t h o r i t y  and t h e  need f o r  

a d d i t i o n a l  s t a f f  a s s o c i a t e d  w i th  t h e  c u r r e n t  p r i o r  approval  law. (page 4 4 )  

F i n a l l y ,  g r e a t e r  s t a t u t o r y  a u t h o r i t y  i s  needed f o r  t h e  Department t o  effec-  

t i v e l y  r e g u l a t e  companies. S t a t u t e s  governing u n f a i r  c la ims p r a c t i c e s  should 

be enac ted  and t h e  d i r e c t o r  should be given a u t h o r i t y  t o  f i n e  companies f o r  

v i o l a t i o n s  o f  t h e  insurance  code. (page 62) 



INTRODUCTION AND BACKGROUND 

I n  response t o  a September 19, 1978, r e s o l u t i o n  of t h e  J o i n t  L e g i s l a t i v e  Budget 

Committee and a January 18, 1979, r e s o l u t i o n  of t h e  J o i n t  L e g i s l a t i v e  Oversight  

Committee, t h e  O f f i c e  of  t h e  Auditor  General  has  conducted a performance a u d i t  

of t h e  Department o f  Insurance.  This  performance a u d i t  was conducted a s  a p a r t  

o f  t h e  sunse t  review s e t  f o r t h  i n  ARS 43-2351 through 43-2374. 

Regulat ion of t h e  insurance  i n d u s t r y  i n  Arizona preceded s t a t ehood  wi th  t h e  

passage of  t e r r i t o r i a l  laws r e l a t i n g  t o  t h e  insurance  bus iness .  It was not  

u n t i l  a f t e r  s t a t ehood ,  however, t h a t  t h e  first department of insurance  was 

c r ea t ed .  I n  1913, t h e  l e g i s l a t u r e  c r e a t e d  t h e  Department o f  Insurance  and 

placed i t  under t h e  d i r e c t i o n  o f  t h e  Corpora t ion  Commission. 

The first Department of Insurance  was s t a f f e d  by a supe r in t enden t  and t h r e e  

s tenographers .  I n  i t s  i n i t i a l  year  of  ope ra t i on  t h e  Department s p e n t  $4,000, 

c o l l e c t e d  $41,000 i n  t a x e s  and f e e s ,  and superv ised  147 f o r e i g n  and seven 

domestic companies. S ince  1913, both t h e  insurance  i n d u s t r y  i n  Arizona and t h e  

Department of Insurance  have grown. Now, s i x t y - f i v e  yea r s  la ter ,  t h e  number o f  

insurance  companies l i c e n s e d  i n  Arizona has  i nc reased  from 154 t o  more t han  

1,600. The Department has a l s o  grown t o  58 full-€Zme employees organized 

i n t o  seven d i v i s i o n s  with an annual budget of $1,091,715 a s  shown i n  t h e  f o l -  

lowing t a b l e .  



TABLE 1 

DEPARTMENT OF INSURANCE EXPENDITURES - 
FOR F Y  1977-78 

Expendi tures  
Employees T rave l  

% Pro fes s iona l  I n  Out of  Other C a p i t a l  
D iv i s ion  

% 
Number of To ta l  S a l a r i e s  B e n e f i t s  Se rv i ces  State S t a t e  Opera t ing  Out lay  T o t a l  o f  T o t a l  

D i r e c t o r  2 3.5% $ 3 9 , 9 9 3  $ 7,527 $ 72 $2,821 $ 9,391 $ 808 $ 60,612 5 .'6% 

Hearing Div i s ion  2 3.5 37,138 5,784 $14,797 114 570 6,202 1,325 65,930 6.0 

Prope r ty  & Casua l ty  D iv i s ion  6 10.3 78,230 14,604 7,645 168 552 14,394 699 116,292 10.7 

Consumer A f f a i r s  D iv i s ion  
Examiner 7 12.0 101,788 19,157 6,176 364 179 16,846 1,104 145,614 13.3 
Complaint 9 15.5 110,477 19,495 5,745 1,748 22,693 160,245 14.7 
License  12 20.7 109,575 16,750 - - 33,578 - 87 1 8 9 4 0 5  17.4 28,823 

28 48.2 321,840 55,402 - - 45,499 679 4951264 45.4 179 68,362 1,870 2,112 

L i f e  & D i s a b i l i t y  D iv i s ion  8 13.8 109,110 20,342 8,006 42 19,145 156,645 14.3 

Adminis t ra t ion  Div i s ion  8 13.8 87,502 15,363 20,470 1,209 124,544 11.4 

Tucson Of f i ce  4 6.9 55,125 9,932 - - 36 1 615 6,395 72,428 6.6 -- 
T o t a l s  58*  100.0% $728,938 $128,954 $76,308 $3,123 $4,122 $144,359 $5,911 $1,091,715 100.0% - - -  - -- 

* This  f i g u r e  does not i nc lude  2.7 FTE seasona l  p o s i t i o n s .  



The growth o f  t h e  Department of  Insurance  and t h e  number o f  insurance  companies 

superv ised  l e d  i n  1968 t o  vo t e r  approval  o f  a  c o n s t i t u t i o n a l  amendment c r e a t i n g  

an independent Department of Insurance.  L e g i s l a t i o n  enac t ing  Article 15, 

s e c t i o n  5 of t h e  Arizona S t a t e  C o n s t i t u t i o n  removed t h e  Department o f  Insurance  

from t h e  d i r e c t i o n  o f  t h e  Corporat ion Commission and e s t a b l i s h e d  a s e p a r a t e  

department wi th  i ts own o b j e c t i v e s  and func t ions .  

The Department of Insurance  has  s t a t e d  i ts o b j e c t i v e s  t o  be: 

Administer t h e  S t a t e  insurance  code t o  p r o t e c t  t h e  c i t i z e n s  o f  

Arizona who purchase insurance  o f  a l l  d e s c r i p t i o n s ,  and provide a  

b e t t e r  response t o  needs of  Arizona insurance  and r e l a t e d  consumers. 

S t imu la t e  t h e  insurance  market by encouraging competi t ion.  

To accomplish t h e s e  o b j e c t i v e s ,  t h e  Department performs t h e  fo l lowing  a c t i v -  

i t i e s :  

- t e s t s  and l i c e n s e s  agen t s ,  b rokers ,  a d j u s t e r s  and s o l i c i t o r s  

- reviews and approves i n s u r e r s '  i n i t i a l  and cont inu ing  q u a l i f i c a t i o n s  

t o  do bus iness  i n  t h e  s ta te  

- approves proper ty  and c a s u a l t y  insurance  rates 

- approves l i f e  and d i s a b i l i t y  insurance  p o l i c y  forms 
- r e h a b i l i t a t e s ,  supe rv i se s  and/or l i q u i d a t e s  i n s o l v e n t  i n s u r e r s  

- c o l l e c t s  premium t a x e s  and f e e s  

- oversees  t h e  admin i s t r a t i on  of  t h e  guaran ty  funds 

- oversees  t h e  admin i s t r a t i on  o f  t h e  J o i n t  Underwriting P l an  f o r  

medical malprac t ice  insurance  

- i n v e s t i g a t e s  consumer complaints  



The o b j e c t i v e s  of  t h i s  a u d i t  were to :  

( a )  Review t h e  n ine  sunse t  f a c t o r s  t o  a i d  i n  t h e  process  of  determining 

whether t h e  Department o f  Insurance  should be cont inued o r  

terminated.  

( b )  Determine whether t h e  t a x  and a u d i t  f unc t ions  a r e  performed 

s a t i s f a c t o r i l y .  

( c )  Determine whether t h e  l i c e n s i n g  process  i s  e f f i c i e n t  and t imely .  

( d l  Determine i f  consumer complaint s e r v i c e s  a r e  e f f e c t i v e  i n  handl ing 

complaints  and a s s i s t i n g  t h e  publ ic .  

( e )  Determine whether t h e  Department of In su rance ' s  a c t i o n s  a r e  

s a t i s f a c t o r y  wi th  regard  t o  consumer educa t ion  and pub l i c  

involvement. 

( f )  Review t h e  need f o r  p r i o r  approval  o f  p roper ty-casua l ty  r a t e s .  

( g )  Review t h e  need f o r  a d d i t i o n a l  l e g i s l a t i o n  t o  enable  t h e  Department 

t o  f u l f i l l  i t s  r egu la to ry  r o l e .  

( h )  Review and r e p o r t  o t h e r  p e r t i n e n t  in format ion  of  va lue  t o  t h e  

L e g i s l a t u r e .  

The O f f i c e  of  t h e  Auditor General expresses  i t s  g r a t i t u d e  t o  t h e  D i r ec to r  of  

t h e  Department o f  Insurance  and h i s  s t a f f  f o r  t h e i r  coopera t ion ,  a s s i s t a n c e  and 

cons ide ra t i on  during t h e  course o f  t h e  a u d i t .  



SUNSET FACTORS 

I n  accordance wi th  ARS 43-2351 through ARS 43-2374, n i n e  f a c t o r s  were reviewed 

t o  a i d  i n  t h e  process  of determining whether t h e  Department of Insurance  should 

be cont inued o r  terminated.* 

SUNSET FACTOR: OBJECTIVE AND PURPOSE 

I N  ESTABLISHING THE DEPARTMENT 

A r t i c l e  15, s e c t i o n  5 o f  t h e  Arizona S t a t e  C o n s t i t u t i o n  provides  t h a t  "Domestic 

and f o r e i g n  i n s u r e r s  s h a l l  be s u b j e c t  t o  l i c e n s i n g ,  c o n t r o l  and supe rv i s ion  by 

a department of  insurance  a s  prescr ibed  by law." (emphasis added) T i t l e  20 of  

t h e  Arizona Revised S t a t u t e s  provides  t h e  Department wi th  a u t h o r i t y  to :  

l i c e n s e  companies, l i c e n s e  agen t s ,  approve l i f e  and d i s a b i l i t y  i n su rance  

p o l i c i e s  and a d v e r t i s i n g  used i n  t h e  s t a t e ,  approve proper ty-casua l ty  r a t e s ,  

conduct examinations and i n v e s t i g a t i o n s  and c o l l e c t  premium t axes  and f e e s .  

The Insurance  Department has  s t a t e d  its o b j e c t i v e s  t o  be: 

"Administer t h e  S t a t e  insurance  code t o  p r o t e c t  t h e  
c i t i z e n s  o f  Arizona who purchase insurance  of a l l  
d e s c r i p t i o n s ,  and provide a b e t t e r  response t o  t h e  needs 
o f  Arizona insurance  and r e l a t e d  consumers. S t imu la t e  t h e  
insurance  market by encouraging c ~ m p e t i t i o n . ~  

SUNSET FACTOR: THE DEGREE TO WHICH 

THE DEPARTMENT HAS BEEN ABLE TO 

RESPOND TO THE NEEDS OF THE PUBLIC 

AND THE EFFICIENCY WITH WHICH I T  HAS OPERATED 

The Department has responded t o  t h e  pub l i c  need when such need has  become 

ev iden t .  For example, t h e  Department is  c u r r e n t l y  developing Medicare supple- 

ment r egu la t i ons  i n  response t o  a growing problem wi th  e l d e r l y  consumers being 

s o l d  excess ive  numbers of t h i s  type  of po l icy .  The Department has a l s o  

developed r u l e s  p r o h i b i t i n g  insurance  companies from denying b e n e f i t s  o r  

coverage on t h e  b a s i s  of  s e x  o r  m a r i t a l  s t a t u s .  However, when compared wi th  

some o t h e r  s t a t e s ,  t h e  Department could do more t o  encourage pub l i c  i npu t  on 

insurance  needs. (page 42) 

* Because t h e  Department of Insurance i s  c r e a t e d  by t h e  S t a t e  c o n s t i t u t i o n ,  
a c o n s t i t u t i o n a l  amendment w i l l  be r equ i r ed  should a dec i s ion  be reached 
t o  te rmina te  t h e  Department. Such an amendment procedure was provided 
f o r  i n  SB1313 which was passed by t h e  1979 s e s s i o n  o f  t h e  L e g i s l a t u r e .  



Our review of t h e  Department's ope ra t i ons  revea led  t h e  fo l lowing  o p p o r t u n i t i e s  

e x i s t  t o  improve t h e  Department's l e v e l  of  e f f i c i e n c y .  

- The T i c e n s i n g  processes  of  t h e  Department cause unnecessary de lays  

i n  i s s u i n g  l i c e n s e s  and t h e  l i c e n s i n g  s t a f f  i s  excess ive .  (page 18) 

- The p r i o r  approval  by t h e  Department of  insurance  r a t e s  charged f o r  

a u t o ,  homeowner, f i r e  and o t h e r  forms o f  proper ty  and ca sua l ty  

insurance  causes  long  de l ays ,  procedural  problems, and an unneces- 

s a r y  u t i l i z a t i o n  of  s t a f f  resources .  (page 44) 

- The number of formal Department hea r ings  can be s i g n i f i c a n t l y  

reduced without  impai r ing  t h e  Department's a b i l i t y  t o  o b t a i n  neces- 

s a r y  information.  (page 65) 

SUNSET FACTOR: THE EXTENT TO W H I C H  

THE DEPARTMENT HAS OPERATED W I T H I N  

THE PUBLIC INTEREST 

E s s e n t i a l l y ,  a l l  of  t h e  Department's a c t i v i t i e s  appear  t o  be i n  t h e  pub l i c  

i n t e r e s t .  Many of t h e  Department 's  p r a c t i c e s  such a s  reviewing p o l i c i e s  t o  

make s u r e  p rov i s ions  a r e  no t  misleading,  l i c e n s i n g  agen t s  t o  ensure  agents  have 

b a s i c  knowledge of  insurance  laws,  p rocess ing  consumer complaints ,  and exam- 

i n i n g  t h e  market conduct of companies a r e  d e f i n i t e l y  i n  t h e  pub l i c  i n t e r e s t .  

Our a u d i t  revea led  t h a t  t h e  po l i cy  review func t ions  and market conduct exam- 

i n a t i o n s  a r e  e f f e c t i v e  i n  p r o t e c t i n g  t h e  pub l i c  i n t e r e s t .  

Po l i cy  Review - The L i f e  and D i s a b i l i t y  D iv i s ion  approves a l l  po l i cy  forms and 

a d v e r t i s i n g  used i n  s e l l i n g  l i f e ,  d i s a b i l i t y  ( acc iden t  and h e a l t h ) ,  and c r e d i t  

insurance  i n  Arizona. This  i s  done under t h e  a u t h o r i t y  o f  ARS 20-1111 which 

r e q u i r e s  t h e  Department t o  disapprove t h e  use of any po l i cy  which con ta in s  any 

" . . . i n c o n s i s t e n t ,  ambiguous o r  misleading c l auses . . . "  P o l i c i e s  must a l s o  be 

disapproved i f  they f a i l  t o  con ta in  s p e c i f i c  s tandard  p rov i s ions  r equ i r ed  by 

law. I n  a d d i t i o n ,  p o l i c i e s  may be disapproved i f  " . . . f a l s e ,  decept ive  o r  

misleading ..." a d v e r t i s i n g  i s  used t o  s e l l  t h e  p o l i c i e s .  



According t o  e x p e r t s ,  Arizona 's  po l i cy  review func t ion  is  e f f e c t i v e .  Attorneys 

f o r  t h e  Heal th  Insurance  Associat ion of  America and t h e  ~ m g r i c a n  Council  of  

L i f e  Insurance-(who a r e  f a m i l i a r  wi th  po l i cy  review func t ions  throughout t h e  

country)  s t a t e d  t h a t  Arizona i s  e f f e c t i v e  i n  i ts po l i cy  review. Arizona 

a t t o r n e y s  who s p e c i a l i z e  i n  insurance  law s t a t e d  t h a t  t h e  po l i cy  review was 

e f f e c t i v e ;  and two such a t t o r n e y s  s t a t e d  t h a t  t h e  func t ion  probably helped 

minimize l i t i g a t i o n  over insurance  c o n t r a c t  terms.  

The Department's complaint i n v e s t i g a t o r s  s t a t e d  t h a t  they  were unaware o f  any 

insurance  c o n t r a c t  p rovis ions  t h a t  were no t  caught i n  review t h a t  were causing 

consumer complaints.  I n  a d d i t i o n ,  t h e  Superv isor  of  t h e  s e c t i o n  s t a t e d  t h a t  

t h e  review and approval  of  a d v e r t i s i n g  f o r  p o l i c i e s  was one reason  t h e  

Department rece ived  only f i v e  complaints about mis lead ing  a d v e r t i s i n g  dur ing  

1978. 

Market Conduct Examinations - Market conduct examinations i n v e s t i g a t e  company 

t rea tment  of  po l icyholders  i n  such a r e a s  as :  s a l e s  and a d v e r t i s i n g ,  under- 

wr i t i ng ,  r a t i n g  p r a c t i c e s  and claims handl ing.  The department performs t h e  

market conduct examinations both i n  conjunc t ion  wi th  r e g u l a r  f i n a n c i a l  exam- 

i n a t i o n s  and a s  s p e c i a l ,  s e p a r a t e  examinations.  We found market conduct 

examinations a r e  e f f e c t i v e  i n  i d e n t i f y i n g  and c o r r e c t i n g  problems. The seven 

s p e c i a l  market conduct examinations performed i n  t h e  l a s t  two yea r s  i d e n t i f i e d  

numerous problems, most of which were r a p i d l y  reso lved  fo l lowing  t h e  exam- 

i n a t i o n s .  Examples of  problems i d e n t i f i e d  inc lude :  

- use o f  p o l i c i e s  with p rov i s ions  t h a t  v i o l a t e  S t a t e  law 
- f a i l u r e  t o  pay proper i n t e r e s t  and dividends 

- excess ive  premiums charged f o r  p o l i c i e s  

- delayed payment of  c la ims 

- noncompliance wi th  r a t e  approval  requirements  of  t h e  Departzent  

- underpayment and overpayment of  p r e s c r i p t i o n  c la ims  f o r  Heal th  

Insurance 

- t h e  use of  a d v e r t i s i n g  not  approved by t h e  Department 

- f a i l u r e  t o  pay po l i cyho lde r ' s  b e n e f i t s  on terminated p o l i c i e s  



I n  t h e  c a s e  o f  one company, t h e  market  conduct  examina t ion  d i s c l o s e d  i n d i c a -  

t i o n s  o f  i n s o l v e n c y  t h a t  prompted a Department f i n a n c i a l  examina t ion  and 

u l t i m a t e l y  l e d  €0 t h e  company b e i n g  p l a c e d  i n  r e c e i v e r s h i p .  I n  o t h e r  i n s t a n c e s  

t h e  market  conduct  examina t ion  and subsequen t  Department follow-up l e d  t o  

c o r r e c t i o n  o f  t h e  problems. 

However, market  conduct  examina t ions  need t o  be used  i n  c o n j u n c t i o n  w i t h  

compla in t  d a t a  a l r e a d y  i n  t h e  Depar tment ' s  f i l e s .  (page 36) F u r t h e r ,  t h e  

Department does  n o t  engage i n  some p u b l i c  i n t e r e s t  a c t i v i t i e s  t h a t  are prov ided  

by o t h e r  s t a t e  i n s u r a n c e  depar tments .  (page  40) 

SUNSET FACTOR: THE EXTENT TO WHICH RULES 

AND REGULATIONS PROMULGATED BY THE DEPARTMENT 

ARE CONSISTENT WITH THE LEGISLATIVE MANDATE 

The Arizona At to rney  Genera l  r ev iews  a l l  r u l e s  and r e g u l a t i o n s  proposed by t h e  

Department o f  I n s u r a n c e  t o  e n s u r e  t h a t  1 )  t h e  r u l e s  and r e g u l a t i o n s  a r e  w i t h i n  

t h e  a u t h o r i t y  o f  t h e  Department and 2 )  t h e  g o a l s  and o b j e c t i v e s  o f  t h e  r u l e s  

a r e  c o n s i s t e n t  w i t h  t h e  Depar tment ' s  s t a t u t o r y  a u t h o r i t y .  

SUNSET FACTOR: THE EXTENT TO WHICH THE 

AGENCY HAS ENCOURAGED INPUT FROM THE 

PUBLIC BEFORE PROMULGATING ITS RULES AND 

REGULATIONS AND THE EXTENT TO WHICH IT 

HAS INFORMED THE PUBLIC A S  TO ITS 

ACTIONS AND THEIR EXPECTED IMPACT 

ON THE PUBLIC 

The Depar tment ' s  e f f o r t s  i n  p u b l i c i z i n g  proposed r u l e s  and p u b l i c  h e a r i n g s  a r e  

comparable t o  t h e  o t h e r  Arizona S t a t e  a g e n c i e s .  A s u r v e y  o f  S t a t e  a g e n c i e s  by 

t h e  O f f i c e  o f  t h e  Audi to r  Genera l  r e v e a l e d  t h a t  most a g e n c i e s  f i l e  proposed 

r u l e s  w i t h  t h e  S e c r e t a r y  o f  S t a t e  and p o s t  n o t i c e s  o f  p u b l i c  h e a r i n g s  i n  i t s  

b u i l d i n g .  These a r e  t h e  same a c t i o n s  t a k e n  by t h e  Department o f  I n s u r a n c e .  I n  

a d d i t i o n ,  t h e  Department does  send  c o p i e s  o f  t h e  n o t i c e s  o f  h e a r i n g s  t o  t h e  

C a p i t o l  p r e s s  room and i n d u s t r y  groups .  



SUNSET FACTOR: THE EXTENT TO WHICH 

THE DEPARTMENT HAS BEEN ABLE TO 

INVESTIGATE ANBRESOLVE COMPLAINTS 

THAT ARE WITHIN ITS JURISDICTION 

The Department has e s t a b l i s h e d  a  consumer complaint s e c t i o n  which appears  t o  be 

e f f e c t i v e  i n  i n v e s t i g a t i n g  and r e s o l v i n g  most complaints .  I n  1978 t h e  Depart- 

ment handled more than  5,000 complaints and a s s i s t e d  consumers i n  ob t a in ing  1.5 

m i l l i o n  d o l l a r s  i n  payments from insurance  companies and agents .  Moreover, i n  

1978 t h e  Department experimented wi th  a  program of h a v i n g i n v e s t i g a t o r s  v i s i t  

t h e  county s e a t s  of o u t l y i n g  coun t i e s  t o  r e c e i v e  consumer complaints from r u r a l  

r e s i d e n t s .  This  program was known a s  t h e  AIDS program, an acronym f o r  Arizona 

Insurance  Department Se rv i ce s .  However, t h e  pub l i c  is  s t i l l  g e n e r a l l y  unaware 

of  t h e  consumer complaint s e c t i o n  (page 3 6 )  and complaint d a t a  i s  not  used t o  

monitor t h e  a c t i v i t i e s  of  insurance  companies and agen t s .  (page 36) 

SUNSET FACTOR: THE EXTENT TO WHICH 

THE ATTORNSY GENERAL OR ANY OTHER 

APPLICABLE AGENCY OF STATE GOVERNMENT 

HAS THE AUTHORITY TO PROSECUTE ACTIONS 

UNDER ENABLING LEGISLATION 

According t o  t h e  A s s i s t a n t  Attorney General f o r  t h e  Department of Insurance  t h e  

Attorney General has  s u f f i c i e n t  a u t h o r i t y  t o  prosecute  a c t i o n s  under t h e  

enabl ing  law. Fu r the r ,  t h e  Department of  Insurance  i s  very coopera t ive  i n  

a s s i s t i n g  t h e  Attorney General i n  prosecut ing  cases .  Such ca se s  i nc lude  

i n s t a n c e s  i nvo lv ing  j o i n t  i n v e s t i g a t i o n s  between t h e  Department o f  Insurance ,  

t h e  Corporat ion Commission and t h e  Banking Department. 



SUNSET FACTOR: THE EXTENT TO WHICH 

THE DEPARTMENT HAS ADDRESSED DEFICIENCIES 

I N  THE ENABLINeSTATUTES WHICH PREVENT 

I T  FROM FULFILLING IT'S STATUTORY MANDATE 

The Department has been a c t i v e  i n  add re s s ing  d e f i c i e n c i e s  i n  i t ' s  enabl ing  

s t a t u t e s .  I n  1977, t h e  Department submit ted o r  a c t i v e l y  supported t e n  b i l l s  

which were passed by t h e  L e g i s l a t u r e .  I n  1978 t h e  Department submit ted o r  

a c t i v e l y  supported s i x  b i l l s  which were passed by t h e  L e g i s l a t u r e .  I n  t h e  1979 

s e s s i o n  t h e  Department submit ted o r  a c t i v e l y  supported 11 b i l l s  of which e i g h t  

were enac ted  i n t o  law. 

A s  a  r e s u l t  t h e  Department has been p a r t i a l l y  r e spons ib l e  f o r  s t a t u t o r y  changes 

involving:  t h e  l i c e n s i n g  and r e g u l a t i o n  of agen t s ,  t h e  c e r t i f i c a t i o n  of  

i n s u r e r s  and t h e  r e g u l a t i o n  o f  f i n a n c i a l  a c t i v i t i e s  o f  i n s u r e r s .  Worthy o f  

s p e c i a l  n o t e  is  t h e  Department-supported 1977 l e g i s l a t i o n  which increased  

c a p i t a l  and s u r p l u s  requirements  f o r  i n s u r e r s .  

SUNSET FACTOR: THE EXTENT TO WHICH CHANGES 

ARE NECESSARY I N  THE LAWS OF THE DEPARTMENT 

TO ADEQUATELY COMPLY WITH THE FACTORS LISTED 

I N  THIS SUBSECTION 

For a  d i s cus s ion  o f  t h e s e  i s s u e s  s e e  pages 13, 44 and 6 1 .  



FINDING I 

QUARTERLY REMITTANCE OF INSURANCE PREMIUM TAXES TO THE STATE WOULD ENABLE THE 

STATE TREASURER TO INVEST THESE FUNDS SOONER AND EARN ADDITIONAL INTEREST 

INCOME.  D U R I N G  1979 THIS A D D I T I O N A L  INCOME COULD HAVE BEEN AS MUCH AS 

Arizona would have earned a s  much a s  $1,660,000 i n  a d d i t i o n a l  i n t e r e s t  income 

i f  i t  r equ i r ed  insurance  companies t o  r emi t  t h e i r  insurance  premium t a x e s  a s  

f r equen t ly  a s  is  r equ i r ed  by some o t h e r  s t a t e s .  Th i s  a d d i t i o n a l  i n t e r e s t  

income could be earned without  caus ing  a  s i g n i f i c a n t  i n c r e a s e  i n  Insurance  

Department workload o r  s t a f f i n g .  

Insurance  companies ope ra t i ng  i n  Arizona a r e  s u b j e c t  t o  a  t a x  on g ros s  

insurance  premiums co l l ec t ed*  and a r e  exempt, except  as t o  un re l a t ed  bus iness  

income, from Arizona income t ax .  The volume o f  insurance  s o l d  i n  Arizona and 

t h e  r e s u l t a n t  insurance  premium t a x e s  have inc reased  s u b s t a n t i a l l y  i n  r e c e n t  

years  a s  shown below. 

Arizona Premium Tax Co l l ec t i ons  

Year 
1960 

Amount 
$ 3,275,189 
$ 9,364,192 
$21,841,928 
$25,715,518 
$29,606,406 
$33,592,923 
$39,154,000 

Arizona law (ARS 20-224) c u r r e n t l y  r e q u i r e s  insurance  companies t o  pay premium 

t axes  once a  year  on March 31s t  f o r  domestic co rpo ra t i ons  and March 1 s t  f o r  

fo re ign  corpora t ions .  However, 21 o t h e r  s t a t e s  r e q u i r e  insurance  companies t o  

remi t  insurance  premium t a x e s  more f r equen t ly  than  once a  year .  Table 2 

summarizes t h e  frequency of  insurance  premium t a x  c o l l e c t i o n s  by s t a t e .  The 

s t a t e s  a r e  l i s t e d  i n  o rde r  based upon t h e  volume o f  1975 insurance  premiums. 

* Premium t a x  r a t e s  a r e  two percent  of  t h e  t o t a l  Arizona d i r e c t  premium 
income f o r  fo re ign  o r  a l i e n  companies and one percent  f o r  domestic 
companies. 



TABLE 2 

SUMMARY OF FREQUENCY OF 
STATE PREMIUM TAX COLLECTIONS 

S t a t e  

New York 
C a l i f o r n i a  
I l l i n o i s  
Texas 
Pennsylvania 
Ohio 
Michigan 
F l o r i d a  
New J e r s e y  
Massachusetts 
Ind iana  
Missouri  
Georgia 
Wisconsin 
North Caro l ina  
Minnesota 
Maryland 
Tennessee 
V i rg in i a  
Louis iana 
Washington 
Albama 
Oregon 
Connecticut 
Iowa 
Colorado 
Oklahoma 
Kansas 
South Caro l ina  
Kentucky 
A R I Z O N A  
Arkansas 
Nebraska 
M i s s i s s i p p i  
West V i rg in i a  
Utah 
Rhode I s l a n d  
New Mexico 
D i s t r i c t  of  Columbia 
Maine 
New Hampshire 
Idaho 
Hawaii 
South Dakota 
North Dakota 
Montana 
Delaware 
Nevada 
Alaska 
Vermont 
Wyoming 

Annual Premium ( 1 ) 
Volume 

$1 3,794,252,385 
11,887,068,000 
6,863,789,200 
6,612,938,873 
6,038,302,000 
5,727,314,982 
5,628,856,526 
4,492,449,372 
4,301,021,569 
3,100,000,000 (2 )  

Frequency 
of  C o l l e c t i o n  

Q u a r t e r l y  4 
Q u a r t e r l y  
Q u a r t e r l y  
Annually 
Annually 

Semiannually ( f o r e i g n )  
Semiannually 4 

Annually 
Annually 
Q u a r t e r l y  

Q u a r t e r l y  ( f o r e i g n )  
Annually 
Q u a r t e r l y  4 

Q u a r t e r l y  ( f o r e i g n )  
Annually 
Q u a r t e r l y  

Semiannually 
Semiannually 

Q u a r t e r l y  
Annually 
Annually 
Annually 
Annually 

Semiannually ( f o r e i g n )  
Annually 4 
Q u a r t e r l y  
Q u a r t e r l y  
Annually 
Annual 1 y 

Tr iannual ly  
Annually 4 
Annually 
Annually 
Annual 1 y 
Annually 
Annually 

Tr iannual ly  4 
Annually 
Annually 
Q u a r t e r l y  

Semiannually 
Annually 

Monthly o r  q u a r t e r l y  4 
Annually 
Annually 
Annually 
Annually 
Annually 
Annually 4 
Annually 
Annually 

( 1 )  L i s t e d  i n  o rde r  from t h e  l a r g e s t  1975 annual  premium volume t o  t h e  s m a l l e s t  
( 2 )  Estimated 4 



If Arizona c o l l e c t e d  insurance  premium t a x e s  a s  f r equen t ly  a s  some of  t h e  

s t a t e s  shown i n  Table 2 ,  t h e  S t a t e  could i n v e s t  t h e s e  funds e a r l i e r  and ea rn  

a d d i t i o n a l  i n t e r e s t  income." Table  3 i l l u s t r a t e s  t h e  a d d i t i o n a l  income t h a t  

would have accrued t o  t h e  S t a t e  o f  Arizona dur ing  1979 i f  i t  c o l l e c t e d  

insurance  premium t axes  a s  f r equen t ly  a s  New York, C a l i f o r n i a  o r  I l l i n o i s .  

These t h r e e  s t a t e s  were s e l e c t e d  f o r  comparative purposes because New York, 

C a l i f o r n i a  and I l l i n o i s  a r e  t h e  t h r e e  l a r g e s t  s t a t e s  i n  terms of  annual 

insurance  premiums. 

A s  shown i n  Table 3, t h e  S t a t e  o f  Arizona could have earned from $1,180,000 t o  

$1,660,000 i n  a d d i t i o n a l  i n t e r e s t  income i f  it  c o l l e c t e d  insurance  premium 

t a x e s  a s  f r equen t ly  a s  New York, C a l i f o r n i a  o r  I l l i n o i s .  It should be noted 

t h a t  t h e  amount of  a d d i t i o n a l  i n t e r e s t  income r e s u l t i n g  from more f r equen t  

c o l l e c t i o n  o f  insurance  premium t a x e s  w i l l  i n c r e a s e  a s  insurance  premium t a x e s  

and/or a s  t h e  annual r a t e  of  r e t u r n  on investment f o r  t h e  S t a t e  o f  Arizona 

inc reases .  I f  f u t u r e  premium t a x  c o l l e c t i o n s  meet o r  exceed cu r r en t  e s t ima te s  

a lmost  $1,900,000 i n  a d d i t i o n a l  i n t e r e s t  could be earned i n  1980. 

Although t h e  S t a t e  could have earned from $1,180,000 t o  $1,660,000 dur ing  1979 

by c o l l e c t i n g  insurance  premium t a x e s  more f r equen t ly ,  t h e  c o s t s  t o  t h e  

Department t o  process  t h e s e  a d d i t i o n a l  remi t tances  would be r e l a t i v e l y  i n s i g -  

n i f i c a n t .  Curren t ly  i n  Arizona t h e r e  a r e  1,700 insurance  companies s u b j e c t  t o  

insurance  premium t axes .  However, o f  t h e s e  1,700 companies only 850 pay more 

than $1,000 and 600 pay more than $5,000, i n  annual insurance  premium t axes .  

I f  only t h o s e  companies wi th  annual insurance  premium t a x e s  i n  excess  of $1,000 

o r  $5,000 were r equ i r ed  t o  remi t  t h e i r  t a x e s  q u a r t e r l y ,  Department o f  Insurance  

o f f i c i a l s  e s t ima te  i t  would r e q u i r e  two a d d i t i o n a l  employees a t  a c o s t  of  

$30,000 t o  process  t h e s e  a d d i t i o n a l  remi t tances .  Th i s  a d d i t i o n a l  c o s t  is less 

than two percent  of t h e  a d d i t i o n a l  i n t e r e s t  income t h a t  could have been earned 

i n  1979 i f  insurance  premium t axes  had been c o l l e c t e d  more f r equen t ly .  

* Based upon an annual r a t e  of  r e t u r n  on investment of  9 percent .  Cur ren t ly  
t h e  S t a t e  of  Arizona i n v e s t s  t emporar i ly  excess  S t a t e  funds t o  e a r n  
a d d i t i o n a l  revenue. According t o  t h e  S t a t e  T reasu re r  t h e  annual r a t e  of  
r e t u r n  on investment f o r  1979 i s  p ro j ec t ed  t o  be 9 percent .  



TABLE 3 

ADDITIONAL INTEREST INCOME THAT 
WOULD HAVE ACCRUED TO THE STATE 

OF A R I Z O N A  D U R I N G  1979 I F  IT 
COLLECTED INSURANCE PREMIUM TAXES 

AS FREQUENTLY AS NEW YORK, 
CALIFORNIA OR ILLINOIS 

I l l i n o i s  New York C a l i f o r n i a  Arizona 

Arizona Premium Taxes 
f o r  1979 ( e s t . )  $39,154,000 $39,154,000 $39,154,000 $39,154,000 4 

Actual Taxes f o r  
p r i o r  Year (1978) $33,592,923 $33,592,923 $33,592, 923 $33 95g29 923 

Minimum Tax Subjec t  t o  
Q u a r t e r l y  C o l l e c t i o n s  $ 5,000 $ 1,000 $ 5,000 - 4 

Amount of  1979 Taxes Subjec t  
t o  Q u a r t e r l y  C o l l e c t i o n s  
(based on p r i o r  yea r s  
a c t u a l  t a x  and minimum 
t a x  p rov i s ions )  $32,793,412 $33,471,989 $3217931412 - 4 

Amount of  Q u a r t e r l y  Payments 25% of  p r i o r  25% of  p r i o r  1 s t  3 payments - 
years  a c t u a l  years  a c t u a l  26 &% of  p r i o r  
t a x  t a x  years  a c t u a l  

t a x  

- 4 
Q u a r t e r l y  Co l l ec t i on  Dates Apr i l  1979 March 1979 May 1979 

June 1979 J u l y  1979 Aug. 1979 - 
Sept .  1979 Oct. 1979 Nov. 1979 - 
Dec. 1979 Jan .  1980 - 

F i n a l  C o l l e c t i o n  Date March 1980 March 1980 Apri l  1980 March 1980 4 

Addi t iona l  I n t e r e s t  Earned 
@ 9% i n t e r e s t  by C o l l e c t i n g  
and I n v e s t i n g  Taxes 
Q u a r t e r l y  $ 1,660,000 $ 1,550,000 $ 1,180,000 $ -0- 

4 



CONCLUSION 

Arizona does no t  c o l l e c t  insurance  premium t a x e s  a s  f r e q u e n t l y  a s  21 o t h e r  

s t a t e s .  Had Arizona r equ i r ed  insurance  companies t o  remit t h e i r  insurance  

premium t axes  a s  f r equen t ly  a s  i s  r equ i r ed  by some o t h e r  s t a t e s  an a d d i t i o n a l  

$1,660,000 i n  i n t e r e s t  income could have been earned dur ing  1979. 

RECOMMENDATION 

We recommend ARS 20-224 be r e v i s e d  t o  provide f o r  q u a r t e r l y  c o l l e c t i o n  o f  a l l  

premium t a x e s  i n  excess  of  $1,000. 



FINDING 11 

IMPROVEMENTS NEEDED I N  THE LICENSING PROCEDURES OF THE DEPARTMENT OF INSURANCE 

The Licens ing  Sec t ion  o f  t h e  Department of  Insurance annual ly  l i c e n s e s  more 

than  17,000 insurance  agen t s ,  b rokers ,  a d j u s t o r s  and s o l i c i t o r s .  Our review of 

t h e  Licens ing  S e c t i o n  revea led  t h a t  cu r r en t  l i c e n s i n g  procedures  and p o l i c i e s  

cause unnecessary de l ays  i n  i s s u i n g  l i c e n s e s  and t h a t  t h e  S e c t i o n ' s  s t a f f i n g  

l e v e l  is  excess ive .  

The time requ i r ed  f o r  t h e  Licensing Sec t ion  t o  i s s u e  a  l i c e n s e  can be reduced 

by a s  much as 34 weeks, Sec t ion  s t a f f i n g  reduced by a s  much a s  f ive  fu l l - t ime  

p o s i t i o n s  and Department expendi tures  reduced by a s  much a s  $51,800 per  year i f  

t h e  Department: 

1 )  amends i ts po l i cy  r ega rd ing  f i n g e r p r i n t  checks and 

2)  e l i m i n a t e s  cu r r en t  i n e f f i c i e n c i e s  i n  t h e  l i c e n s i n g  process .  

Table  4 summaries t h e  a r e a s  of p o t e n t i a l  improvement i n  t h e  l i c e n s i n g  proce- 

dures  of t h e  Department of  Insurance ,  and t h e  b e n e f i t s  t h e s e  improvements would 

gene ra t e  i n  terms of  reduced l i c e n s e  process ing  t ime,  s taff  requirements ,  and 

Department expendi tures .  



TABLE 4 

SUMMARY OF AREAS OF POTENTIAL IMPROVEMENTS 
I N  THE LICENSING PROCEDURES OF THE DEPARTMENT 
OF INSURANCE AND THE BENEFITS THESE IMPROVE- 

MENTS WOULD GENERATE I N  TERMS OF REDUCED 
LICENSE PROCESSING TIME, STAFF REQUIREMENTS 

AND DEPARTMENT EXPENDITURES 

Reduced Reduced 
Areas of P o t e n t i a l  Improvements Reduced License S t a f f  Department 
i n  t h e  Licensing Procedures of  Process ing  T i m e  Requirements Expendi tures  

t h e  Department of  Insurance (Days (F.T.E. ) (Annual ) 

1. I s s u e  l i c e n s e s  before  t h e  r e s u l t s  
of  F.B.I. f i n g e r p r i n t  checks a r e  
rece ived  (page 19) 

2. Improve te lephone procedures 
(page 24) 

3. Use computer t o  type  and mail  
l i c e n s e  (page 25) 

4 .  Use video-terminals  t o  i npu t  
l i c e n s i n g  d a t a  (page 26) 

5. Use p r i v a t e  f i rms  t o  perform 
t e s t i n g  and f i n g e r p r i n t i n g  
func t ions  (page 26) 7 2.50 - $20,000 

Cumulative Bene f i t s  

* Inc ludes  sav ings  i n  process ing  c o s t s  a s  wel l  as s t a f f i n g .  ** Because some events  i n  t h e  l i c e n s i n g  process  occur  concu r r en t ly ,  t h e s e  
reduced processing t imes a r e  no t  cumulative.  

I s s u e  Licenses  Before t h e  Resu l t s  of 

FBI F inge rp r in t  Checks a r e  Received 

The primary cause of  de lays  i n  t h e  i s suance  o f  l i c e n s e s  by t h e  Licens ing  

Sec t ion  of t h e  Department of Insurance i s  t h e  f i n g e r p r i n t i n g  of a p p l i c a n t s .  It 

is  t h e  po l i cy  of  t h e  Department t o  not  i s s u e  a l i c e n s e  t o  an a p p l i c a n t  u n t i l  t h e  

Department r e c e i v e s  t h e  r e s u l t s  of  a Federa l  Bureau o f  I n v e s t i g a t i o n  (FBI) 

f i n g e r p r i n t  check on t h e  a p p l i c a n t .  This  po l i cy  de lays  t h e  i s suance  of  

l i c e n s e s  t o  a p p l i c a n t s  approximately t h r e e  weeks and imposes an unnecessary 

f i n a n c i a l  hardsh ip  on a p p l i c a n t s .  



The Department f i n g e r p r i n t s  a l l  l i c e n s e  a p p l i c a n t s  a t  t h e  time o f  a p p l i c a t i o n .  

The Department s e n d s  t h e  a p p l i c a n t ' s  f i n g e r p r i n t s  t o  t h e  FBI t o  v e r i f y  t h e  

a p p l i c a n t ' s  r e s p o n s e s  on i ts l i c e n s e  a p p l i c a t i o n  r e g a r d i n g  any c r i m i n a l  

r e c o r d .  T h i s  p r o c e s s  t a k e s  approx imate ly  s i x  weeks and d e l a y s  t h e  o v e r a l l  

l i c e n s i n g  p r o c e s s  approximately  t h r e e  weeks. Tab le  5 summarizes t h e  average  4 
e l a p s e d  t i m e  i n  days  f o r  t h e  s t e p s  i n  t h e  Department o f  I n s u r a n c e  l i c e n s i n g  

p r o c e s s .  

TABLE 5 

SUMMARY OF THE AVERAGE ELAPSED 
TIME I N  DAYS FOR THE STEPS I N  

THE DEPARTMENT OF INSURANCE 
LICENSING PROCESS 

S t e p s  i n  t h e  
L i c e n s i n g  P r o c e s s  

1 .  Appl ican t  submi t s  a p p l i c a t i o n  
and f i n g e r p r i n t s  

Elapsed Time 
i n  Days From 

t h e  P r e c e d i n g  S t e p  

2. Appl ican t  t a k e s  examinat ion 18 

3. Examination s c o r e s  mai led  t o  
a p p l i c a n t s  

4. F i n g e r p r i n t  check r e c e i v e d  
from t h e  FBI and l i c e n s e  mai led  
t o  s u c c e s s f u l  a p p l i c a n t s  23 

Cumulative 
Elapsed Time 

i n  Days 

A su rvey  conducted by t h e  o f f i c e  o f  t h e  Audi tor  Genera l  r e v e a l e d  t h a t  t h e  23- 

day w a i t i n g  p e r i o d  between s t e p s  3 and 4 above i s  viewed by a p p l i c a n t s ,  

i n s u r a n c e  a g e n t  a s s o c i a t i o n s  and i n s u r a n c e  companies as imposing a n  unneces- 

s a r y  f i n a n c i a l  h a r d s h i p  on a p p l i c a n t s  i n  t h a t  a p p l i c a n t s  cannot  begin  employ- 

ment as i n s u r a n c e  a g e n t s  u n t i l  t h e y  r e c e i v e  t h e i r  l i c e n s e s  from t h e  Department. 

These groups  a l s o  m a i n t a i n  t h a t  t h e  v a s t  m a j o r i t y  o f  a p p l i c a n t s  do n o t  have 

c r i m i n a l  r e c o r d s  and t h a t  t h e s e  a p p l i c a n t s  a r e  u n f a i r l y  p e n a l i z e d  because o f  

t h e  few a p p l i c a n t s  t h a t  do have r e c o r d s .  These g roups  f u r t h e r  no ted  t h a t  t h e  

Department can a t  any t i m e  revoke t h e  l i c e n s e  o f  any person  who l i e d  on t h e i r  

a p p l i c a t i o n  r e g a r d i n g  any c r i m i n a l  r e c o r d .  T h e r e f o r e ,  t h e  r i s k s  a s s o c i a t e d  

w i t h  i s s u i n g  l i c e n s e s  b e f o r e  t h e  Department r e c e i v e s  t h e  r e s u l t s  o f  t h e  FBI 

f i n g e r p r i n t  checks  do n o t  j u s i t f y  t h e  a d d i t i o n a l  l i c e n s e  p r o c e s s i n g  t ime .  



A review o f  t h e  insurance  a p p l i c a n t  f i n g e r p r i n t  checks made by t h e  FBI dur ing  

1978 suppor t s  t h e  conten t ion  t h e r e  would be l i t t l e  r i s k  i n  i s s u i n g  l i c e n s e s  

be fo re  f i n g e r p i n t  r e s u l t s  a r e  rece ived .  For example, o f  t h e  a p p l i c a n t s  

f i n g e r p r i n t e d  dur ing  1978: 

- Only 6% had c r imina l  records .  O f  4,212 a p p l i c a n t s ,  on ly  252 had 

c r imina l  r eco rds .  Many of  t h e  r eco rds  were f o r  d r i v i n g  while  under 

t h e  i n f luence  of  a lcohol .  
- Only 0.5% were denied l i c e n s e s  because o f  c r imina l  records .  O f  4,212 

a p p l i c a n t s ,  on ly  20 were denied l i c e n s e s  because o f  c r imina l  

r eco rds  . 
- Many o f  t h e  a p p l i c a n t s  t h a t  were denied l i c e n s e s  because of  a  

c r imina l  record  had c o r r e c t l y  r e p o r t e d  t h e i r  record  on t h e i r  

a p p l i c a t i o n .  I n  a  t e s t  sample o f  51 a p p l i c a n t s ,  on ly  t h r e e  were 

denied l i c e n s e s  because of  c r imina l  records .  However, a l l  t h r e e  

a p p l i c a n t s  c o r r e c t l y  r epo r t ed  t h e i r  record  on t h e i r  a p p l i c a t i o n .  

Based upon t h e  above review i t  appears  t h e r e  i s  l i t t l e  r i s k  i n  l i c e n s i n g  

a p p l i c a n t s  before  f i n g e r p r i n t  r e s u l t s  a r e  rece ived .  However, t h e  p o l i c y  of 

f i n g e r p r i n t i n g  a p p l i c a n t s  appears  t o  be a  sound one i n  t h a t  1) f i n g e r p r i n t i n g  

o f f e r s  a c o n t r o l  over  t h e  t r u t h f u l n e s s  of  a p p l i c a n t  responses  on a p p l i c a t i o n s  

and 2 )  t h e  s e r v i c e  is performed by t h e  FBI without  charge t o  t h e  Department. 

F u r t h e r ,  i t  appears  t h a t  t h e  p r a c t i c e  o f  f i n g e r p r i n t i n g  may d e t e r  persons with 

c r imina l  r eco rds  from apply ing  f o r  l i c e n s u r e .  For example, p r i o r  t o  1976-77 

t h e  Department f i n g e r p r i n t e d  a p p l i c a n t s  but  d i d  not  compare t h e  r e s u l t s  of t h e  

f i n g e r p r i n t  check a g a i n s t  t h e  a p p l i c a n t ' s  responses  on t h e  l i c e n s e  appl i -  

c a t i on .  A review of  t h e  Department's records  revea led  t h a t  e leven  percent  of  

t h e  a p p l i c a n t s  p r i o r  t o  f i s c a l  year  1976-77 had c r imina l  records .  However, 

s i n c e  t h e  Department has begun t o  fo l low up on f i n g e r p r i n t  r e s u l t s  t h e  number 

of  a p p l i c a n t s  wi th  c r imina l  records  has dropped t o  - s i x  percent .  



Screen Appl ica t ions  and Schedule 

T e s t s  "Over t h e  Counterv 

An inde te rminable  but  p o t e n t i a l l y  s u b s t a n t i a l  amount o f  time i n  t h e  l i c e n s i n g  

process  of  t h e  Department could be e l imina ted  i f  l i c e n s e  a p p l i c a t i o n s  were 

screened and t e s t s  scheduled "Over t h e  Counter when a p p l i c a n t s  pe r sona l ly  br ing  

t h e i r  a p p l i c a t i o n s  t o  t h e  Department. 

Cur ren t ly ,  two-thirds  of  t h e  a p p l i c a n t s  f o r  new l i c e n s e s  br ing  t h e i r  app l i -  

c a t i o n s  t o  t h e  Department. I n s t e a d  of a  Licensing Sec t ion  employee reviewing 

t h e  a p p l i c a t i o n  f o r  co r r ec tnes s  and schedul ing  t h e  examination whi le  t h e  

a p p l i c a n t  i s  t h e r e ,  t h e  a p p l i c a t i o n  i s  placed i n  a  baske t  and reviewed l a t e r .  

Th i s  procedure i s  i n e f f i c i e n t  and p o t e n t i a l l y  was te fu l  o f  time i n  t h a t ;  

- Some a p p l i c a t i o n s  a r e  no t  reviewed by t h e  Department u n t i l  t e n  days 

a f t e r  they are rece ived .  

- If a  problem i s  de t ec t ed  on t h e  a p p l i c a t i o n ,  t h e  Department must 

w r i t e  t h e  a p p l i c a n t  who then must provide t h e  needed information.  

- E v e n i f n o p r o b l e m i s d e t e c t e d o n t h e a p p l i c a t i o n t h e D e p a r t m e n t m u s t  

w r i t e  t h e  a p p l i c a n t  t o  schedule  t h e  examination. 

- Department personnel  spend a s  much a s  e i g h t  hours per  week typ ing  

l e t t e r s  t o  a p p l i c a n t s  regard ing  problems wi th  a p p l i c a t i o n s  and 

schedul ing examination da t e s .  

"Over t h e  Countert1 s c r een ing  o f  a p p l i c a t i o n s  brought t o  t h e  Department, and 

schedul ing  of  t e s t s  would e l i m i n a t e  1 )  t h e  t ime de l ays  i d e n t i f i e d  above, and 

2 )  t h e  e i g h t  hours of  s t a f f  t i m e  spent  on typ ing .  



Realign Key Employee Funct ions 

Three employees i n  t h e  Licens ing  Sec t ion  a r e  p r imar i l y  r e s p o n s i b l e  f o r  proces- 

s i n g  a l l  new l i c e n s e s .  Realignment of  l i c e n s e  process ing  r e s p o n s i b i l i t i e s  

among t h e s e  employees would he lp  prevent  de lays  i n  i s s u i n g  l i c e n s e s .  

Cur ren t ly ,  each o f  t h e  t h r e e  Licens ing  Sec t ion  employees i s  r e spons ib l e  f o r  

performing t h e  fo l lowing  t a s k s  f o r  an assigned group o f  new l i c e n s e  app l i -  

c a t i o n s .  

- reviewing a p p l i c a t i o n s  

- monitor ing l i c e n s e  examinations 

- grading  l i c e n s e  examinations 

- n o t i f y i n g  a p p l i c a n t s  o f  l i c e n s e  examination r e s u l t s  

- typ ing  t h e  l i c e n s e s  

- typ ing  congra tu l a to ry  l e t t e r s  t o  t h e  a p p l i c a n t s  

- prepar ing  computer i n p u t  documents 

- prepar ing  agent  f o l d e r s  

- answering te lephone  i n q u i r i e s  

A problem i s  c r e a t e d  when t h e  employee i s  i n t e r r u p t e d  wh i l e  performing a  t a s k .  

For example, i f  an employee is grad ing  an examination and i s  i n t e r r u p t e d  t o  

prepare  computer i n p u t  documents o r  some o t h e r  duty,  t h e  examination w i l l  be 

put a s i d e  and l e f t  u n t i l  t h e  employee can f i n d  time t o  grade  i t .  This  p re sen t  

system may prevent  an a p p l i c a n t  from r e c e i v i n g  h i s  o r  her  l i c e n s e  i n  t h e  

minimal amount of t ime. 

Realignment of  new l i c e n s e  process ing  r e s p o n s i b i l i t i e s ,  s o  t h a t  s p e c i f i c  

employees were r e spons ib l e  f o r  s p e c i f i c  l i c e n s i n g  t a s k s  would he lp  t o  prevent  

1 )  new l i c e n s e  a p p l i c a t i o n s  from being delayed a t  va r ious  process ing  s t e p s ,  and 

2 )  t h e  r e s u l t a n t  o v e r a l l  de lays  i n  i s s u i n g l i c e n s e s  t h a t  i n v a r i a b l y  fo l low such 

detainments .  



Improve Telephone Procedures  

The amount of  time spen t  by Licensing Sec t ion  employees on t h e  te lephone 

answering i n q u i r i e s  can be reduced by approximately 15 hours per  day i f  

s p e c i f i c  employees were t r a i n e d  t o  answer t h e  most f r e q u e n t l y  asked ques t ions .  

L icens ing  Sec t ion  employees c u r r e n t l y  spend an average of  30 hours each day, o r  

t h e  equ iva l en t  of  f o u r  fu l l - t ime  p o s i t i o n s ,  on t h e  te lephone  answering 

i n q u i r i e s .  There are e i g h t  employees i n  t h e  Licensing Sec t ion  whose responsi-  

b i l i t y  i t  is t o  i n i t i a l l y  answer t h e  te lephones  and provide in format ion  i f  they  

a r e  q u a l i f i e d  t o  do so .  However, our  s tudy  revea led  t h a t :  
- More than  50 percent  of t h e  te lephone  c a l l s  t o  t h e  Licens ing  Sec t ion  

invo lve  ques t i ons  of  a  genera l  n a t u r e  such as agent  q u a l i f i c a t i o n s .  

- The employees i n i t i a l l y  answering t h e  te lephones  i n  t h e  Licensing 

Sec t ion  a r e  no t  q u a l i f i e d  t o  answer such ques t i ons  and must t r a n s f e r  

t h e  c a l l  t o  another  S e c t i o n  employee. 

- The o t h e r  Sec t ion  employee t o  whom t h e  c a l l  is t r a n s f e r r e d  i s  usua l ly  

one of  t h e  S e c t i o n ' s  key employees (page 23) who must s t o p  proces- 

s i n g  l i c e n s e  a p p l i c a t i o n s  t o  answer t h e  c a l l e r ' s  ques t ion .  

Therefore ,  more than  h a l f  t h e  time t h e  c u r r e n t  L icens ing  Sec t ion  te lephone 

procedures r e s u l t  i n  two employees responding t o  one te lephone c a l l  and 

f requent  i n t e r r u p t i o n s  and r e s u l t a n t  de lays  i n  t h e  process ing  o f  l i c e n s e  

a p p l i c a t i o n s .  I f  s p e c i f i c  Licensing Sec t ion  employees were t r a i n e d  t o  answer 

te lephones  and respond t o  ques t i ons  of a  gene ra l  n a t u r e  1)  t o t a l  staff hours 

spen t  on t h e  te lephone could be reduced by approximately one h a l f ,  o r  15 hours 

per  day, and 2)  t h e  equiva len t  of two f u l l - t i m e  p o s i t i o n s  could be reass igned  

t o  o the r  d u t i e s .  



Use Computer t o  Type 

and Mail Licenses  

The use  o f  a v a i l a b l e  computer capac i ty  by t h e  Licens ing  Sec t ion  t o  p r i n t  

l i c e n s e s ,  and type  and address  congra tu l a to ry  l e t t e r s  would reduce s t a f f  

workload. 

The Department c u r r e n t l y  u se s  t h e  equiva len t  of  a 1/3 fu l l - t ime  p o s i t i o n  t o  

hand type  a l l  new l i c e n s e s ,  renewal l i c e n s e s  needing c o r r e c t i o n ,  and 

congra tu l a to ry  l e t t e r s  from t h e  D i r ec to r  t o  s u c c e s s f u l  a p p l i c a n t s .  Th i s  manual 

p rocess  is  time consuming and unnecessary i n  t h a t  t h e  Department 's  computer i s  

a l r e a d y  programmed t o  type  l i c e n s e s  and can be e a s i l y  programmed t o  c o r r e c t  

renewal l i c e n s e s  and type  and add re s s  congra tu l a to ry  l e t t e r s .  

The Arizona Real E s t a t e  Department, which i s s u e s  approximately twice  a s  many 

l i c e n s e s  a s  t h e  Department of Insurance ,  c u r r e n t l y  u se s  its computer t o  p r i n t  

l i c e n s e s .  The Real E s t a t e  Department computer produces a  t h r ee -pa r t  form which 

inc ludes  a  p r i n t e d  l i c e n s e ,  an addressed envelope and a d u p l i c a t e  l i c e n s e  f o r  

t h e  Department's f i l e s .  

By expanding t h e  use  of  its computer t o  type  l i c e n s e s ,  congra tu l a to ry  l e t t e r s  

and envelopes t h e  Department would reduce t h e  workload i n  t h e  Licens ing  S e c t i o n  

approximately 1/3 o f  a f u l l - t i m e  equ iva l en t  p o s i t i o n .  



Use Video-Terminals t o  

Input  L icens ing  Data 

The use  o f  video-terminals  t o  i npu t  l i c e n s i n g  d a t a  i n t o  t h e  computer would 

reduce s t a f f  workload and c o s t s .  

L icens ing  Sec t ion  employees c u r r e n t l y  hand pos t  l i c e n s i n g  informat ion  onto  

computer coding forms. These forms a r e  s e n t  t o  t h e  Department of  

Adminis t ra t ion  where t h e  in format ion  i s  keypunched and en t e r ed  i n t o  t h e  

computer. A s t udy  by t h e  Department of Adminis t ra t ion ' s  Data Center  revea led  

t h a t  1 )  i t  would be more e f f i c i e n t  f o r  t h e  Insurance  Department t o  use video- 

t e rmina l s  t o  i n p u t  l i c e n s i n g  informat ion  i n t o  t h e  computer and 2 )  t h e  use o f  

video-terminals  would gene ra t e  a n e t  annual s av ings  t o  t h e  Department of  

approximately $4,000 i n  t h a t  Department o f  Adminis t ra t ion keypunching charges 

($8,500 du r ing  f i s c a l  year  1977-78) would be e l imina t ed .  I n  a d d i t i o n ,  i t  

appears  t h a t  t h e  use of video-terminals  would reduce t h e  Licensing Sec t ion  

workload approximately 1/6 o f  an equ iva l en t  fu l l - t ime  p o s i t i o n .  

Use P r i v a t e  Firms To Perform 

Tes t ing  and F i n g e r p r i n t i n g  Funct ions 

The Department c u r r e n t l y  t e s t s  and f i n g e r p r i n t s  l i c e n s e  a p p l i c a n t s .  These 

func t ions  can be performed more e f f i c i e n t l y  by p r i v a t e  companies wi th  r e s u l t a n t  

r educ t ions  i n  Licens ing  Sec t ion  s t a f f  requirements .  

Tes t i ng  

Department personnel  c u r r e n t l y  perform a l l  of t h e  func t ions  a s s o c i a t e d  wi th  

t e s t i n g  l i c e n s e  app l i can t s .  Department personnel develop, monitor and grade 

examinations and n o t i f y  a p p l i c a n t s  of  t h e i r  s co re s .  



I n  o r d e r  t o  eva lua t e  t h e  t e s t i n g  of  a p p l i c a n t s  t h e  Of f i ce  of  t he  Auditor 

General reviewed Department t e s t i n g  p r a c t i c e s  and p o l i c i e s  and observed two 

a c t u a l  examination se s s ions .  This  review revea led  t h a t :  

- The Department uses  t h e  equiva len t  o f  two fu l l - t ime  p o s i t i o n s  t o  

perform t h e  func t ions  a s s o c i a t e d  wi th  t e s t i n g  l i c e n s e  a p p l i c a n t s .  

- The Department uses  only one ve r s ion  of  each t e s t  and some t e s t  

con ten t s  have no t  been changed f o r  f o u r  yea r s .  This  a l lows t e s t  

con ten t s  t o  be communicated by word o f  mouth, thereby compromising 

t h e  t e s t .  It a l s o  al lows a p p l i c a n t s  who r e t a k e  t h e  t e s t  t o  " l e a r n  

t h e  t e s t n  r a t h e r  than  t h e  s u b j e c t  ma t t e r .  

- The Department does no t  have adequate  t e s t i n g  space.  A s  a  r e s u l t ,  

a p p l i c a n t s  sometimes s i t  shoulder  t o  shoulder  dur ing  t e s t i n g  

s e s s i o n s  wi th  answer s h e e t s  only s i x  i nches  a p a r t ,  thereby 

jeopard iz ing  t h e  i n t e g r i t y  o f  t h e  t e s t i n g  process .  

- Department personnel  do not  main ta in  adequate  s e c u r i t y  dur ing  

t e s t i n g  s e s s ions .  It was observed t h a t  i d e n t i f i c a t i o n  i s  not  always 

checked when a p p l i c a n t s  r e p o r t  t o  examining a r e a s .  It was a l s o  

observed t h a t  monitors  l e f t  t h e  a p p l i c a n t s  unat tended twice du r ing  

one examination s e s s i o n  f o r  per iods  of  f i v e  t o  t e n  minutes.  



Educat ional  Tes t i ng  Serv ice  (ETS) i s  a nat ionwide,  p ro fe s s iona l  t e s t i n g  

s e r v i c e .  Cur ren t ly ,  t h e r e  a r e  seven s ta te  Insurance  Departments (Colorado, 

Delaware, I l l l 'zIois ,  Ind iana ,  Massachuset ts ,  Pennsylvania  and Wisconsin) t h a t  

use ETS t o  perform a l l  of t h e  t e s t i n g  func t ions  c u r r e n t l y  being performed by 

Department personnel .  The Insurance  Departments u s ing  ETS r epo r t ed  t o  t h e  

O f f i c e  of t h e  Auditor  General t h a t  they  prev ious ly  performed a l l  o f  t h e  t e s t i n g  

func t ions  themselves but encountered many of  t h e  same problems t h e  Arizona 

Department is  p r e s e n t l y  experiencing.  These Insurance  Departments s t a t e d  t h a t  

by u s ing  ETS: 

- The Department workload was reduced 

- The con ten t  q u a l i t y  o f  t h e  examinations improved 

- The examinations were r e v i s e d  by ETS a t  l e a s t  once a year  

- Tes t ing  f a c i l i t i e s  were improved as ETS provides  i ts own t e s t i n g  

f a c i l i t i e s  
- Examination monitor ing and s e c u r i t y  improved 

Based upon our  review of t h e  t e s t i n g  p r a c t i c e s  and p o l i c i e s  of t h e  Department 

and t h e  exper ience  of  t h e  seven s t a t e  Insurance  Departments t h a t  use ETS, i t  

appears  t h a t  o v e r a l l  insurance  l i c e n s i n g  t e s t  q u a l i t y  would improve and 

Department workload would decrease  i f  t h e  Department used ETS t o  perform its 

t e s t i n g  func t ions .  While t h e r e  would be no a d d i t i o n a l  c o s t  t o  t h e  S t a t e ,  i t  

should be noted t h a t  t h e  use of  ETS would n e c e s s i t a t e  an i n c r e a s e  i n  t h e  

examination f e e  charged l i c e n s e  a p p l i c a n t s .  However, even an i nc reased  

insurance  examination f e e  would be lower than  t h a t  charged f o r  most occupa- 

t i o n a l  examinations i n  Arizona a s  shown i n  Table 6.  



TABLE 6 

- A COMPARISON OF EXAMINATION FEES 
FOR PROFESSIONAL LICENSES I N  A R I Z O N A  

L i c e n s e  

Medical  Doctor  
V e t e r i n a r i a n  
C o n t r a c t o r  
P s y c h o l o g i s t  
D e n t i s t  
C h i r o p r a c t o r  
C e r t i f i e d  P u b l i c  Accountant  
Pharmac i s t  
Os teopa th  
Barber  
Nurse 
O p t o m e t r i s t  
Naturopath  
Real  E s t a t e  Agent 
INSURANCE Agent - P r e s e n t  
INSURANCE Agent - Using ETS 

Fee  - 
$200 
$150 
$135" 
$130 
$125 
$100 
$100 
$100 
$ 75 
$ 50 
$ 50 
$ 25 
$ 25 
$ 25 
$ 5-$lo** 
$ 17-$34"" 

* $135 i s  t h e  l o w e s t  examina t ion  f e e  charged  
f o r  a c o n t r a c t o r ' s  l i c e n s e .  ** Fees  v a r y  depending upon t h e  number o f  
i n s u r a n c e  l i n e s  f o r  which t h e  a p p l i c a n t  
wishes  t o  be  t e s t e d .  

F i n g e r p r i n t i n g  

The Department c u r r e n t l y  u s e s  t h e  e q u i v a l e n t  o f  a 1/2 f u l l - t i m e  p o s i t i o n  t o  

f i n g e r p r i n t  l i c e n s e  a p p l i c a n t s .  T h i s  f u n c t i o n  can  be performed more 

e f f i c i e n t l y  by p r i v a t e  companies. 

Department o f  I n s u r a n c e  pe r sonne l  f i n g e r p r i n t  a l l  i n s u r a n c e  l i c e n s e  a p p l i c a n t s  

and forward t h e  f i n g e r p r i n t s  t o  t h e  F e d e r a l  Bureau o f  I n v e s t i g a t i o n  (FBI) f o r  

review.  (page 19) The Arizona Rea l  E s t a t e  Depar tment ,  however, u s e s  p r i v a t e  

companies t o  f i n g e r p r i n t  l i c e n s e  a p p l i c a n t s .  The f o l l o w i n g  compar ison between 

t h e  f i n g e r p r i n t i n g  p r o c e s s e s  a t  t h e  Department o f  I n s u r a n c e  and t h e  Real E s t a t e  

Department demons t ra tes  t h e  b e n e f i t s  o f  u s i n g  p r i v a t e  companies t o  f i n g e r p r i n t  

a p p l i c a n t s .  



TABLE 7 

Measurable 
A t t r i b u t e s  

A COMPARISON OF THE FINGERPRINTING 
PROCESSES AT THE REAL ESTATE DEPART- 

MENT AND THE DEPARTMENT OF INSURANCE 

Department 
of  Insurance  

S t a f f  t i m e  devoted t o  f inger -  
p r i n t i n g  a p p l i c a n t s  1/2 fu l l - t ime  p o s i t i o n  

Cost t o  a p p l i c a n t s  No charge 

Average number of  a p p l i c a n t s  
i n i t i a l l y  f i n g e r p r i n t e d  each 
month 

Percent  of  i n i t i a l  f i n g e r p r i n t s  
r e tu rned  by t h e  FBI a s  being 
unreadable  

Real E s t a t e  
Department 

4 

None 

$2 i f  taken a t  t h e  
Department. No 
charge i f  taken a t  4 
law enforcement 
agency 

The percentage o f  f i n g e r p r i n t s  r e tu rned  by t h e  FBI a s  being unreadable  i s  

important because i n  t h e  event  t h e  f i n g e r p r i n t s  a r e  unreadable ,  t h e  a p p l i c a n t s  

must be f i n g e r p r i n t e d  aga in .  Re f inge rp r in t i ng  i s  inconvenient  f o r  a p p l i c a n t s  4 
and adds t ime t o  t h e  e n t i r e  l i c e n s i n g  process .  It i s  noteworthy t h a t  t h e  

percentage o f  r e tu rned  i n i t i a l  f i n g e r p r i n t s  i s  f i v e  t imes  h igher  f o r  t h e  

Department of  Insurance  and ye t  t h e  Real E s t a t e  Department f i n g e r p r i n t s  f i v e  

t imes a s  many a p p l i c a n t s .  

Replace Pool Employees 

With Permanent Employees 

Curren t ly ,  four  Department of  Insurance pool employees a r e  used exc lus ive ly  i n  4 
t h e  Licens ing  Sec t ion .  This  p r a c t i c e  i s  i n e f f i c i e n t  and an  apparent 

circumvention o f  l e g i s l a t i v e  i n t e n t .  



The Licensing Sec t ion  i s  au thor ized  12 fu l l - t ime  equ iva l en t s  (FTE's) .  I n  

a c t u a l i t y ,  however, t h e  Licensing S e c t i o n  s t a f f i n g  l e v e l  i s  16 FTE i n  t h a t  fou r  

Department pcol employees a r e  used exc lus ive ly  and on a  fu l l - t ime  b a s i s  by t h e  

Licensing s e c t i d n .  These f o u r  pool employees, a t  a s a l a r y  c o s t  o f  $33,500 per  

yea r ,  a r e  no t  shown a g a i n s t  t h e  Licens ing  Sec t ion  au tho r i zed  s t a f f i n g  l e v e l .  

A s  such, t h e  use  of t h e s e  four  employees a s  de f a c t o  Licens ing  Sec t ion  

employees has never rece ived  o f f i c i a l  l e g i s l a t i v e  s anc t ion .  Therefore ,  i t  

appears  t h a t  a  Licensing S e c t i o n  s t a f f i n g  l e v e l  of  16 FTE c o n s t i t u t e s  a  

circumvention o f  l e g i s l a t i v e  i n t e n t .  However, implementing t h e  e f f i c i e n c i e s  

d i scussed  i n  t h e  previous pages would reduce s t a f f i n g  by s i x  FTS1s thereby  

e l i m i n a t i n g  t h e  need f o r  t h e s e  f o u r  pool employees. 

CONCLUSION 

Licens ing  Sec t ion  procedures and p o l i c i e s  cause unnecessary de l ays  i s s u i n g  

l i c e n s e s  and c r e a t e  a  need f o r  excess ive  s t a f f i n g .  The time r e q u i r e d  t o  i s s u e  

a  l i c e n s e  can be reduced by as much a s  3  1 /2  weeks, Sec t ion  s t a f f i n g  by a s  much 

a s  f iveful l - t ime p o s i t i o n s  and Department expendi tures  reduced by a s  much a s  

$43,800 per  year  i f  1 )  t h e  Department amends i t s  f i n g e r p r i n t i n g  p o l i c y  and 2 )  

c u r r e n t  l i c e n s i n g  i n e f f i c i e n c i e s  a r e  e l imina ted .  

RECOMMENDATION 

1.  We recommend t h a t  t h e  Department of  Insurance  i s s u e  l i c e n s e s  before  t h e  

r e s u l t s  of  FBI f i n g e r p r i n t  checks a r e  rece ived .  We a l s o  recommend t h e  

Department cont inue  t o  i n v e s t i g a t e  and t a k e  app rop r i a t e  a c t i o n  when FBI 

f i n g e r p r i n t  checks d i s c l o s e  c r imina l  r eco rds  not  p r ev ious ly  s t a t e d  on 

l i c e n s e  a p p l i c a t i o n s .  

2. We recommend t h a t  t h e  fo l lowing  changes be made i n  work procedures: 

a )  s c r een  a p p l i c a t i o n s  and schedule  examinations Ifover t h e  counter1' 

r a t h e r  than  by mail .  

b)  r e a l i g n  t a s k s  assigned t o  key employees. 

c )  t r a i n  s p e c i f i c  employees t o  answer a l l  gene ra l  t e lephone  i n q u i r i e s .  

d )  use  t h e  computer t o  type l i c e n s e s  and envelopes.  

e )  use video-terminals  t o  i n p u t  d a t a  t o  t h e  computer. 



3. We recommend t h a t  t h e  Department of  Insurance  u s e  p r i v a t e  companies t o  

conduct t e s t i n g  and f i n g e r p r i n t i n g  of  a p p l i c a n t s .  

- a 
4. We recommend t h a t  t h e  Department of  Insurance  d i s con t inue  t h e  p r a c t i c e  o f  

u s ing  pool employees a s  de f a c t o  Licens ing  Sec t ion  employees. 



FINDING I11 

THE PUBLIC I S  UNAWARE THAT CONSUMER COMPLAINT SERVICES ARE AVAILABLE TO ASSIST 

THEM. ALSO, THE DEPARTMENT IS  FAILING TO USE THE COMPLAINT DATA I T  HAS TO 

REGULATE COMPANIES AND AGENTS. 

The Consumer Complaint Sec t ion  o f  t h e  Department of Insurance  annual ly  r e c e i v e s  

and processes  more than 5,000 w r i t t e n  complaints a g a i n s t  insurance  companies 

and agents .  The Department i s  g e n e r a l l y  e f f e c t i v e  i n  i ts  a c t i o n s  wi th  t h e s e  

complaints.  However, t h e  pub l i c  is  g e n e r a l l y  unaware t h e  Department o f f e r s  

such s e r v i c e s ,  and l i t t l e  is  done by t h e  Department t o  use  complaint d a t a  i n  

t h e  r e g u l a t i o n  o f  companies and agents .  

The P u b l i c  Is Unaware o f  Consumer 

Complaint Se rv i ce s  

Despi te  t h e  f a c t  t h a t  consumer complaint i n v e s t i g a t i o n s  a r e  both e f f e c t i v e  and 

f r e e  of charge,  Arizona consumers appear  t o  be l a r g e l y  unaware t h a t  t h e  

Department o f f e r s  t h e s e  s e r v i c e s .  Overa l l  complaint r a t i o s  a r e  s i g n i f i c a n t l y  

lower t han  those  of  s e v e r a l  o t h e r  s t a t e s  and many of t h e  complaints  t h a t  a r e  

f i l e d  a r e  i n i t i a l l y  d i r e c t e d  t o  o t h e r  e n t i t i e s  because of t h e  l a c k  of  pub l i c  

awareness of t h e  Department's consumer s e r v i c e s .  F u r t h e r ,  most complainants 

l e a r n  of t h e s e  s e r v i c e s  by "word o f  mouth." Seve ra l  o t h e r  s t a t e  insurance  

departments have developed programs t o  i n c r e a s e  pub l i c  awareness of  consuiner 

complaint s e r v i c e s .  

Complaint Ra t io s  Are Low 

The Arizona Department of Insurance  r e c e i v e s  fewer complaints  per  1,000 

popula t ion  than  t h e  average f o r  46 o t h e r  s t a t e s .  F u r t h e r ,  Arizona r ece ives  

s i g n i f i c a n t l y  fewer complaints per  1,000 popula t ion  than  t h e  t e n  l ead ing  

s t a t e s .  Table 8 compares Arizona 's  complaint r a t i o  wi th  t hose  of t h e  t e n  

l e a d i n g  s t a t e s  and t h e  average complaint r a t i o  f o r  a l l  s t a t e s .  



TABLE 8 

A COMPARISON OF ARIZONA'S NUMBER OF COMPLAINTS 
PER 1,000 POPULATION WITH THOSE OF THE TEN LEADING 

STATES AND THE AVERAGE FOR 46 STATES 

S t a t e  Complaints/ 1,000 

Delaware 
Georgia 
Kansas 
North Caro l ina  
F lo r ida  
Nevada 
Colorado 
Maryland 
Pennsylvania 
New York 
Average f o r  46 S t a t e s *  
A R I Z O N A  

* Complaint d a t a  was no t  a v a i l a b l e  from t h r e e  
s t a t e s :  Alabama, Missouri  and Rhode I s l a n d .  

A s  shown i n  Table  8 ,  t h e  t e n  l e a d i n g  s t a t e s  have complaint r a t i o s  from 1 1/2 t o  

11 t imes g r e a t e r  than Arizona 's .  Arizona 's  r e l a t i v e l y  low complaint r a t i o  may 

mani fes t  a  genera l  pub l i c  unawareness of  t h e  Department 's  complaint s e r v i c e s .  

People  Don't Know Where t o  Complain 

A s  much a s  20% of  t h e  people who do f i l e  complaints  wi th  t h e  Department 

i n i t i a l l y  con tac t  o the r  e n t i t i e s  because they do no t  know t h e  Department's 

s e r v i c e s  e x i s t .  

The Of f i ce  o f  t h e  Auditor General contac ted  seven e n t i t i e s  consumers might c a l l  

t o  r e s o l v e  an insurance  complaint .  These e n t i t i e s  were: The B e t t e r  Busines 

Bureau, t h e  Governor 's  O f f i c e ,  t h e  Of f i ce  o f  t h e  Attorney General ,  The 

Corporat ion Commission, t h e  Department of  Economic S e c u r i t y ,  t h e  Department of 

P u b l i c  S a f e t y  and t h e  C a p i t a l  Switchboard. These e n t i t i e s  r ece ive  and r e f e r  

more than 100 c a l l s  per  week r ega rd ing  insurance  complaints .  It should be 

noted t h a t  i n  most ca se s ,  t h e s e  c a l l e r s  were no t  i n i t i a l l y  aware t h a t  t h e  

Department of Insurance  e x i s t e d .  



The 100 c a l l s  per  week r e f e r r e d  by t h e  above seven e n t i t i e s  is  s i g n i f i c a n t  i n  

t h a t  1 )  many formal w r i t t e n  complaints  first begin a s  te lephone  i n q u i r i e s  and 

2 )  t h e s e  100 c a l l s  per  week r ep re sen t  15% t o  20% o f  t h e  volume o f  te lephone 

i n q u i r i e s  rece ived  by t h e  Department of  Insurance  each week. 

Most People Learn About t h e  

Se rv i ce s  by ''Word o f  Mouth1' 

An a d d i t i o n a l  i n d i c a t i o n  o f  t h e  l a c k  o f  p u b l i c  awareness of  t h e  Department 's  

consumer complaint s e r v i c e s  is  t h a t  most people l e a r n  of t h e s e  s e r v i c e s  by 

"word mouth.'' An Auditor General survey of  persons who f i l e d  complaints  wi th  

t h e  Department of  Insurance  dur ing  1978 revea led  t h a t  55% of  t h e s e  complainants 

l e a rned  o f  t h e  Department 's  s e r v i c e s  from f r i e n d s ,  r e l a t i v e s  o r  insurance  

agents .  This  f a c t  coupled with t h e  high volume o f  consumer complaints  t h a t  a r e  

i n i t i a l l y  f i l e d  wi th  e n t i t i e s  o t h e r  than  t h e  Department of  Insurance  i n d i c a t e s  

t h e  need f o r  a more vigorous program t o  i n c r e a s e  p u b l i c  awareness of t h e  

Department's consumer complaint s e r v i c e s ,  

Methods Used by Other S t a t e s  t o  

Inc rease  P u b l i c  Awareness of  Se rv i ce s  

According t o  Department o f  Insurance  o f f i c i a l s ,  t h e  Department has no t  exten- 

s i v e l y  pub l i c i zed  i ts  consumer complaint s e r v i c e s  because of t i m e  c o n s t r a i n t s .  

An occass iona l  news r e l e a s e  o r  pub l i c  speech c o n s t i t u t e s  t h e  e x t e n t  of  t h e  

Department's p u b l i c i t y  e f f o r t s  i n  1978. Those news r e l e a s e s  t h a t  were i s s u e d  

i n  1978 were confined t o  sma l l ,  r u r a l  newspapers t o  i n c r e a s e  r u r a l  awareness.  

The l i m i t e d  pub l i c  speeches t h a t  were made i n  1978 were f o r  t h e  most p a r t  

p resen ted  a t  insurance  i n d u s t r y  meet ings,  no t  t o  t h e  gene ra l  publ ic .  

During one survey o f  o t h e r  s t a t e  insurance  departments ,  we i d e n t i f i e d  s e v e r a l  

methods t h a t  a r e  being used t o  i n c r e a s e  pub l i c  awareness of  consumer s e r v i c e s  

t h a t  could a l s o  be used by t h e  Arizona Department of  Insurance .  For example, 

e i g h t  s t a t e s  r epo r t ed  ex t ens ive  use o f  pub l i c  speaking  engagements t o  community 

groups (such a s  s choo l s ,  s e n i o r  c i t i z e n  a s s o c i a t i o n s ,  and c i v i c  groups)  t o  

p u b l i c i z e  s e r v i c e s .  Seven s t a t e s  heav i ly  use t h e  news media. One s t a t e  

r epo r t ed  i t s  insurance  commissioner and s t a f f  appear on t e l e v i s i o n  and r a d i o  

programs t o  expla in  pub l i c  s e r v i c e s .  Another s t a t e  i s s u e s  llconswner a l e r t s 1 '  t o  

t h e  news media. F i n a l l y ,  t h r e e  s t a t e s  have t h e  media p u b l i c i z e  t o l l - f r e e  

numbers persons can c a l l  i f  they need consumer s e r v i c e s .  



Greater Use Needs to Be 

Made Of Complaint Data 

The cornpilatien and analysis of consumer complaint data is a potentially 

effective means of monitoring and investigating the conduct of insurance 

agents, agencies and companies. For example: 

The investigation of a single complaint may disclose an act or practice 

that is serious enough by itself to warrant further action. 

Analysis of total complaint data may disclose patterns of behavior which 

require further investigation. In these instances an individual 

complaint may not require action but a number of such complaints may be 

indicative of a problem. 

Our audit revealed that the Department generally takes appropriate action when 

it appears that an individual complaint warrants further investigation. The 

Department does not, however, accumulate or analyze data on total consumer 

complaints as a means to identify patterns of inappropriate behavior by 

insurance companies or agents. 

Total Complaints Against Companies 

Insurance departments in at least four other states (Wisconsin, Illinois, 

Pennsylvania and Massachusetts) analyze total complaints against companies to 

look for "problemn companies. These departments analyze the numbers of 

complaints in relation to the companies1 volume of business 

(complaints/million dollars of premium volumes). For example, the Wisconsin 

Insurance Department selects all Accident, Health and Auto insurance companies 

with ten or more complaints and calculates the ratio of complaints to million 

dollars of premium volume. An average ratio for those insurance companies is 

developed and all companies with higher than average complaint ratios are 

identified. 



By i d e n t i f y i n g  companies w i t h  h i g h e r  t h a n  a v e r a g e  compla in t  r a t i o s  t h e  

Wisconsin  I n s u r a n c e  Department 1 )  can b e t t e r  s e l e c t  companies r e q u i r i n g  

f u r t h e r  i n v e s t r g a t i o n  and /o r  market  conduct  e x a m i n a t i o n s ,  and 2 )  can b r i n g  

p u b l i c  p r e s s u r e  on companies t o  r educe  c o m p l a i n t s  i n  t h a t  t h e  c a l c u l a t e d  

compla in t  r a t i o s  a r e  p u b l i s h e d  i n  newspapers.  

I n v e s t i g a t i o n s  and Market Conduct Examinations 

The market  conduct examina t ions  t h a t  a r e  performed by t h e  Arizona Department o f  

I n s u r a n c e  a r e  des igned  t o  r e v i e w  t r e a t m e n t  o f  p o l i c y h o l d e r s  by i n s u r a n c e  

companies. However, t h e  depar tment  does n o t  f o r m a l l y  u s e  consumer compla in t  

d a t a  t o  de te rmine  companies t h a t  shou ld  be c o n s i d e r e d  f o r  such  examina t ions .  

Other  s t a t e s ,  such  a s  Wisconsin  and C a l i f o r n i a ,  r e v i e w  t h e  d i f f e r e n c e s  i n  

compla in t  r a t i o s  i n  d e t e r m i n i n g  which companies r e c e i v e  i n v e s t i g a t i o n s  and 

market  conduct  examina t ions .  A n a l y s i s  o f  A r i z o n a ' s  c o m p l a i n t s  a g a i n s t  

companies r e v e a l e d  wide d i f f e r e n c e s  i n  compla in t  r a t i o s .  For  example,  t h e  

company w i t h  t h e  h i g h e s t  compla in t  r a t i o  had 1 ,100 t i m e s  t h e  r a t i o  o f  t h e  

company w i t h  t h e  l o w e s t  r a t i o .  (577 c o m p l a i n t s  p e r  $100,000 o f  b u s i n e s s  

compared t o  .49 c o m p l a i n t s  p e r  $100,000 o f  b u s i n e s s . )  

The Department does  n o t  c u r r e n t l y  deve lop  compla in t  r a t i o s  and t h e r e f o r e ,  

cannot  u s e  consumer compla in t  d a t a  t o  i d e n t i f y  p o t e n t i a l  problem companies.  

I n s t e a d ,  t h e  Department s u b j e c t i v e l y  rev iews  t h e  number and t y p e s  o f  c o m p l a i n t s  

r e c e i v e d  a g a i n s t  companies and " c a l l  i n t t  companies f o r  i n f o r m a l  h e a r i n g s  when 

t h e y  b e l i e v e  t h e  number o f  compla in t s  is  i n o r d i n a t e l y  h igh .  The Department 

does  n o t  m a i n t a i n  r e c o r d s  o f  companies " c a l l e d  i n , "  b u t  depar tment  o f f i c i a l s  

i d e n t i f i e d  s i x  companies t h a t  were " c a l l e d  i n f v  d u r i n g  1978. A r ev iew o f  . 

compla in t  r a t i o s  f o r  1978 showed t h a t  o n l y  one o f  t h e  s i x  companies " c a l l e d  i n "  

had a n  above average  compla in t  r a t i o  w h i l e  f i f t e e n  companies w i t h  h i g h e r  

compla in t  r a t i o s  were n o t  " c a l l e d  i n . "  F u r t h e r ,  t h e  f i f t e e n  companies t h a t  

were n o t  " c a l l e d  i n "  had compla in t  r a t i o s  t h a t  were f r o m 6  ( f o r  l i f e - d i s a b i l i t y  

companies)  t o  - 78 t i m e s  ( f o r  p r o p e r t y - c a s u a l t y  companies)  h i g h e r  t h a n  t h e  

compla in t  r a t i o s  o f  t h e  companies t h a t  were l f c a l l e d  i n . "  It s h o u l d  be  no ted  

t h a t  none o f  t h e s e  f i f t e e n  companies r e c e i v e d  a  market  conduct examina t ion  

d u r i n g  1978. A comparison o f  t h e  compla in t  r a t i o s  o f  t h e  s i x  companies " c a l l e d  

i n "  and t h e  f i f t e e n  companies n o t  " c a l l e d  i n t f  i s  shown i n  Tab le  9 .  



A COMPARISON OF COMPLAINTS/$100,000 OF 
BUSINESS FOR COMPANIES "CALLED I N "  AND NOT 

"CALLED I N "  BY THE DEPARTMENT OF INSURANCE 

Companies l lCalled I n n  Companies Not "Cal led In" 

Pub l i c  P re s su re  

Developing d a t a  on complaint r a t i o s  a l s o  provides  a p o t e n t i a l l y  powerful t o o l  

f o r  u s ing  p u b l i c  p r e s s u r e  t o  r e g u l a t e  companies. I n  Wisconsin,  I l l i n o i s  and 

Massachuset ts  such complaint r a t i o  d a t a  is  e i t h e r  publ ished by t h e  departments 

o r  made a v a i l a b l e  t o  t h e  p re s s .  Th i s  pub l i c  d i s c l o s u r e  o f  complaint da t a  

provides  an added i n c e n t i v e  t o  reduce and r e s o l v e  complaints .  

To ta l  Complaints Against Agents 

A t  l e a s t  two o t h e r  s t a t e s  (Wisconsin and Kentucky) a l s o  monitor d a t a  on t o t a l  

complaints  a g a i n s t  agents .  I n  both s t a t e s  agen t s  a r e  i n v e s t i g a t e d  when ( a )  a 

s e r i o u s  complaint i s  rece ived  and/or ( b )  two complaints a r e  r ece ived  a g a i n s t  

an agent .  

Arizona does no t  formal ly  monitor complaints a g a i n s t  agents ;  however, t h e  

complaints  s e c t i o n  superv isor  has advised  us  t h a t  t h r e e  complaints a g a i n s t  an 

agent  might warrant  an i n v e s t i g a t i o n .  During our review, we i d e n t i f i e d  

fou r t een  agen t s  t h a t  rece ived  t h r e e  o r  more complaints  i n  1978. However, only 

two of  t h e  fou r t een  agents  were brought before  formal departmental  hear ings."  

It should be noted t h a t  i n  t h e s e  ca se s  i t  was t h e  s e r iousnes s  of t h e  complaints 

r a t h e r  than  t h e  number of  complaints t h a t  l e d  t o  t h e  i n v e s t i g a t i o n  and hear ing.  

F u r t h e r ,  i t  appears  t h a t  monitor ing complaints  could have prevented some harm 

t o  customers. For example, one o f  t h e s e  agen t s  had amassed seven complaints 

before  being brought t o  hear ing.  

* The Department revoked t h e  l i c e n s e s  of  both agents .  



No formal a c t i o n  was taken by t h e  Department a g a i n s t  t h e  o t h e r  twelve agents  

wi th  t h r e e  o r  more complaints (one of which had seven complaints and two had 

s i x  compla in ts ) .  It should be noted t h a t  i t  i s  r e l a t i v e l y  r a r e  f o r  an 

insurance  agent  i n  Arizona t o  have one complaint f i l e d  a g a i n s t  them. O f  t h e  

insurance  agents  i n  Arizona, l e s s  than  4% had a complaint f i l e d  a g a i n s t  them i n  

1978 and only  .08% had t h r e e  o r  more complaints f i l e d  a g a i n s t  them. 

CONCLUSIONS 

It appears  t h a t  t h e  pub l i c  i s  g e n e r a l l y  unaware o f  t h e  Department of  

Insurance ' s  consumer complaint s e r v i c e s .  F u r t h e r ,  t h e  Department i s  no t  

compiling and ana lyz ing  consumer complaint d a t a  t o  i d e n t i f y  p o t e n t i a l  problem 

insurance  companies, agenc ies  and agents .  A s  a r e s u l t ,  Arizona consumers may 

have complaints but  be unaware o f  where t o  f i n d  he lp  and t h e  Department 's  

a b i l i t y  t o  i d e n t i f y  and r e g u l a t e  problem insurance  companies, agenc ies  and 

agen t s  i s  diminished. 

RECOMMENDATIONS 

1. We recommend t h a t  t h e  Department a c t i v e l y  s eek  t o  p u b l i c i z e  i t s  complaint 

s e r v i c e s .  

2. We recommend t h a t  t h e  Department develop and ana lyze  d a t a  on 

complaints/$100,000 d o l l a r s  of  premium volume. We recommend f u r t h e r  t h a t  

t h i s  data:  

( a )  be used t o  determine which companies r ece ive  f u r t h e r  i n v e s t i g a t i o n  

and market conduct examinations 

( b )  be pub l i c i zed  e i t h e r  by r e l e a s e  t o  t h e  p re s s  o r  by pub l i ca t i on  i n  t h e  

Department's annual r e p o r t  

3. We recommend t h a t  t h e  Department monitor t o t a l  complaints rece ived  by 

each agent  and conduct i n v e s t i g a t i o n s  of  a l l  agen t s  r e c e i v i n g  more than  a 

s p e c i f i e d  number o f  complaints.  



FINDING I V  

GREATER DEPARTPIENT ACTION I S  NEEDED WITH REGARD TO THE PUBLIC INTEREST AS IT 

PERTAINS TO CONSUMER EDUCATION AND PUBLIC INVOLVEMENT. 

The Arizona Department of Insurance  i s  substandard w i th  regard  t o  t h e  develop- 

ment of consumer brochures and t h e  development of r e a d a b i l i t y  r e g u l a t i o n s  when 

compared t o  o t h e r  s t a t e  insurance  departments.  I n  a d d i t i o n ,  t h e  Department has 

been g e n e r a l l y  unsuccessful  i n  involv ing  t h e  p u b l i c  i n  t h e  making of r u l e s  and 

r egu la t i ons .  

Consumer Brochures 

Most o t h e r  s t a t e  insurance  departments have found i t  t o  be i n  t h e  pub l i c  

i n t e r e s t  t o  encourage and f a c i l i t a t e  consumer educat ion.  A t  l e a s t  t h i r t y - t h r e e  

o t h e r  s t a t e s  now prepare  and d i s t r i b u t e  consumer brochures  cover ing  a  v a r i e t y  

of t o p i c s  i nc lud ing  guides  on how t o  buy h e a l t h ,  automobile ,  homeowners and 

l i f e  insurance .  Other brochures a r e  designed t o  inform consumers o f  t h e i r  

r i g h t s  and/or  t e l l  them how t o  r e so lve  complaints.  Seve ra l  s t a t e s  a l s o  publ i sh  

insurance  p r i c e  comparisons t o  show consumers t h e  s av ings  a v a i l a b l e  by shopping 

f o r  insurance .  

The Arizona Department of  Insurance  has no t  developed any consumer brochures.  

According t o  Department o f f i c i a l s ,  t h e  Department does no t  have t h e  necessary  

s t a f f  o r  resources  t o  develop consumer brochures .  However, e f f e c t i v e  

January 1 ,  1979, t h e  Department d id  begin t o  r e q u i r e  l i f e  insurance  companies 

t o  f u r n i s h  a  buyer 's  guide* wi th  each po l i cy  so ld .  While t h i s  i s  noteworthy, a  

number of  o t h e r  s t a t e s  do more. For example, Pennsylvania  has publ ished more 

than  40 consumer brochures s i n c e  1971. (Appendix A )  Kansas and Washington 

have publ ished s i x  and e i g h t  consumer brochures ,  r e s p e c t i v e l y .  

* This  guide was developed by t h e  Nat ional  Assoc ia t ion  o f  Insurance  Commis- 
s i o n e r s  and i s  inc luded  on Appendix B. 



READABILITY REGULATIONS 

Although insurance  p o l i c i e s  a r e  reviewed by t h e  Department t o  e l i m i n a t e  

ambiguous o r  misleading c l a u s e s ,  many consumers may s t i l l  no t  understand t h e i r  

po l i c i e s .*  This  i s  due t o  t h e  f a c t  t h a t  t h e  p o l i c i e s  a r e  s t i l l  complicated 

documents con ta in ing  many t e c h n i c a l  and l e g a l  terms unfami l i a r  t o  t h e  consumer. 

Fu r the r ,  t h e  12nguage used t o  d r a f t  p o l i c i e s  o f t e n  does not  f a c i l i t a t e  read ing .  

Some s t a t e s ,  such a s  C a l i f o r n i a  and Wisconsin,  have developed r e a d a b i l i t y  

r e g u l a t i o n s  t o  he lp  consumers i n  understanding l i f e  and d i s a b i l i t y  p o l i c i e s .  

Readab i l i t y  r e g u l a t i o n s  gene ra l l y  s p e c i f y  t h a t  p o l i c i e s  must pass  r e a d a b i l i t y  

tests. They r e g u l a t e  t h e  s i z e  of p r i n t  t h a t  may be used and t h e  arrangement of  

t h e  po l icy .  P o l i c i e s  developed f o r  r e a d a b i l i t y  a l s o  o f t e n  i n c l u d e  examples t o  

he lp  t h e  r eade r  a l though t h i s  i s  not  r equ i r ed .  An a c t u a l  example of  a  c l ause  

from a  s t anda rd  po l i cy  and an example o f  a  c l a u s e  from a  r eadab le  p o l i c y  are 

shown below. 

(Standard Po l i cy )  

RECURRENT DISABILITIES. Successive per iods  o f  t o t a l  
d i s a b i l i t y  which occur  whi le  t h i s  po l i cy  i s  i n  f o r c e ,  and 
which r e s u l t  from t h e  same o r  r e l a t e d  causes  w i l l  be 
considered a s  one cont inuous per iod  of  t o t a l  d i s a b i l i t y  i f  
monthly income o r  a  p o r t i o n  t he reo f  was payable  f o r  t h e  
e a r l i e r  of  t h e  two per iods  except  t h a t  i f  t h e  Insured  has  
between such per iods  engaged i n  t h e  In su red ' s  r e g u l a r  
occupat ion and performed a l l  t h e  important  d u t i e s  t he reo f  
on a  fu l l - t ime  b a s i s  f o r  a t  l e a s t  s i x  consecut ive  months, 
t h e  l a t t e r  per iod  w i l l  be cons idered  a s  a  new and indepen- 
dent  per iod  o f  t o t a l  d i s a b i l i t y  and t h e  b e n e f i t s  of  t h i s  
p o l i c y  w i l l  be payable accord ingly .  

(Readable Po l i cy )  

RECURRENT DISABILITIES. A pe r iod  o f  d i s a b i l i t y  due t o  t h e  
same o r  r e l a t e d  cause a s  t h a t  of an e a r l i e r  per iod  of  
d i s a b i l i t y  may be considered t o  be a  con t inua t ion  o f  t h e  
e a r l i e r  per iod.  This  depends on how much time has  passed 
from t h e  end of e a r l i e r  per iod  t o  t h e  d a t e  t h e  c u r r e n t  
d i s a b i l i t y  began. I f  l e s s  t han  s i x  months have passed,  we 
w i l l  cons ider  i t  t o  be a  con t inua t ion  o f  t h e  e a r l i e r  
per iod .  I f  s i x  months o r  more have passed,  we w i l l  
cons ider  i t  t o  be a  new per iod  o f  d i s a b i l i t y .  

Example: You were d i s ab l ed  f o r  14  months 
because of a  s eve re  knee i n j u r y .  Four months 
a f t e r  you recover ,  your knee f a i l s  and you a r e  
d i s ab l ed .  We cons ider  t h i s  t o  be a  con t inua t ion  
o f  t h e  e a r l i e r  per iod  o f  d i s a b i l t i y .  

* A survey of  persons f i l i n g  complaints  wi th  t h e  Department of  Insurance  
revea led  t h a t  many complaints o r i g i n a t e d  because po l icyholders  d i d  not  
understand t h e  p rov i s ions  of  t h e i r  p o l i c i e s - - p a r t i c u l a r l y  h e a l t h  i n su r -  
ancz p o l i c i e s .  



Comparing t h e  two p o l i c i e s  t h e  r e a d e r  f i n d s  t h e  f i r s t  p r o v i s i o n  i s  one 

s e n t e n c e .  The r e a d a b l e  p o l i c y  p r o v i s i o n  is  s t a t e d  i n  four  s e n t e n c e s .  Also ,  

s i m p l e r  words a r e  used and a n  example is  g i v e n  i n  t h e  r e a d a b l e  p o l i c y .  

ARS 20-1110.01 p r o v i d e s  f o r  t h e  Department t o  a d o p t  r u l e s  and r e g u l a t i o n s  

govern ing  t h e  form and r e a d a b i l i t y  o f  i n s u r a n c e  p o l i c i e s .  The Department h a s  

developed s u c h  r e g u l a t i o n s  f o r  P roper ty -Casua l ty  p o l i c i e s  b u t  n o t  L i f e  and 

D i s a b i l i t y  p o l i c i e s .  The Department had i n i t i a l l y  de layed  work w i t h  read- 

a b i l i t y  i n  L i f e  and D i s a b i l i t y  p o l i c i e s  u n t i l  t h e  N a t i o n a l  A s s o c i a t i o n  o f  

I n s u r a n c e  Commissioners (NAIC) developed a model law on t h e  s u b j e c t .  I n  J u l y  

1978 t h e  N A I C  - d i d  deve lop  t h e  L i f e  and H e a l t h  I n s u r a n c e  P o l i c y  Language 

S i m p l i f i c a t i o n  Model Act.  

P u b l i c  Involvement 

The Department h a s  a l s o  done l e s s  t h a n  some o t h e r  s t a t e s  t o  encourage p u b l i c  

involvement  i n  t h e  r e g u l a t o r y  p r o c e s s ,  i n  d e t e r m i n i n g  p u b l i c  need,  and i n  

o b t a i n i n g  p u b l i c  comment on r u l e s  and r e g u l a t i o n s .  F o r  example, a t  l e a s t  seven 

o t h e r  s t a t e s  have e s t a b l i s h e d  consumer a d v i s o r y  committees o r  c i t i z e n ' s  t a s k  

f o r c e s  t o  p r o v i d e  p u b l i c  i n p u t  t o  t h e  d i r e c t o r s  on i n s u r a n c e  needs .  I n  

a d d i t i o n ,  n i n e  s t a t e s  conduct  " i n f o r m a t i o n a l "  p u b l i c  h e a r i n g s  i n  d i f f e r e n t  

geograph ic  r e g i o n s  t o  g a i n  p u b l i c  i n p u t  on i n s u r a n c e  needs .  

CONCLUSION 

The Arizona Department o f  I n s u r a n c e  i s  s u b s t a n d a r d  w i t h  r e g a r d  t o  t h e  develop- 

ment o f  consumer b rochures  and t h e  development o f  r e a d a b i l i t y  r e g u l a t i o n s  when 

compared t o  o t h e r  s t a t e  i n s u r a n c e  depar tments .  A d d i t i o n a l  Depar tmenta l  e f f o r t  

i s  needed t o  encourage and f a c i l i t a t e  consumer e d u c a t i o n  and p u b l i c  i n p u t .  



RECOMMENDATIONS 

1. We recommend that the Department of Insurance increase its efforts to 

develop bFochures to better educate the Arizona consumer. 

2. We recommend that the Department of Insurance either adopt readability 

regulations for Life and Disability policies or seek to have the NAIC 
model law on readability in these areas enacted by the Arizona State 

Legislature. 

3. We also recommend that the Department consider establishing a consumer 

advisory committee to provide input about public need. 



FINDING V 

- 4 
PRIOR APPROVAL OF MOST PROPERTY CASUALTY INSURANCE RATES I S  NOT NEEDED. 

CHANGING TO OPEN-COMPETITION WOULD ELIMINATE CURRENT PROBLEMS EXPERIENCED I N  

REVIEWING RATES AND ALSO ELIMINATE THE NEED FOR ADDITIONAL STAFF. 

The Proper ty -Casua l ty  D i v i s i o n  r e g u l a t e s  t h e  r a t e s  charged  f o r  au tomobi le ,  

home owner, f i r e  and o t h e r  forms o f  p r o p e r t y  and c a s u a l t y  i n s u r a n c e .  Under a  

u p r i o r - a p p r o v a l "  law p r o p e r t y - c a s u a l t y  r a t e s  must be f i l e d  w i t h  t h e  D i v i s i o n  

and approved b e f o r e  b e i n g  p u t  i n t o  u s e  i n  Arizona.  The D i v i s i o n  rev iews  t h e  

f i l i n g s  t o  de te rmine  t h a t  t h e  r a t e s  a r e  n o t  " . . . e x c e s s i v e ,  i n a d e q u a t e  o r  

u n f a i r l y  d i s c r i m i n a t o r y . "  It a p p e a r s  t h a t  p r i o r  a p p r o v a l  o f  i n s u r a n c e  r a t e s  i n  

Arizona i s  n o t  n e c e s s a r y  and cou ld  be e l i m i n a t e d  f o r  a l l  b u t  a few l i n e s  o f  

i n s u r a n c e  i f  t h e  s t a t e  adop ted  a c o m p e t i t i v e  o r  "open compet i t ion"  r a t i n g  law 

and t h a t  by s o  do ing  t h e  a p p r o v a l  o f  i n s u r a n c e  r a t e s  c o u l d  be  accomplished more 

economica l ly  and e f f i c i e n t l y .  

I n  r ev iewing  t h e  Department o f  I n s u r a n c e ' s  r a t e  r e g u l a t i o n  f u n c t i o n  w e  reviewed 

t h e  two t y p e s  o f  r a t i n g  sys tems:  p r i o r  approva l  and open c o m p e t i t i o n .  Both 

sys tems  a r e  des igned  t o  a c h i e v e  t h e  same g o a l s  and a p p e a r  t o  be e q u a l l y  

e f f e c t i v e .  However, because  open c o m p e t i t i o n  e l i m i n a t e s  t h e  approva l  o f  most 

r a t e s  i t  o f f e r s  p o t e n t i a l  b e n e f i t s  t o  Arizona o v e r  t h e  p r e s e n t  p r i o r  approva l  

sys tem.  

Two Types o f  R a t e  R e g u l a t i o n  

A s  no ted  above,  t h e  two t y p e s  o f  r a t e  r e g u l a t i o n  sys tems  a r e  p r i o r  a p p r o v a l  and 

open c o m p e t i t i o n .  P r i o r  approva l  r e q u i r e s  companies t o  f i l e  t h e i r  proposed 

r a t e s  w i t h  t h e  Department o f  I n s u r a n c e  f o r  approva l  b e f o r e  use .  R a t e s  must no t  

be e x c e s s i v e ,  i n a d e q u a t e  o r  u n f a i r l y  d i s c r i m i n a t o r y .  G e n e r a l l y ,  t h e  

Depar tment ' s  review must be made w i t h i n  a  s p e c i f i e d  t i m e  p e r i o d .  If t h e  r a t e  

i s  n o t  s p e c i f i c a l l y  den ied  w i t h i n  t h a t  t ime  p e r i o d  i t  i s  "deemedn t o  be 

approved.  I f ,  however, t h e  depar tment  s u b s e q u e n t l y  f i n d s  t h e  r a t e s  do no t  

comply w i t h  i t s  r e q u i r e m e n t s  i t  may ho ld  a  h e a r i n g  and withdraw a p p r o v a l  of t h e  

"deemed" r a t e s .  



Under open competi t ion insurance  r a t e s  a r e  s u b j e c t  t o  t h e  same c r i t e r i a  a s  wi th  

p r i o r  approval  i n  t h a t  r a t e s  cannot be exces s ive ,  inadequate  o r  u n f a i r l y  

d i sc r imina tory .  However, under open competi t ion r a t e s  need not  be submit ted t o  

t h e  Department f o r  approval.* I n s t e a d ,  compet i t ion among insurance  companies 

i s  r e l i e d  upon t o  con t ro l  r a t e s .  Rates  a r e  assumed n o t  t o  be excess ive  a s  l ong  

a s  adequate  competi t ion e x i s t s .  It should be no ted ,  however, t h a t  under open 

competi t ion a  p r i o r  approval  system can gene ra l l y  be reimposed i f  i t  i s  found 

t h a t  adequate  competi t ion does no t  e x i s t .  I n  a d d i t i o n ,  some open competi t ion 

s t a t e s  r e q u i r e  r a t e s  t o  be f i l e d  wi th  t h e  s t a t e  insurance  department f o r  

in format iona l  purposes. 

H i s t o r i c a l l y ,  t h e  p r i o r  approval  system has been t h e  dominant form of r a t e  

r e g u l a t i o n .  However, seventeen s t a t e s  have now adopted some form of  open 

competi t ion law, wi th  t h e  ma jo r i t y  adopt ing  such laws wi th in  t h e  l a s t  t e n  

yea r s .  F u r t h e r ,  one major s t a t e ,  I l l i n o i s ,  has  - no r a t e  r e g u l a t i o n  l a w .  Rate- 

making i n  I l l i n o i s  i s  s u b j e c t  on ly  t o  a p p l i c a b l e  a n t i - t r u s t  s t a t u t e s .  Table 10 

l ists  t h e  e igh teen  open-competiion s t a t e s  and t h e  yea r s  they adopted t h e i r  

open-competition laws. 

* Except f o r  s p e c i a l  l i n e s  of insurance  such a s  workman's compensation. 



TABLE 10 

EIGHTEEN STATES WITH OPEN-COMPETITION 
RATING LAWS 

S t a t e  

C a l i f o r n i a  
Colorado 
Connecticut 
F l o r i d a  
Georgia 
Hawaii 
Idaho 
I l l i n o i s  
Minnesota 
Missouri  
Montana 
Nevada 
New Mexico 
New York 
Oregon 
Utah 
Vi rg in i a  
Wisconsin 

Year Open-Competition Was Adopted 

* I n  1972 I l l i n o i s '  previous r a t e  r e g u l a t i o n  law 
expired.  S ince  1972 I l l i n o i s  has not  had a r a t e  
r e g u l a t i o n  law. 



The open competi t ion r a t e  r e g u l a t i o n  system has been s t u d i e d  and endorsed by: 

a U. S. Sena te  sub-committee, t h e  Nat ional  Assoc ia t ion  o f  Insurance  

Commissioners, t h e  U .  S. Department of  J u s t i c e  Anti-Trust Div is ion  and t h e  

Nat ional  Commission f o r  t h e  Review of  Anti-Trust Laws and Procedures.  I n  1968 

t h e  Nat ional  Assoc ia t ion  of  Insurance  Commissioners ( N A I C )  recommended t h a t  

e i t h e r ;  ( a )  insurance  commissions be gran ted  a u t h o r i t y  t o  suspend p r i o r  

approval  where competi t ion e x i s t s  o r ,  ( b )  p r i o r  approval  laws be r epea l ed  and 

rep laced  wi th  open competi t ion laws.  

Open-Competition i s  Equal ly  E f f e c t i v e  I n  Meeting 

The Three Goals of  Rate  Regula t ion  

S t a t e  law s p e c i f i e s  t h a t  r a t e s  s h a l l  no t  be " . . . exces s ive ,  inadequate  o r  

u n f a i r l y  d i sc r imina tory ."  These c r i t e r i a  may be viewed, however, as being 

encompassed i n  t h r e e  broader  goa l s  of  r a t e  r e g u l a t i o n  def ined  by t h e  N A I C  a s  

being a v a i l a b i l i t y ,  p r i c e  and s o l i d i t x .  Data a v a i l a b l e  from s t u d i e s  by t h e  

N A I C ,  t h e  U .  S. J u s t i c e  Department, t h e  C a l i f o r n i a  Insurance  Department, t h e  

New York Insurance  Department and t h e  V i rg in i a  Insurance  Department a l l  show 

t h a t  open competi t ion is  equa l ly  as e f f e c t i v e  a s  p r i o r  approval  i n  meeting t h e  

goa l s  of  r a t e  r egu la t i on .  

A v a i l a b i l i t y  

A v a i l a b i l i t y  r e f e r s  t o  a  prospec t ive  buyer ' s  a b i l i t y  t o  ob t a in  insurance .  

Where mandatory insurance  requirements  e x i s t  ( such  a s  i n  automobile l i a b i l i t y )  

it  a l s o  r e f e r s  t o  t h e  buyer ' s  a b i l i t y  t o  o b t a i n  t h a t  insurance  a t  s t anda rd  

r a t h e r  than nonstandard o r  ass igned r i s k  r a t e s .  Therefore ,  a v a i l a b i l i t y  i s  

o f t e n  measured by t h e  number of  persons who c a r r y  no insurance  and/or  t h e  

number of persons who a r e  insured  under non-standard and assigned r i s k  p lans .  

I nc reases  i n  t h e  number of  uninsured persons and/or  persons i n  non-standard 

coverage a r e  i n d i c a t i v e  of  reduced a v a i l a b i l i t y ;  converse ly  decreases  i n  t h e s e  

numbers i n d i c a t e  increased  a v a i l a b i l i t y .  



Stud ie s  o f  t h e  d i f f e r e n c e s  i n  a v a i l a b i l i t y  between open competi t ion and p r i o r  

approval  systems have been conducted by t h e  N A I C  (19741, t h e  New York Insurance  

Department (1977) and t h e  V i rg in i a  Insurance  Department (1978). These s t u d i e s  4 
1 show t h e r e  is  g e n e r a l l y  no d i r e c t  r e l a t i o n s h i p  between a v a i l a b i l i t y  and t h e  

type  of r a t i n g  law. There i s  however, a  d i r e c t  r e l a t i o n s h i p  between a v a i l -  

a b i l i t y  and insurance  company l o s s  r a t i o s  and p r o f i t s .  When l o s s  r a t i o s  

i n c r e a s e  companies apply more r e s t r i c t i v e  underwr i t ing  p r a c t i c e s ,  thereby  

reducing a v a i l a b i l i t y .  Thus, insurance  i s  a t  l e a s t  a s  a v a i l a b l e  under open 

competi t ion.  

P r i c e  • 
P r i c e  r e f e r s  t o  a  pu rchase r ' s  a b i l i t y  t o  o b t a i n  insurance  a t  a  reasonable  

p r i ce .  I n  t h e  contex t  of r a t e  r e g u l a t i o n ,  p r i c e  a l s o  r e f e r s  t o  "reasonablew 

p r o f i t s  f o r  companies and t h e  absence of uncont ro l led  p r i ce - f ix ing .  Therefore ,  

reasonableness  of r a t e s ,  reasonableness  of  p r o f i t s  and t h e  degree o f  p r ice-  (I 

f i x i n g  a b i l i t y  (market concent ra t ion)  are used t o  e v a l u a t e  e f f e c t i v e n e s s .  

Reasonable Rates  Reasonable r a t e s  a r e  important  i n d i c a t o r s  o f  t h e  e f f e c t i v e -  

ne s s  of  a  r a t e  r e g u l a t i o n  system because of  t h e  f e a r s  t h a t  r a t e s  w i l l  skyrocket  a 
i n  t h e  absence of r egu la t i on .  Resu l t s  o f  t h e  New York, V i rg in i a  and Department 

o f  J u s t i c e  s t u d i e s  sugges t  r a t e s  a r e  as reasonable  under open competi t ion a s  

t hey  a r e  under p r i o r  approval .  Po in t s  brought f o r t h  by t h e s e  s t u d i e s  include:  

- National  economic t r e n d s  (such as i n f l a t i o n a r y  and l i t i g a t i o n  c o s t s )  (I 

i n f l u e n c e  r a t e s  more than  t h e  type  of r a t e  r e g u l a t o r y  system (New 

York, V i r g i n i a )  

- i f  anyth ing ,  s t a t ewide  average r a t e s  tend  t o  drop under open com- 

p e t i t i o n  because more companies f i l e  r a t e s  below those  of  s t a t ewide  

r a t i n g  bureaus (New York, V i rg in i a )  

a 
New York and Vi rg in i a  found open competi t ion d i d  i n c r e a s e  a v a i l a b i l i t y  i n  
f i r e  and proper ty  insurance  ( r e s p e c t i v e l y )  bu t  d id  no t  a f f e c t  automobile 
insurance .  



- open competi t ion provides  companies " . . . g r e a t e r  i n c e n t i v e  t o  improve 

e f f i c i e n c y  and reduce expenses.  lv2  (New York) 

- companies under open competi t ion do reduce r a t e s  when experience 

warran ts  i t  ( U .  S. Department of  J u s t i c e )  

Reasonable P r o f i t s .  The concept of  reasonable  p r o f i t s  i s  d i r e c t l y  r e l a t e d  t o  

t h e  concept of reasonable  o r  'lnon-excessivell r a t e s .  The p r o f i t a b i l i t y  of  

companies becomes an i n d i c a t o r  of  t h e  e f f e c t i v e n e s s  of  r e g u l a t i o n .  S t u d i e s  by 

t h e  N A I C  and t h e  New York Insurance  Department show open competi t ion is  a s  

e f f e c t i v e  a s  p r i o r  approval i n  r e g u l a t i n g  p r o f i t a b i l i t y .  

I n  t h e  N A I C  s tudy ,  p r o f i t a b i l i t y  by l i n e  o f  insurance  f o r  f i v e  open competi t ion 

and f i v e  p r i o r  approval  s t a t e s  was compared us ing  two d i f f e r e n t  measures. Th i s  

comparison l e a d  t h e  N A I C  s t a f f  t o  r e p o r t  t h a t :  

"Many have contended t h a t  open competi t ion r a t i n g  laws 
w i l l  l e a d  t o  s i t u a t i o n s  i n  which i n s u r e r s  w i l l  e a rn  excess  
p r o f i t s  ... On t h e  b a s i s  of  t h e  evidence which we have 
c o l l e c t e d  and t h e  evidence from t h e s e  s t u d i e s  which w e  
reviewed, t h e r e  i s  no s t a t i s t i c a l  d i f f e r e n c e  i n  p r o f i t -  
a b i l i t y  between open r a t i n g  and p r i o r  approval  s t a t e s . "  3 
(emphasis added) 

The N A I C  s tudy  was supported by t h e  New York Insurance  Department s tudy  which 

found t h a t  p r o f i t a b i l i t y  was b a s i c a l l y  dependent on long-run t r e n d s  i n  under- 

w r i t i n g  l o s s e s  and no t  t h e  t ype  of  r a t e  r e g u l a t o r y  system used. 

The Open Rat ing  Law and P rope r ty -L iab i l i t y  Insurance ,  S t a t e  o f  New York 
Insurance  Department 1977 p V I .  

Monitoring Competition: A means of r e g u l a t i n g  t h e  Proper ty  and Casua l ty  
Insurance Business,  (Nat iona l  Assoc ia t ion  o f  Insurance  Commissioners, 
1974),  Volume 1 ,  p. 341. h e r e i n a f t e r  r e f e r r e d  t o  a s  N A I C  r e p o r t .  



S o l i d i t y  

Company s o l i d i t y ,  o r  s o l v e n c y ,  was pe rhaps  t h e  f i r s t  g o a l  o f  r a t e  r e g u l a t i o n .  

Concern o v e r  company f a i l u r e s  caused by r a t e  wars i n  t h e  1800s and e a r l y  1900s 

l e d  t o  s t a t u t o r y  r e q u i r e m e n t s  t h a t  r a t e s  be "adequate ."  The adequacy r e q u i r e -  

ments were des igned  t o  e n s u r e  t h a t  companies1 r a t e  s t r u c t u r e s  produced enough 

funds  t o  cover  p r e s e n t  and f u t u r e  c l a i m s .  A v a i l a b l e  e v i d e n c e  shows, however, 

t h a t :  

( a )  r a t e  r e g u l a t i o n  f o r  r a t e  adequacy h a s  l i t t l e ,  i f  any,  e f f e c t  i n  

p r e v e n t i n g  i n s u r a n c e  f a i l u r e s ,  and 

( b )  t h e r e  a r e  no d i f f e r e n c e s  i n  s o l v e n c y  between open c o m p e t i t i o n  

and p r i o r  approva l  s t a t e s .  

The r o l e  o f  r a t e  adequacy i n  i n s u r a n c e  f a i l u r e s  was s t u d i e d  by t h e  N A I C  and t h e  

f o l l o w i n g  c o n c l u s i o n s  were reached:  

( 1 )  I n s u r a n c e  f a i l u r e s  a r e  n o t  caused by i n a d e q u a t e  r a t e s .  Companies 

c a n ,  and do,  become i n s o l v e n t  even when c h a r g i n g  t h e  maximum 

a l l o w a b l e  r a t e s .  

( 2 )  I n  o r d e r  o f  impor tance ,  i n s o l v e n c i e s  a r e  caused  p r i m a r i l y  by 

( a )  i n a d e q u a t e  i n i t i a l  f i n a n c i n g ,  ( b )  poor  u n d e r w r i t i n g ,  

( c )  e x c e s s i v e  o p e r a t i n g  expenses ,  and ( d )  poor  inves tments .  4 

S t u d i e s  by t h e  C a l i f o r n i a  and New York I n s u r a n c e  Depar tments  s u p p o r t  t h e  N A I C  

d a t a .  C a l i f o r n i a  reviewed t h e  s i x  domes t i c  company f a i l u r e s  i t  had under open- 

c o m p e t i t i o n  i n  a  19 y e a r  p e r i o d .  Three  o f  t h e  s i x  f a i l u r e s  were caused by 

improper  d i v e r s i o n  o f  funds .  The o t h e r  t h r e e  i n s o l v e n c i e s  a l l  invo lved  

companies t h a t  were c h a r g i n g  r a t e s  s u b s t a n t i a l l y  h i g h e r  t h a n  t h e  average  r a t e s .  

New York s t u d i e d  30 companies found t o  be impa i red  o r  i n s o l v e n t  s i n c e  1970. It 

found t h e  c a u s e s  were a t t r i b u t a b l e  t o  i n a d e q u a t e  i n i t i a l  f i n a n c i n g ,  poor 

u n d e r w r i t i n g  p r a c t i c e s ,  incompetent  management and o u t r i g h t  ma l feasance .  

I b i d  p. 384 



While concluding t h a t  t h e  e f f e c t i v e n e s s  of r a t e  r e g u l a t i o n  i n  prevent ing  

in so lvenc i e s  i s  lldubiousll t h e  N A I C  r e p o r t  noted insurance  departments do have 

many a l t e r n a t i v e s  t o  c o n t r o l  i n so lvenc i e s  inc lud ing:  c a p i t a l  and s u r p l u s  

requirements ,  r e s e r v e  requirements ,  investment l i m i t a t i o n s  and p e r i o d i c  exam- 

i n a t i o n s .  Also, most po l i cy  ho lders  a r e  now p ro t ec t ed  a g a i n s t  i n so lvenc i e s  by 

guaran ty  funds.  

No ma t t e r  t o  what ex t en t  r a t e s  may o r  may no t  a f f e c t  solvency,  d a t a  shows 

solvency i s  not  a f f e c t e d  by t h e  t ype  of  r a t e  r e g u l a t i o n  system used. I n  a  t e s t  

of  company solvency between f i v e  open competi t ion and f i v e  p r i o r  approval  

s t a t e s  t h e  N A I C  found I t . . .  no d i f f e r e n c e  i n  t h e  solvency ranking  f o r  p r i o r  

approval  and open competi t ion s t a t e s  . 115 

Bene f i t s  of  Open Competit ion 

Open competi t ion rate r e g u l a t i o n  would provide t h e  fo l lowing  b e n e f i t s  over t h e  

p re sen t  system of  p r i o r  approval  r a t e  r egu la t i on :  

( a )  It would remove t h e  S t a t e  from a r o l e  i t  i s  ques t i onab le  t h e  

S t a t e  can e f f e c t i v e l y  f u l f i l l :  determining proper  r a t e s .  

( b )  i t  would e l i m i n a t e  l ong  de l ays  and procedural  problems i n  

reviewing r a t e s ,  and 

( c )  i t  would provide cost-savings i n  s t a f f i n g .  

E f f e c t i v e l y  Determining Rates  

It does not  appear t h e  Department can e f f e c t i v e l y  determine "proper" insurance  

r a t e s  f o r  two reasons .  F i r s t ,  expe r t s  ques t i on  whether lla proper  r a t e t1  f o r  a  

company can,  i n  f a c t ,  be o b j e c t i v e l y  determined. Second, t h e  Department does 

no t  have t h e  a c t u a r i a l  e x p e r t i s e  needed t o  proper ly  ana lyze  r a t e s .  F i n a l l y ,  

t h e  Department may no t  have t h e  a u t h o r i t y  t o  approve r a t e s  i n  t h e  manner i t  

does. A move t o  an  open competi t ion r a t e  r e g u l a t i o n  system would e l imina t e  

t h e s e  problems. 



Lack o f  O b j e c t i v i t y .  A proper r a t e  f o r  a company cannot be determined 

o b j e c t i v e l y .  Experts  and department o f f i c i a l s  both s t a t e  t h a t  rate-making 

invo lves  s e v e r a l  s u b j e c t i v e  f a c t o r s .  These f a c t o r s  can l e a d  t o  d i f f e r e n t  I) 

conclus ions  by d i f f e r e n t  persons a s  t o  what is  a proper rate. A s t udy  by t h e  

N A I C  s t a f f  concluded "Reasonable men may d i f f e r  both a s  t o  t h e  approach used 

and t h e  r e s u l t s  achieved i n  t h e  rate-making  process.^^ The N A I C  s t a f f  a l s o  

c i t e  another  s tudy  t h a t  concludes.  

" . . . t h a t  insurance  rate-making i s  not  an i n e v i t a b l y  
a c c u r a t e  and s c i e n t i f i c  c a l c u l a t i o n :  It r e q u i r e s  personal  
i n t e r p r e t a t i o n  and judgement a t  every s t e p .  Therefore ,  
no t  on ly  is  a r a t e  which i s  proper  f o r  one company not  
n e c e s s a r i l y  s o  f o r  another ,  but  what appears  t o  be proper 
rate i n  t h e  e s t ima t ion  of one person is  not  n e c e s s a r i l y  
proper  i n  t h e  judgment of  another .  From t h i s  viewpoint,  
t h e r e  i s  no b a s i s  f o r  presuming t h a t  t h e  judgment of t h e  
insurance  commissioner...  i s  s u p e r i o r  t o  t h a t  o f . . . a  
f i l e r .  "'( 

The ma t t e r  of  s u b j e c t i v e  judgment e n t e r i n g  i n t o  rate-making and rate-approval  

p rocesses  may be i n d i c a t e d  by t h e  f a c t  t h a t  r a t e s  a r e  sometimes denied u n t i l  

r e l a t i v e l y  small adjustments  a r e  made. For example, w e  observed t h r e e  f i l i n g s  

i n  which t h e  r a t e  r e v i s i o n s  o r i g i n a l l y  reques ted  and t h e  r a t e  r e v i s i o n s  f i n a l l y  

approved va r i ed  by 0.3%, 0.4% and 0.8%. 

Ac tua r i a l  Exper t i se .  The department does no t  possess  t h e  necessary  a c t u a r i a l  

e x p e r t i s e  t o  proper ly  ana lyze  r a t e s .  

I b i d  p. 70 

Freder ick  Crane, Automobile Insurance  Rate  Regulat ion;  The P u b l i c  of 
P r i c e  Competition. Columbus, Ohio: Ohio S t a t e  Un ive r s i t y ,  Bureau of  
Business Reasearch, 1962. 



Although insurance  rate-making does involve  s e v e r a l  s u b j e c t i v e  judgments much 

of  t h e  process  i s  dependent upon h ighly  t e c h n i c a l  a c t u a r i a l  s t u d i e s  which a r e  

submit ted w i th  t h e  r a t e  r eques t s  t o  j u s t i f y  t h e  r eques t ed  r a t e s .  For t h e  

Department t o  e f f e c t i v e l y  determine whether t h e  r a t e s  a r e  j u s t i f i e d ,  t h e  

Department must review t h e  a c t u a r i a l  suppor t .  However, t h e  Department has no 

a c t u a r y  and i s  forced  t o  r e l y  on t h e  par t - t ime s e r v i c e s  of  a r e t i r e d  ac tua ry .  

Although t h i s  ac tua ry  is  of  g r e a t  a s s i s t a n c e  t o  t h e  Department h i s  s e r v i c e s  a r e  

par t - t ime only  and a s  a r e s u l t  a l i m i t e d  number of  f i l i n g s  r e c e i v e  a c t u a r i a l  

review. For example, Department o f f i c i a l s  e s t ima te  50% of  a l l  f i l i n g s  do not  

r e q u i r e  an  a c t u a r i a l  review and a r e  r o u t i n e l y  reviewed and approved. However, 

of t h e  remaining f i l i n g s  t h a t  do r e q u i r e  an a c t u a r i a l  review only 2% r e c e i v e  

a c t u a r i a l  review. Thus, 98% of  t h e  rate f i l i n g s  t h a t  may r e q u i r e  some 

a c t u a r i a l  review do not  r ece ive  it .  

Authori ty .  The Department's a u t h o r i t y  t o  c a r r y  ou t  t h e  r a t e  review process  a s  

i t  p r e s e n t l y  ope ra t e s  may a l s o  be ques t ionable .  ARS 20-351 and ARS 20-357 

r e q u i r e  t h e  Department t o  hold a hea r ing  t o  disapprove f i l i n g s .  However, on ly  

one hea r ing  was he ld  i n  1978. According t o  Department o f f i c i a l s  t h i s  occurred 

because 1 )  t h e  Department o f t e n  cannot p re sen t  a c t u a r i a l  tes t imony,  and 2)  

companies d e s i r e  t o  avoid hear ings  f o r  p u b l i c i t y  reasons .  I n  a d d i t i o n ,  r a t e  

f i l i n g s  t h a t  a r e  no t  approved when first submit ted t o  t h e  Department rece ived  

"pre l iminary  disapproval ."  These r a t e  f i l i n g s  do no t  r e c e i v e  Department 

approval u n t i l  a ccep tab l e  r a t e s  a r e  agreed upon between t h e  Department and t h e  

submi t t ing  company. It i s  unc lear  a t  what p o i n t ,  if any, t h e s e  procedures 

p l ace  t h e  department i n  t h e  p o s i t i o n  of  s e t t i n g  r a t e s .  What i s  c l e a r ,  however, 

i s  t h a t  i f  t h e  Department is r a t e  s e t t i n g ,  e i t h e r  d i r e c t l y  o r  i n d i r e c t l y ,  i t  is  

exceeding i t ' s  a u t h o r i t y .  



A March 27, 1979 opin ion  from t h e  Arizona L e g i s l a t i v e  Council  acknowledged t h a t  

communication between t h e  D i r ec to r  of  Insurance  and t h e  companies was 

permi t ted ,  and t o  some e x t e n t  encouraged, by s t a t u t e .  However, t h e  Arizona 

L e g i s l a t i v e  Council  noted 

"Arizona Revised S t a t u t e s  s e c t i o n s  20-350, 20-351 and 20- 
358 provide f o r  t h e  d i sapprova l  of  c e r t a i n  r a t e  f i l i n g s ,  
but  t h e  s e c t i o n s  do not  a u t h o r i z e  t h e  d i r e c t o r  t o  f i x  r a t e s  
i f  t h e  d i r e c t o r  does no t  approve o f  t h e  r a t e s  f i l e d .  

To t h e  e x t e n t  t h a t  ' n ego t i a t i ng1  r e s u l t s  i n  t h e  d i r e c t o r  
s e t t i n g  r a t e s  e i t h e r  d i r e c t l y  o r  i n d i r e c t l y ,  ' n ego t i a t i ng1  
i s  not  permit ted.  l1 (emphasis added) * 

I n  a d d i t i o n ,  t h e  Ass i s t an t  Attorney General who r e p r e s e n t s  t h e  Department 

ques t i ons  t h e  Department l lnegot ia t ing l l  r a t e s .  The A s s i s t a n t  Attorney General 

s t a t e d  t h a t  informal  n e g o t i a t i o n s  between t h e  Department and insurance  

companies produces an unheal thy atmosphere because t h e  n e g o t i a t i o n s  a r e  con- 

ducted i n  p r i v a t e .  He suggested t h a t  harder  ques t i ons  would be asked and 

broader i s s u e s  addressed dur ing  t h e  pub l i c  hear ings .  

E l imina t ing  Delays 

Operat ing a  system r e q u i r i n g  p r i o r  approval  of r a t e s  of n e c e s s i t y  c r e a t e s  some 

de l ays  i n  t h e  rate-making process .  These de lays ,  however, a r e  compounded i f  

r a t e  f i l i n g s  a r e  no t  ac t ed  upon promptly. The Department i s  not  always a c t i n g  

promptly and has delayed some r a t e  f i l i n g s  f o r  years .  F u r t h e r ,  t h e  Department 

may not  have a u t h o r i t y  t o  de lay  r a t e  f i l i n g s  f o r  exces s ive  per iods  o f  t i m e .  A 

move t o  open competi t ion would e l i m i n a t e  t h e s e  l ong  de lays .  

* A complete t e x t  of  t h e  op in ion  i s  shown i n  Appendix C .  



Even when t h e  Department a c t s  promptly upon a r a t e  f i l i n g  t h e  approval p rocess  

can be l eng thy ,  depending upon t h e  depth of t h e  review r equ i r ed .  For example, 

t hose  f i l i n g s  t h a t  r e q u i r e  an a c t u a r i a l  a n a l y s i s  u s u a l l y  t ake  longer  t o  

approve. Cur ren t ly  i t  t a k e s  t h e  Department up t o  233 days t o  approve f i l i n g s  

from independent companies and up t o  241 days t o  approve r a t i n g  bureau f i l i n g s .  

Any de lays  i n  r a t e  approvals  can have nega t ive  e f f e c t s  i f  they  a r e  excess ive .  

The N A I C  s t a f f  has noted 

" In  any i n f l a t i o n a r y  s i t u a t i o n ,  de l ays  i n  g r a n t i n g  r a t e  
i n c r e a s e s  can c o s t  i n s u r e r s  s u b s t a n t i a l  sums of  money a s  
l ong  a s  t h e  o b s o l e t e  r a t e s  must be cont inued.  On t h e  o t h e r  
hand, i f  a decrease  is  i n  o rde r  a de lay  may impair  an 
i n s u r e r ' s  compet i t ive  p o s i t i o n .  11 8' 

Therefore ,  de l ays  i n  approving r a t e  f i l i n g s  may s e r v e  t o  work a g a i n s t  two o f  

t h e  purposes of  r a t e  r egu la t i on :  i n s u r i n g  solvency and reasonable  p r i c e s .  

(pages 49 and 51) 

Rate  f i l i n g s  t h a t  a r e  no t  a c t e d  upon promptly by t h e  Department can l i t e r a l l y  

be delayed f o r  years .  The Department normally a c t s  promptly upon r a t e  f i l i n g s  

from major companies and/or major forms o f  coverage. However, some f i l i n g s  

appear t o  become " l o s t "  i n  t h e  process .  

N A I C  r e p o r t  pg. 64. 



When t h e  Department r ece ives  a non-routine f i l i n g  i t  g e n e r a l l y  sends t h e  

companies a 11G-122v form l e t t e r .  Th i s  l e t t e r  informs t h e  company t h a t  t h e  

department i s  e x e r c i s i n g  its r i g h t  t o  t a k e  an a d d i t i o n a l  15 days t o  review t h e  

r eques t  and t h e  15 days w i l l  begin a f t e r  t h e  company provides  t h e  department 

wi th  a l l  of  t h e  a d d i t i o n a l  d a t a  i t  needs. U n t i l  t h e  in format ion  i s  rece ived  

t h e  f i l i n g  remains Ifon hold" i n  t h e  approval  process .  

During our  review we i d e n t i f i e d  many f i l i n g s  t h a t  had been i n  t h e  approval 

p rocess  f o r  100 and 200 days. We noted f i l i n g s  t h a t  were 539, 722, 1,145 and 

1,337 days o ld .  I n  o rde r  t o  g a i n  more in format ion  about  some of  t h e s e  f i l i n g s  

we contac ted  a few o f  t h e  companies which had submit ted t h e  f i l i n g s  and found: 

( a )  One f i l i n g  had been approved but no t  removed from t h e  pending 

f i l e .  (232 days o l d )  

( b )  One company had followed up on its f i l i n g s  t h r e e  d i f f e r e n t  t imes 

but  could not  g e t  a r e p l y  from t h e  Department. The company had 

s i n c e  dropped t h e  program but  t h e  Department had s t i l l  r e t a i n e d  

t h e  f i l i n g .  (1 ,337 days o l d )  

( c )  Another company had contac ted  t h e  Department s e v e r a l  times. 

The company s a i d  no a d d i t i o n a l  information had been reques ted  

by t h e  Department when i t  made t h e s e  c o n t a c t s  s o  i t  was wai t ing  

f o r  t h e  Department t o  a c t .  However, t h e  Department was appar- 

e n t l y  wa i t i ng  f o r  t h e  company t o  a c t  because i t  had r e t a i n e d  t h e  

f i l i n g  i n  t h e  pending f i l e s .  This  company had r e s t r i c t e d  its 

underwri t ing i n  Arizona due t o  t h i s  de lay .  (160 days o l d )  

( d l  One company claimed t h a t  t h e  Department had been wambiguousn a s  

t o  what a d d i t i o n a l  d a t a  was r equ i r ed .  It was r e f u s i n g  t o  s e l l  

i t s  po l i cy  i n  Arizona because of t h e  de lay .  (307 days o l d )  



The primary causes  f o r  excess ive  de lays  appear t o  be t h e  Department's f a i l u r e  

t o  1 )  fol low up on i t ' s  r e q u e s t s  t o  companies f o r  more in format ion  and 2 )  

respond t o  company communications regard ing  f i l i n g s .  

It should be noted t h a t  t h e  Department has taken  a c t i o n  on many of  t h e  de lays  

observed dur ing  our  review. The Department took a c t i o n  on 46 of t h e  f i l i n g s  we 

reviewed only two days a f t e r  we d iscussed  t h e  f i l i n g s  wi th  them. The 

Department approved 29 f i l i n g s ,  reques ted  more in format ion  on 16 and denied 

one. The 29 f i l i n g s  t h a t  were approved by t h e  Department had been pending an 

average o f  132 days. 

The Department may n o t  have t h e  a u t h o r i t y  t o  de l ay  review of some r a t e  f i l i n g s .  

A s  noted above, almost a l l  companies submi t t i ng  f i l i n g s  rece ived  "G-122" 

l e t t e r s  which extend t h e  review per iods  f o r  15 days a f t e r  a l l  a d d i t i o n a l  

information is  rece ived .  This  l e t te r  is  based on t h e  p rov i s ions  of  ARS 20-344 

which provide f o r  submission o f  a d d i t i o n a l  d a t a  and 15 days ex tens ions  of  t h e  

review period f o r  p roper ty  and marine r a t e s .  The gene ra l  counsel  of t h e  

l a r g e s t  property-casual ty  company i n  Arizona r e c e n t l y  quest ioned t h e  v a l i d i t y  

of us ing  G-122 l e t t e r  f o r  v e h i c l e ,  c a s u a l t y  and s u r e t y  r a t e s .  I n  a  l e t t e r  t o  

t h e  Department dated February 19, 1979, t h e  a s s o c i a t e  genera l  counsel  noted: 

"ARS 20-357 con ta in s  t h e  f i l i n g  requirements  f o r  ' v e h i c l e ,  
c a sua l ty  and s u r e t y 1  r a t e s .  It provides  an i n i t i a l  
wa i t i ng  per iod  o f  15 days,  but  does no t  have an ex tens ion  
per iod ,  nor does it  de lay  t h e  wa i t i ng  per iod  u n t i l  such 
time a s  t h e  D i r ec to r  has s u f f i c i e n t  in format ion  t o  
determine whether t h e  f i l i n g  meets s t a t u t o r y  
requirements." 



Department o f f i c i a l s  have t o l d  us  t hey  do not  know i f  t h e  t ime ex tens ions  and 

de lays  s p e c i f i e d  i n  G-122 l e t t e r s  can be app l i ed  t o  veh ic l e  and c a s u a l t y  r a t e s .  

They noted however, t h a t  companies t hus  f a r  have not  formal ly  cha l lenged  t h e  

use  of  G-122 l e t t e r s .  Never the less ,  t h e  p o s s i b i l i t y  does e x i s t  t h a t  t h e  

Department i s  exceeding i t s  s t a t u t o r y  a u t h o r i t y  and t h a t  a cha l lenge  of  such 

a u t h o r i t y  could r e q u i r e  t h e  Department t o  e i t h e r  review a l l  v e h i c l e  r a t e s  

w i th in  15 days o r  "deemn them approved. It would be extremely d i f f i c u l t  f o r  

t h e  Department t o  review t h e s e  f i l i n g s  i n  15 days given t h a t  f i l i n g s  o f t e n  

r e q u i r e  30 days o r  more t o  review. I n  o rde r  t o  disapprove any r a t e s  "deemed" 

approved t h e  Department would have t o  hold hear ings .  Such a hear ing  process  

would be both t ime consuming and expensive t o  a l l  p a r t i e s  involved.  

Reducing S t a f f i n g  Cos ts  

Adopting a n  open competi t ion system of  r a t e  r e g u l a t i o n  would e l i m i n a t e  t h e  need 

f o r  t h e  D iv i s ion  t o  add a d d i t i o n a l  r a t e  approval  s t a f f  and would a l low presen t  

Div is ion  s t a f f i n g  l e v e l s  t o  be reduced o r  s h i f t e d  t o  o t h e r  func t ions .  

The p re sen t  Property-Casualty Div is ion  s t a f f  of  s i x  persons does no t  i nc lude  an 

a c t u a r y  and i s  inadequate  t o  review r a t e s  without  de lays .  The deputy D i r ec to r  

over t h e  Property-Casual ty  Div is ion  e s t ima te s  i t  would r e q u i r e  t h e  a d d i t i o n  of  

an a c t u a r y  and two t o  t h r e e  o the r  employees a t  a c o s t  of  approximately $70,000 

per  year  t o  be a b l e  t o  review a l l  r a t e s  wi th in  what he be l i eves  t o  be a 

reasonable  t ime of 30 days* These c o s t s  can be avoided by moving t o  open 

competi t ion because r a t e  review would no longer  be r equ i r ed  f o r  a ma jo r i t y  of 

t h e  f i l i n g s  c u r r e n t l y  being rece ived  by t h e  Department. 

3 30 days may s t i l l  not  comply wi th  t h e  s t a t u t o r y  15 day review of  veh ic l e  
and c a s u a l t y  r a t e s  d i scussed  above. 



I n  a d d i t i o n ,  p r e sen t  Div is ion  s t a f f i n g  l e v e l s  could be reduced and/or  staff 

ass igned  t o  perform o t h e r  d u t i e s  i f  open competi t ion were adopted. We e s t ima te  

t h a t  t h e  Department annual ly  reviews 7,500 t o  8,000 f i l i n g s . *  Under an open 

competi t ion system of r a t e  r e g u l a t i o n ,  f i l i n g s  would n o t  have t o  be approved 

except  f o r  a  few s p e c i a l  coverages such a s  worlanen's compensation o r  medical 

malprac t ice  insurance .  We e s t ima te  t h a t  t h e  e l imina t ion  o f  t h e  p r i o r  approval  

system of r a t e  r e g u l a t i o n  would a l low two t o  t h r e e  c u r r e n t  Div is ion  p o s i t i o n s  

t o  be: 

( a )  ass igned  t o  perform func t ions  designed t o  i n c r e a s e  competi t ion 

and pub l i c  awareness. When V i r g i n i a  moved t o  open competi t ion 

i t  d id  no t  reduce s t a f f .  It i n s t e a d  r e d i r e c t e d  s t a f f  e f f o r t s  

towards such a c t i v i t i e s  a s  t h e  development of  consumer 

brochures and p r i c e  comparisions.  

( b )  ass igned  t o  o the r  d i v i s i o n s  w i th in  t h e  department such a s  

consumer complaints.  If g r e a t e r  p u b l i c  knowledge of  t h e  

a v a i l a b i l i t y  o f  consumer complaint s e r v i c e s  i s  c r e a t e d  ( s e e  

page 3 6 ) ,  some s t a f f  might be used t o  handle t h e  a d d i t i o n a l  

complaints  t h a t  w i l l  be rece ived .  

( c )  reduced. Such sav ings  would be approximately $25,000 t o  

$35,000 per  year .  

CONCLUSIONS 

Open competi t ion systems o f  r a t e  r e g u l a t i o n  a r e  equa l ly  a s  e f f e c t i v e  as p r i o r  

approval  systems i n  ach iev ing  t h e  goa l s  of r a t e  r egu la t i on :  a v a i l a b i l i t y ,  

p r i c e  and solvency.  Therefore ,  p r i o r  approval  of most r a t e s  i s  not  needed. 

Adopting an  open competi t ion system of r a t e  r e g u l a t i o n  would 1)  remove 

ques t ions  r ega rd ing  t h e  a b i l i t y  and a u t h o r i t y  of  t h e  department t o  o p e r a t e  t h e  

p re sen t  r a t e  approval  system a s  i t  is  p r e s e n t l y  doing 2) e l i m i n a t e  t h e  l ong  

de lays  and poss ib l e  a r e a s  of non-compliance p re sen t  i n  t h e  c u r r e n t  system 3 )  

f o r e s t a l l  t h e  need f o r  a d d i t i o n a l  s t a f f  t o  c o r r e c t  cu r r en t  problems a t  a  

pos s ib l e  c o s t  o f  up t o  $70,000, and a l low f o r  p o s s i b l e  r educ t ions  of  p r e sen t  

s t a f f  a t  a  c o s t  of  $30,000. Such sav ings  could j o i n t l y  t o t a l  from $65,000 t o  

$100,000 p e r  year .  

* Department records  show 12,000 f i l i n g s  per  year  but  we discovered f i l i n g s  
were being i n a d v e r t e n t l y  double counted p l ac ing  t h e  a c t u a l  f i g u r e s  a t  
approximately 7,500.  



RECOMMENDATION 

We recommend t h e  p re sen t  p r i o r  approval  r a t e  r e g u l a t i o n  law be repea led  and 

rep laced  wi th  an  open competi t ion r a t e  r e g u l a t i o n  law. @ 



FINDING V I  

THE A R I Z O N A  DEPARTMENT OF INSURANCE NEEDS ADDITIONAL LEGISLATION TO ENABLE I T  

TO DEVELOP A STRONGER REGULATORY PROGRAM AND TO RECOVER ALL THE COSTS OF 

COMPANY EXAMINATIONS. 

Our review of t h e  Arizona Department of  Insurance  r evea l ed  t h a t  t h e r e  a r e  

s e v e r a l  r e g u l a t o r y  a r e a s  t h a t  a r e  inadequate  and r e q u i r e  s t a t u t o r y  o r  

procedural  changes. These a r e a s  a r e :  1) Arizona has no t  adopted s t a t u t e s  and 

r e g u l a t i o n s  r e l a t i n g  t o  u n f a i r  c la ims se t t l emen t  p r a c t i c e s  2)  The s t a t u t e s  do 

not  provided t h e  D i r ec to r  of Insurance  w i th  t h e  a u t h o r i t y  t o  f i n e  companies f o r  

i n f r a c t i o n s  of t h e  insurance  code and in su rance  r e g u l a t i o n s ,  and 3 )  t h e  

s t a t u t e s  do no t  c u r r e n t l y  provide f o r  f u l l  recovery o f  a l l  examination c o s t s  a s  - 
i s  done by o t h e r  s t a t e s .  

Unfa i r  Claims Se t t lement  S t a t u t e s  

And Regula t ions  Are Needed 

Arizona has not  adopted t h e  p rov i s ions  of  t h e  N A I C  sponsored Unfa i r  Trade 

P r a c t i c e s  Act r e l a t i n g  t o  u n f a i r  c la ims  se t t l emen t  p r a c t i c e s .  Arizona has a l s o  

no t  adopted t h e  Unfa i r  Claims Se t t lement  Regula t ion  which i s  an N A I C  Model 

Regulat ion der ived  from t h e  p rov i s ions  of  t h e  Unfa i r  Trade P r a c t i c e s  Act. The 

Unfa i r  Claims Se t t lement  Regulat ion p r o h i b i t s  i n s u r e r s  doing bus iness  i n  a 

s t a t e  from engaging i n  u n f a i r  c la ims se t t l emen t  p r a c t i c e s .  The r e g u l a t i o n  

de f ines  minimum s tandards  which, i f  v i o l a t e d  ". . .wi th  such frequency a s  t o  

i n d i c a t e  a gene ra l  bus iness  p r a c t i c e  ..." a r e  deemed t o  c o n s t i t u t e  u n f a i r  

c la ims se t t l emen t  p r a c t i c e s .  The s t anda rds  i n c l u d e  p rov i s ions  r e l a t i n g  to :  

mi s r ep re sen t a t i on  of po l i cy  p rov i s ions ,  f a i l u r e  t o  acknowledge communications, 

and prompt i n v e s t i g a t i o n  and se t t l emen t  of  c la ims.  



The need f o r  r e g u l a t i o n  of  c la ims handl ing is  i n d i c a t e d  by t h e  f a c t  t h a t  55% of  

a l l  complaints  rece ived  by t h e  Department r e l a t e  t o  c la ims handl ing.  By not  

adopt ing  t h e  provis ions  of t h e  Unfair  Trade P r a c t i c e s  Act r e l a t i n g  t o  u n f a i r  

c la ims  se t t l emen t  p r a c t i c e s ,  and t h e  accompanying r e g u l a t i o n ,  

t h e  S t a t e  of  Arizona l a c k s  needed s t a t u t o r y  a u t h o r i t y  t o  r e g u l a t e  insurance  

claims p r a c t i c e s .  The N A I C  r e p o r t s  f o r t y - f i v e  s t a t e s  have adopted t h e  

s t a t u t o r y  p rov i s ions  of t h e  Unfa i r  Trade P r a c t i c e s  Act and n i n e  s t a t e s  have 

adopted Unfa i r  Claims Se t t lement  Regulat ions t o  accompany t h e  s t a t u t e s .  

Author i ty  To F ine  Companies Is Needed 

Cur ren t ly ,  t h e  D i r ec to r  of  Insurance  has no a u t h o r i t y  t o  f i n e  companies f o r  

v i o l a t i o n s  of  insurance  s t a t u t e s  o t h e r  than $100 f i n e s  f o r  l a t e  f i l i n g  of 

annual  s ta tements .  A s  a  r e s u l t ,  t h e  D i r ec to r  has  on ly  two d i s c i p l i n a r y  

op t ions ,  1 )  remove t h e  company's a u t h o r i t y  t o  do bus ines s  i n  Arizona o r ,  2)  do 

noth ing  a t  a l l .  Department o f f i c i a l s  be l i eve  t h i s  l a c k  o f  d i s c i p l i n a r y  op t ions  

r e s t r i c t s  t h e  Department's a b i l i t y  t o  e f f e c t i v e l y  r e g u l a t e  companies because 

removing a  company's a u t h o r i t y  t o  do bus iness  i s  such a  d r a s t i c  s t e p  both i n  

terms of  i ts  e f f e c t  on t h e  company and i t ' s  pol icyholders  t h a t  most v i o l a t i o n s  

must go unpunished. 

The N A I C  model Unfa i r  Trade P r a c t i c e s  Act provides  f o r  d i r e c t o r s  t o  have 

a u t h o r i t y  t o  o rde r  payment of  monetatry p e n a l t i e s  of  from $1,000 t o  $5,000 f o r  

each v i o l a t i o n  o f  t h e  a c t .  Curren t ly  24 s t a t e s  have t h e  a u t h o r i t y  t o  f i n e  

companies f o r  v i o l a t i o n s  of insurance  s t a t u t e s .  A survey by t h e  Of f i ce  of  t h e  

Auditor  General revea led  t h a t  22 o f  t h e s e  s t a t e s  do i n  f a c t  use  t h e  a u t h o r i t y  

t o  f i n e  companies when v i o l a t i o n s  a r e  found.* The surveyed s t a t e s  r epo r t ed  

t h a t  they  had i n d i v i d u a l l y  f i n e d  a s  many a s  50 companies per  year  and t h a t  t h e  

f i n e s  had proved t o  be e f f e c t i v e  i n  ob t a in ing  company compliance wi th  s t a t u t e s .  

The c u r r e n t  l a c k  o f  a u t h o r i t y  t o  f i n e  companies a l s o  appears  i n c o n s i s t e n t  with 

t h e  D i r e c t o r ' s  c u r r e n t  a u t h o r i t y  t o  f i n e  agents .  P r e s e n t l y ,  ARS 20-316 pro- 

v ides  t h e  D i r ec to r  wi th  t h e  a u t h o r i t y  t o  f i n e  insurance  agents  a  sum not  i n  

excess  of one hundred d o l l a r s  f o r  each f a i l u r e  o r  v i o l a t i o n  " . . .o f  any law re- 

l a t i n g  t o  insurance  o r  of  any r u l e ,  r e g u l a t i o n  o r  o rde r  promulgated by t h e  

d i r e c t o r . . . "  Thus, t h e  D i r ec to r  can f i n e  agents  bu t  no t  companies. 

* Another s t a t e ,  Texas, r epo r t ed  i t  had "monetary pena l t i e s "  which had t h e  
same e f f e c t  a s  f i n e s .  Pennsylvania r epo r t ed  i t  used consent o rde r s  involv ing  4 
payments of  up t o  $2,000 i n  i n s t ances  where laws o r  r e g u l a t i o n s  d i d  not  provide 
f o r  f i n e s .  



Authori ty  To Recover A l l  Examination Costs  

ARS 20-159 provides  f o r  t h e  Department t o  recover  t h e  t r a v e l ,  per  diem and 

l i v i n g  expenses of  Department examiners from t h e  companies examined. The 

s t a t u t e  i s  s i l e n t ,  however, on recovery o f  overhead c o s t s  such a s  t h e  Chief 

Examiner's s a l a r y ,  s e c r e t a r i a l  suppor t ,  e t c .  A t  l e a s t  11 o t h e r  s t a t e s  have 

s t a t u t e s  provid ing  f o r  t h e  recovery of  - a l l  examination c o s t s  i nc lud ing  overhead 

expenses. I f  Arizona had a s i m i l a r  p rov i s ion  more than $20,000 i n  overhead 

expenses would be recovered each year .  

CONCLUSIONS 

Our review of t h e  Insurance  Department has  shown t h a t  t h e r e  a r e  s e v e r a l  

r e g u l a t o r y  a r e a s  t h a t  a r e  inadequate ,  i n  t h a t  1 )  Arizona has ,not adopted 

s t a t u t o r y  p rov i s ions  and r e g u l a t i o n s  p e r t a i n i n g  t o  u n f a i r  claims s e t t l e m e n t  

p r a c t i c e s ,  2 )  t h e  d i r e c t o r  can f i n e  on ly  agen t s  no t  companies, and 3) The 

Department does not  recover  a l l  examination c o s t s  a s  is  done by o t h e r  s t a t e s .  

A s  a r e s u l t  t h e  department l a c k s  s t a t u t o r y  a u t h o r i t y  needed t o  e f f f e c t i v e l y  

r e g u l a t e  t h e  insurance  i n d u s t r y  and t h e  Department i s  f a i l i n g  t o  recover  more 

t han  $20,000 per  year  i n  overhead c o s t s .  

RECOMMENDATIONS 

1 .  We recommend t h a t  Arizona adopt  s t a t u t o r y  provisons and r e g u l a t i o n s  

p e r t a i n i n g  t o  u n f a i r  c la ims se t t l emen t  p r a c t i c e s .  We a l s o  recommend 

t h a t  t h e  D i r ec to r  be given s t a t u t o r y  a u t h o r i t y  t o  f i n e  companies t o  be 

c o n s i s t e n t  with h i s  power t o  f i n e  agents .  

2. We recommend t h a t  ARS 20-159 be amended t o  provide f o r  recovery of  all 
examination c o s t s .  



OTHER PERTINENT INFORMATION 

During t h e  course  o f  t h e  a u d i t  we i d e n t i f i e d  t h e  fo l lowing  p e r t i n e n t  items 

r e l a t i n g  t o :  c o n f l i c t  of i n t e r e s t ,  t h e  exempt c l a s s i f i c a t i o n  of  t h e  ch i e f  

examiner, unnecessary hear ings  he ld ,  t h e  absence of a  need t o  l i c e n s e  

s o l i c i t o r s  and an  unnecessary requirement f o r  c o l o r  photographs. 

Conf l i c t  of  I n t e r e s t  

An employee of t h e  Department of  Insurance  i s  r e c e i v i n g  renewal commissions 

from a former employer (an  insurance  company). These commissions r e s u l t  from 

cont inu ing  l i f e  insurance  p o l i c i e s  which were s o l d  by t h e  employee when he was 

an agent  f o r  t h e  i n s u r e r .  Although t h e  amounts rece ived  have decreased and a r e  

now sma l l ,  such payments v i o l a t e  t h e  c o n f l i c t  of  i n t e r e s t  p rov i s ions  of  ARS 20- 

149.  I n  a  memo da ted  March 29,1979,* t h e  Arizona L e g i s l a t i v e  Council  reviewed 

ARS 20-149 and concluded " . . . any  money t r a n s a c t i o n  between an employee o f  t h e  

d i r e c t o r  and an  i n s u r e r  is  prohib i ted .  This  would appa ren t ly  apply  t o  renewal 

commission f e e s  rece ived  from an i n s u r e r  f o r  p a s t  s e r v i c e s  rendered." 

The D i r e c t o r  of Insurance  t o l d  us he was unaware such payments c o n s t i t u t e d  a 

c o n f l i c t  of  i n t e r e s t .  He s a i d  he would review t h e  ma t t e r  with t h e  department 's  

a s s i s t a n t  Attorney General and then  t a k e  c o r r e c t i v e  a c t i o n s .  

Exempt C l a s s i f i c a t i o n  o f  t h e  Chief Examiner 

The D i r e c t o r  of  Insurance  has rece ived  permission from t h e  Personnel  Div is ion  

t o  exempt t h e  Chief Examiner and t h r e e  o t h e r  d i v i s i o n  d i r e c t o r s  from t h e  

j u r i s d i c t i o n  o f  t h e  Personnel  Board. The d i r e c t o r  has not  exempted t h e s e  

p o s i t i o n s  a s  o f  June 1979. 

* A complete t e x t  of t h e  L e g i s l a t i v e  Counci l ' s  op in ion  i s  shown i n  Appendix C .  4 



We found t h a t  t h e  N A I C  t akes  no p o s i t i o n  on whether t h e  ch i e f  examiner should 

be covered by m e r i t  systems. We a l s o  found t h e  p r a c t i c e  v a r i e s  among s t a t e s .  

I n  a survey of 25 s t a t e s  we found t h e  c h i e f  examiner is covered by m e r i t  systems 

i n  18 s t a t e s  and i s  not  covered by m e r i t  systems i n  seven s t a t e s .  Moreover, i n  

four  o f  those  seven s t a t e s  no t  covered by m e r i t  systems none of  t h e  insurance  

department employees were covered by m e r i t  systems. 

Unnecessary Hearings 

I n  1978 t h e  Arizona Insurance  Department he ld  258 formal hear ings .  This  number 

is  s i g n i f i c a n t l y  h igher  t han  t h e  number o f  hear ings  he ld  by any of  t h e  30 o t h e r  

s t a t e s  responding t o  our  survey.  The two s t a t e s  wi th  t h e  next  h ighes t  numbers 

of  hear ings  were Iowa (150) and I l l i n o i s  (122) .  The m a j o r i t y  of  t h e  s t a t e s  

he ld  fewer t han  50 hear ings .  

Reviewing t h e  hear ings  he ld  by t h e  Department we found t h a t  31% o f  t h e  hear ings  

were he ld  t o  o b t a i n  d a t a  from company o f f i c i a l s  before  i s s u i n g  c e r t i f i c a t e s  of  

a u t h o r i t y  t o  do bus iness  i n  Arizona. Only one o f  t h e  30 s t a t e s  we contac ted  

he ld  hea r ings  f o r  such purposes ,  and it does s o  on an in formal  b a s i s .  The o t h e r  

s t a t e s  use  a f f i d a v i t s  t o  o b t a i n  t h e  in format ion  they  d e s i r e .  

The Department 's  Ass i s t an t  Attorney General has  advised  us t h a t  he b e l i e v e s  

a f f i d a v i t s  could be used i n  most ca se s  t o  o b t a i n  d a t a  needed t o  g r a n t  

c e r t i f i c a t e s  of  a u t h o r i t y .  This  would reduce t h e  number o f  hear ings  he ld  by 

t h e  Department by almost one-third.  It would a l s o  reduce t h e  c o s t s  i ncu r r ed  by 

t h e  company o f f i c i a l s  who must o f t e n  t r a v e l  from out -of -s ta te  t o  appear a t  t h e  

hear ings .  



S o l i c i t o r s '  Licenses  Are Not Needed 

ARS 20-186 provides  t h a t  insurance  agen t s  and brokers  may appoin t  i n d i v i d u a l s  

t o  s o l i c i t  a p p l i c a t i o n s  f o r  insurance  a s  r e p r e s e n t a t i v e s  of t h e  agent  and (I 

broker.  The agent  o r  broker must f i l e  an a f f i d a v i t  wi th  t h e  Insurance 

Department acknowledging w . . . r e s p o n s i b i l i t y  and l i a b i l i t y  f o r  a l l  t r a n s a c t i o n s  

under such s o l i c i t o r l s  l i c e n s e "  and swearing t h e  s o l i c i t o r  w i l l  be "o f f i cedU 

wi th  t h e  agent  o r  broker.  The s o l i c i t o r  must then  be l i c e n s e d  by t h e  

Department . 

There a r e  few, perhaps four  o r  f i v e ,  s o l i c i t o r s  l i c e n s e d  each year .  Such a  

l i c e n s i n g  requirement appears  t o  be u n j u s t i f i e d .  The Council  o f  S t a t e  

Governments i n  its pub l i ca t i on  Occupational L icens ing ,  s t a t e s :  

"There i s  l i t t l e  j u s t i f i c a t i o n  f o r  l i c e n s u r e  i f  
P r a c t i t i o n e r s  work under supe rv i s ion .  If r e g u l a t i o n  i s  
needed, i t  should be t h e  supe rv i so r  who i s  regula ted ."  

I n  t h e  c a s e  o f  s o l i c i t o r s ,  t hey  work under t h e  supe rv i s ion  o f  l i c e n s e d  agents  

and brokers  who acknowledge r e s p o n s i b i l i t y  f o r  t h e  s o l i c i t o r s '  a c t i o n s .  

Requir ing Unnecessary Color Photographs 

Applicants  a r e  r equ i r ed  t o  submit a  c o l o r  photograph wi th  t h e i r  a p p l i c a t i o n  f o r  

l i c e n s u r e .  I f  photos a r e  n o t  submi t ted ,  p rocess ing  i s  delayed u n t i l  t h e  

photograph i s  rece ived .  However, t h e  photographs a r e  no t  needed. The 

photographs were o r i g i n a l l y  r equ i r ed  because t h e  Department had considered 

p u t t i n g  photographs on t h e  l i c e n s e s .  They have been cont inued s o  t h e  

Department can use t h e  photographs f o r  i d e n t i f i c a t i o n  a t  t h e  examination, and 

occas s iona l ly  i n  i n v e s t i g a t i n g  complaints .  



We found t h a t  t h e  o t h e r  l i c e n s i n g  agenc ies  use d r i v e r ' s  l i c e n s e s  f o r  

i d e n t i f i c a t i o n  a t  t h e  examinations.  Also, t h e  Department can o b t a i n  photo- 

graphs of agen t s ,  f r e e  o f  charge,  from t h e  d r i v e r ' s  l i c e n s e  d i v i s i o n  i f  a 

photograph i s  needed f o r  i n v e s t i g a t i o n .  Thus, t h e  c o l o r  photograph requirement 

is  unnecessary and c r e a t e s  a d d i t i o n a l  expenses,  de l ays  and inconveniences f o r  

a p p l i c a n t s .  
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I O P E R A T I N G  F U N D S  

S T A T E  O F  A R I Z O N A  

DEPARTMENT O F  I N S U R A N C E  

A U D I T O R S '  O P I N I O N  

J U N E  30, 1978 

C O N T E N T S  

BALANCE S H E E T  - G e n e r a l ,  E x a m i n e r s  and G e n e r a l  
F ixed  A s s e t s  

R E V E N U E S ,  E X P E N D I T U R E S  AND CHANGES I N  FUND BALANCE - 
G e n e r a l  and E x a m i n e r s  

BUDGET AND ACTUAL E X P E N D I T U R E S  - G e n e r a l  

N O T E S  T O  F I N A N C I A L  S T A T E M E N T S  

I I T R U S T  F U N D S  

A U D I T O R S '  O P I N I O N  

A S S E T S  AND L I A B I L I T I E S  A R I S I N G  FROM C A S H  T R A N S A C T I O N S  - 
J o i n t  U n d e r w r i t i n g  P l a n  

R E C E I P T S ,  D I S B U R S E M E N T S  AND CHANGES I N  CASH BALANCE - 
P r e m i u m  T a x  C l e a r i n g  and J o i n t  U n d e r w r i t i n g  P l a n  

N O T E S  T O  F I N A N C I A L  S T A T E M E N T S  

P a g e  
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The J o i n t  L e g i s l a t i v e  Budget Committee of 
The Arizona S t a t e  L e g i s l a t u r e  

We have examined t h e  f i n a n c i a l  s ta tements  of t h e  General and Examiners Funds 

and t h e  General Fixed Asse ts  group of accounts of t h e  S t a t e  of Arizona,  

Department of Insurance as of June 30, 1978, l i s t e d  i n  t h e  foregoing t a b l e  

of con ten t s .  Except a s  s e t  f o r t h  i n  t h e  fol lowing paragraph, our  examina- 

t i o n  was made i n  accordance wi th  gene ra l ly  accepted a u d i t i n g  s tandards ,  and 

accord ingly  included such t e s t s  of t h e  accounting r eco rds  and such o t h e r  

a u d i t i n g  procedures a s  we considered necessary  i n  t h e  circumstances.  

Evidence suppor t ing  t h e  c o s t  of o f f i c e  f u r n i t u r e  and equipment acquired p r i o r  

t o  June 30, 1970, is no longer  a v a i l a b l e .  The ~ e p a r t m e n t ' s  records  do not  

permit t h e  a p p l i c a t i o n  of adequate  a l t e r n a t i v e  procedures regard ing  the  c o s t  

of o f f i c e  f u r n i t u r e  and equipment. Because we were unable t o  s a t i s f y  our- 

s e lves  a s  a  r e s u l t  of such incomplete r eco rds ,  we a r e  unable t o  express ,  and 

we do not  express  an  opinion on the  accompanying f i n a n c i a l  s ta tement  of t h e  

General Fixed Assets  group of  accounts .  

In  our  opinion,  t he  f i n a n c i a l  s ta tements  r e f e r r e d  t o  above present  f a i r l y  t h e  

f i n a n c i a l  pos i t i on  of t h e  General and Examiners Funds of t h e  S t a t e  of Arizona, 

Department of Insurance a t  June 30, 1978, and t h e  r e s u l t s  of opera t ions  of 

such funds f o r  t h e  year then  ended, i n  conformity wi th  gene ra l ly  accepted 

accounting p r i n c i p l e s  app l i ed  on a  b a s i s  c o n s i s t e n t  wi th  t h a t  of t h e  preceding 

yea r ,  

December 21, 1978 
~ o u g l a s  R. Norton 
Auditor  General 



STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 

OPERATING FUNDS 

BALANCE SHEET 

JUNE 3 0 ,  1978 

General 
F ixed 

General Examiners Assets 

ASSETS 

Funds on deposit with State Treasurer 

Investments (Note 2) 

Reimbursements receivable 

General fixed assets : 
Office furniture and equipment 

LIABILITIES AND FUND BALANCE 

Accounts payable 

Contingent liabilities (Note 3) 
B 

Investment in general fixed assets 

Fund balance 

The accompanying notes to financial statements 
are an integral part of this statement. 



STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 
- OPERATING FUNDS 

REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE 

YEAR ENDED JUNE 30, 1978 

General Examiners 

Revenues : 
Legislative appropriations 
Assessments 
Reimbursements 
Interest on investments 

Total revenues 

Expenditures: 
Personal services 
Employee related costs 
Professional and outside services 
Travel 
Rental 
Other 
Capital outlay 

Total expenditures 

Refunds of assessments 
Total expenditures and refunds 

Excess of revenues over expenditures and refunds 

Reversion to State General Fund 

Increase in fund balance 

Fund balance, July 1, 1977 

Fund balance, June 30, 1978 

The accompanying notes to financial statements 
are an integral part of this statement. 



STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 

OPERATING FUNDS 

BUDGET AND ACTUAL EXPENDITURES - GENERAL 

YEAR ENDED JUNE 30,  1978 

P e r s o n a l  s e r v i c e s  

Employee r e l a t e d  c o s t s  

P r o f e s s i o n a l  and o u t s i d e  s e r v i c e s  

T r a v e l  - s ta te  

T r a v e l  - o u t - o f - s t a t e  

Other  o p e r a t i n g  

C a p i t a l  o u t l a y  

T o t a l  e x p e n d i t u r e s  

Budget 

$ 735,000 

142,800 

77,400 

4 ,400 

4,300 

146,000 

6 ,100 

$1,116 .OOO 

A c t u a l  

$ 728,939 

128,954 

74,883 

3,122 

3,356 

143,107 

5 ,911  

$1,088.272 

A c t u a l  
(Over) Under 

Budget 

The accompanying n o t e s  t o  f i n a n c i a l  s t a t e m e n t s  
a r e  a n  i n t e g r a l  p a r t  of t h i s  s t a t e m e n t .  



STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 

OPERAT I N G  FUNDS 

NOTES TO FINANCIAL STATEMENTS 

JUNE 30, 1978 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis  of Accounting - The f i n a n c i a l  s ta tements  of t h e  General and 

Examiners funds and t h e  General Fixed Asse ts  group of  accounts have 

been prepared i n  accordance wi th  t h e  p r i n c i p l e s  of fund accounting. 

According t o  t h e s e  p r i n c i p l e s ,  revenues, a s s e t s ,  expenditures  and 

l i a b i l i t i e s  a r e  segregated i n t o  funds according t o  purpose o r  func- 

t ion. 

The f i n a n c i a l  s ta tements  a r e  presented on t h e  modified acc rua l  b a s i s  

of accounting. Under t h e  modified acc rua l  b a s i s ,  revenues a r e  r e -  

corded when c o l l e c t e d  except f o r  revenues s u s c e p t i b l e  t o  acc rua l  and 

revenues of a m a t e r i a l  amount t h a t  have no t  been rece ived  a t  t h e  

normal time of r e c e i p t .  Expenditures a r e  recorded on t h e  acc rua l  

b a s i s  except  f o r  prepaid and inventory items which a r e  recorded a s  

expenditures  a t  t h e  time of purchase. 

GeneraLFixed Asse ts  - Assets  c a p i t a l i z e d  i n  t h e  General Fixed Assets  

group of accounts a r e  recorded a t  t h e  time of purchase a s  expenditures  

i n  t h e  General Fund. No dep rec i a t ion  has been provided f o r  general  

f i xed  a s s e t s .  

NOTE 2 - INVESTMENTS 

Investments,  which c o n s i s t  of Time C e r t i f i c a t e s  of Deposi t ,  a r e  made 

on behalf  of t h e  Department by t h e  S t a t e  Treasurer .  

NOTE 3 - CONTINGENT LIABILITIES 

Employees of t h e  Department may accrue  vaca t ion  time and s i c k  leave  

based upon l eng th  of s e rv i ce .  Upon te rmina t ion  of employment, an 

employee i s  paid unused vaca t ion  time, but  f o r f e i t s  unused s i c k  leave.  

As of June 30, 1978, t he  fol lowing amounts had been accumulated: 

Vacation time 6,101 hours 
S i ck  leave  9,833 hours 

15.934 hours 



STATE OF ARIZONA 

DEPARTPENT OF INSURANCE 

OPERATING FUNDS 

NOTES TO FINANCIAL STATEMENTS 

JUNE 30. 1978 

NOTE 4 - RETIREPENT PLANS 

A l l  permanent f u l l - t i m e  employees of t he  Department of Insurance a r e  

covered by a r e t i r emen t  p lan  administered by t h e  S t a t e  of Arizona. 

The p lan  i s  funded through mandatory pay ro l l  deduct ions from covered 

employees' g ross  earnings and from amounts con t r ibu ted  by t h e  Depart- 

ment of Insurance. Retirement payments a r e  o b l i g a t i o n s  of t h e  S t a t e  

r e t i r emen t  plan. For t he  year  ended June 30, 1978, Department o f  

Insurance con t r ibu t ions  t o  t h e  S t a t e  r e t i r emen t  p lan  amounted t o  
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AUDITORS ' OPINION 

The J o i n t  L e g i s l a t i v e  Budget Committee of 
The Arizona S t a t e  L e g i s l a t u r e  

We have examined t h e  f i n a n c i a l  s ta tements  of t h e  T r u s t  Fundsof t h e  S t a t e  of 

Arizona, Department of Insurance a s  of June 30, 1978, l i s t e d  i n  t h e  fo re -  

going t a b l e  of conten ts .  Our examination was made i n  accordance wi th  gener- 

a l l y  accepted a u d i t i n g  s t anda rds ,  and accordingly included such t e s t s  of 

t h e  accounting records  and such o the r  a u d i t i n g  procedures a s  we considered 

necessary  i n  t h e  circumstances . 

The s ta tements  of t h e  Trus t  Funds, l i s t e d  i n  t he  foregoing  t a b l e  of  con ten t s ,  

do not  g ive  e f f e c t  t o  accounts r ece ivab le ,  accounts payable,  and accrued 

items. Accordingly, t h e  s ta tements  do no t  present  f i n a n c i a l  p o s i t i o n  and 

r e s u l t s  of opera t ions  i n  conformity with gene ra l ly  accepted accounting p r i n c i -  

p l e s .  

I n  our  opinion,  t h e  accompanying f i n a n c i a l  s ta tements  present  f a i r l y  t h e  

a s s e t s  and l i a b i l i t i e s  a r i s i n g  from cash t r ansac t ions  of t h e  T r u s t  Funds of 

t h e  S t a t e  of Arizona, Department of Insurance a t  June 30, 1978, and t h e  r e -  

c e i p t s ,  disbursements,  and changes i n  cash ba lance  f o r  t h e  year  then  ended, 

on a  b a s i s  cons is  t e n t  with t h a t  of t h e  preceding year .  

December 2 1 ,  1978 
Auditor  General 



STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 

TRUST FUNDS 

ASSETS AND LIABILITIES ARISING FROM CASH TRANSACTIONS 

JU'N!Z 30, 1978 

ASSETS 

B Funds on depos i t  wi th  S t a t e  Treasurer  

FUND BALANCE 

Fund balance 

Jo i n  t 
Underwriting 

P lan  

The accompanying notes  t o  f i n a n c i a l  s ta tements  
a r e  an  i n t e g r a l  p a r t  of t h i s  s ta tement .  
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STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 

TRUST FUNDS 

RECEIPTS, DISBURSEMENTS AND CHANGES IN CASH BALANCE 

YEAR ENDED JUNE 30, 1978 

Pr emim Joint 
Tax Underwriting 4 

Clearing Plan 

Receipts : 
Insurance premiums 
Interest on investments 
Premium taxes 
Licenses 
Fees 
Fines , for£ eitures and penalties 
Miscellaneous 

Total receipts 

Disbursements : 
Professional and outside services 
Other 

Total disbursements 

Refunds : 
Premium tax 
Insurance premiums 

Transfers out: 
State General Fund 
Fireman's Relief and Pension 
Industrial Commiss ion Administrative Fund 
Law Enforcement Retirement Sys tem 

Total transfers out 

Total disbursements, refunds and transfers 

Excess receipts over disbursements, refunds and transfers 

Remittance to State General Fund 

Increase in cash balance 

Cash balance, July 1, 1977 

Cash balance, June 30, 1978 

The accompanying notes to financial statements 
are an integral part of this statement. 



STATE OF ARIZONA 

DEPARTMENT OF INSURANCE 

TRUST FUNDS 

NOTES TO FINANCIAL STATEMENTS 

JnT 30, 1978 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis  of Accounting - The f i n a n c i a l  s ta tements  of t h e  J o i n t  Underwriting 

Plan and Premium Tax Clear ing  funds have been prepared i n  accordance 

wi th  t h e  p r i n c i p l e s  of fund accounting. According t o  t hese  p r i n c i p l e s ,  

revenues, a s s e t s ,  expenditures  and l i a b i l i t i e s  a r e  segrega ted  i n t o  funds 

according t o  purpose o r  func t ion ,  

The f i n a n c i a l  s ta tements  a r e  presented on t h e  cash b a s i s  of  accounting.  

NOTE 2 - INSURER'S SECURITIES HELD I N  TRUST 

The S t a t e  Treasurer  ho lds  i n  t r u s t ,  f o r  t h e  D i r e c t o r  of t h e  Department 

of Insurance,  s e c u r i t y  depos i t s  a s  r equ i r ed  t o  t r a n s a c t  insurance  bus i -  

ness  i n  t h e  S t a t e  of Arizona. The s e c u r i t i e s  c o n s i s t  of o b l i g a t i o n s  of 

t h e  United S t a t e s  Government, and of s t a t e s ,  t e r r i t o r i e s ,  c o u n t i e s ,  

m u n i c i p a l i t i e s ,  school  d i s t r i c t s ,  savings and loan  a s s o c i a t i o n s ,  and 

banking i n s t i t u t i o n s .  On June 30, 1978, t h e  S t a t e  T reasu re r  h e l d  secur -  

i t y  depos i t s  i n  t r u s t  i n  t h e  amount of $91,294,882 s t a t e d  a t  f a c e  value. 



STATE OF ARIZONA 
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March 8 ,  1979 

M r .  John N .  Trimble,  D i r e c t o r  
Department of  Insurance  
1601 W. J e f f e r s o n  
Phoenix, AZ 85007 

Dear M r .  Trimble: 

We have examined t h e  f i n a n c i a l  s t a t emen t s  o f  t h e  S t a t e  o f  Arizona Department o f  

Insurance  f o r  t h e  year  ended June 30, 1978, and have i s sued  our  r e p o r t  thereon  

p da ted  December 21, 1978. A s  a  p a r t  o f  our examination, we reviewed and t e s t e d  
< t h e  Department 's  system o f  i n t e r n a l  account ing  c o n t r o l  t o  t h e  e x t e n t  we 

considered necessary  t o  e v a l u a t e  t h e  system a s  r equ i r ed  by g e n e r a l l y  accepted 

a u d i t i n g  s t anda rds .  Under t h e s e  s t anda rds ,  t h e  purpose of such e v a l u a t i o n  is 

t o  e s t a b l i s h  a b a s i s  f o r  r e l i a n c e  thereon  i n  determining t h e  n a t u r e ,  t im ing  and 

e x t e n t  o f  o t h e r  a u d i t i n g  procedures t h a t  a r e  necessary  f o r  exp re s s ing  an 

op in ion  on t h e  f i n a n c i a l  s ta tements .  

The o b j e c t i v e  of i n t e r n a l  account ing c o n t r o l  is t o  provide reasonable ,  but  not  

a b s o l u t e ,  assurance  as t o  t h e  sa feguard ing  of  a s s e t s  a g a i n s t  l o s s  from unautho- 

r i z e d  use o r  d i s p o s i t i o n ,  and t h e  r e l i a b i l i t y  o f  f i n a n c i a l  r eco rds  f o r  prepar- 

i n g  f i n a n c i a l  s t a t emen t s  and main ta in ing  a c c o u n t a b i l i t y  f o r  a s s e t s .  The 

concept o f  reasonable  assurance  recognizes  t h a t  t h e  c o s t  of  a  system of  

i n t e r n a l  account ing  c o n t r o l  should no t  exceed t h e  b e n e f i t s  der ived  and a l s o  

recognizes  t h a t  t h e  eva lua t ion  of  t he se  f a c t o r s  n e c e s s a r i l y  r e q u i r e s  e s t ima te s  

and judgments by management. 



M r .  John N. Trimble,  D i r ec to r  
Department of  Lnsurance 
March 8 ,  1979 
Page Two 

There a r e  i n h e r e n t  l i m i t a t i o n s  t h a t  should be recognized i n  cons ide r ing  t h e  

p o t e n t i a l  e f f e c t i v e n e s s  o f  any system of  i n t e r n a l  account ing  c o n t r o l .  I n  t h e  

performance o f  most c o n t r o l  procedures ,  e r r o r s  can r e s u l t  from misunder- 

s t and ing  o f  i n s t r u c t i o n s ,  mis takes  of  judgment, c a r e l e s s n e s s  o r  o t h e r  persona l  

f a c t o r s .  Cont ro l  procedures  whose e f f e c t i v e n e s s  depends upon s e g r e g a t i o n  o f  

d u t i e s  can be circumvented by c o l l u s i o n .  S i m i l a r l y ,  c o n t r o l  procedures  can be 

circumvented i n t e n t i o n a l l y  by management wi th  r e s p e c t  e i t h e r  t o  t h e  execut ion  

and r eco rd ing  o f  t r a n s a c t i o n s  o r  wi th  r e s p e c t  t o  t h e  e s t i m a t e s  and judgments 

r equ i r ed  i n  t h e  p repa ra t i on  o f  f i n a n c i a l  s ta tements .  F u r t h e r ,  p r o j e c t i o n  o f  

any e v a l u a t i o n  of  i n t e r n a l  account ing c o n t r o l  t o  f u t u r e  pe r iods  is s u b j e c t  t o  

t h e  r i s k  t h a t  t h e  procedures may become inadequate  because o f  changes i n  

cond i t i ons  and t h a t  t h e  degree o f  compliance wi th  t h e  procedures  may d e t e r i -  

o r a t e .  

Our s tudy  and eva lua t ion  o f  t h e  Department's system of  i n t e r n a l  account ing  

c o n t r o l  f o r  t h e  year  ended June 30, 1978, which was made f o r  t h e  purpose set  

f o r t h  i n  t h e  first paragraph, would no t  n e c e s s a r i l y  d i s c l o s e  a l l  weaknesses i n  

t h e  system. However, such s tudy  and eva lua t ion  d i s c l o s e d  c e r t a i n  c o n d i t i o n s  

t h a t  w e  b e l i e v e  could be improved by implementation o f  t h e  fo l lowing  recommen- 

da ti ons . 

LICENSING PROCESS 

The Department i s  c u r r e n t l y  a t t empt ing  t o  automate t h e  process  o f  l i c e n s i n g  

insurance  c a r r i e r s  and agen t s  i n  t h e  S t a t e .  The p re sen t  method o f  l i c e n s i n g  i s  

an t iqua t ed  and cumbersome. 

The Department should cont inue i ts e f f o r t s  towards completion of  t h i s  p r o j e c t .  

We a l s o  f e e l  t h a t  t h e  Department should cons ider  t h e  automation of  t h e  review 

process  f o r  premium t a x  c o l l e c t i o n s .  We suppor t  t h e  e f f o r t s  of t h e  Department 

and f e e l  t h a t  t he se  p r o j e c t s  a r e  e s s e n t i a l  i n  o rde r  t o  ope ra t e  and manage t h e  

Department i n  a  more e f f i c i e n t  manner. 



Mr. John N. Trimble,  D i r e c t o r  
Department of  h s u r a n c e  
March 8 ,  1979 
Page Three 

SEGREGATION OF DUTIES 

1. One person makes disbursements from t h e  Adminis t ra t ive  S e r v i c e  D i v i s i o n ' s  

r evo lv ing  fund,  i n i t i a t e s  reimbursements t o  t h e  account  and r e c o n c i l e s  

t h e  bank s ta tement .  

The Adminis t ra t ive  Se rv i ce s  Div is ion  should s e p a r a t e  t h e  d i s b u r s i n g  and 

r e c o n c i l i n g  d u t i e s .  

2. Two employees s h a r e  r e s p o n s i b i l i t y  f o r  a l l  phases o f  personnel  and 

p a y r o l l  f unc t ions ,  i n c l u d i n g  i n i t i a t i n g ,  p ick ing  up and d i s t r i b u t i n g  

p a y r o l l  warrants .  

P a y r o l l  and personnel  d u t i e s  should be segrega ted .  Also, an employee wi th  

no pay ro l l - r e l a t ed  func t ion  should be r e s p o n s i b l e  f o r  p ick ing  up and 

d i s t r i b u t i n g  p a y r o l l  war ran ts .  

RECEIPTS 

The c u r r e n t  cash r e g i s t e r  does not  t o t a l  a c c u r a t e l y  when amounts exceeding 4 

$800,000 a r e  en te red .  

To b e t t e r  c o n t r o l  r e c e i p t s ,  t h e  Department should cons ider  t h e  purchase of a  

new cash r e g i s t e r ,  with c a p a c i t y  adequate  t o  handle  t h e  l a r g e  sums of money 

o f t e n  handled by t h e  Department. 

DISBURSEMENTS 

A t  t h e  beginning of f i s c a l  yea r s  1977-78 and 1978-79, expendi tures  were made 

from General Fund appropr ia ted  money f o r  expenses a p p l i c a b l e  t o  t h e  previous 

f i s c a l  year .  



M r .  John N.  Trimble,  D i r ec to r  
Department of  Insurance  
March 8 ,  1979 
Page Four 

To comply wi th  Arizona Revised S t a t u t e  35-190-C, expenses a p p l i c a b l e  t o  a p r i o r  

f i s c a l  year  must no t  be made from funds app rop r i a t ed  f o r  t h e  c u r r e n t  f i s c a l  

year .  Such amounts should be encumbered a t  year-end, o r  paid v i a  General  

Relief B i l l  o r  Adminis t ra t ive  Adjustment. This  would a l low r eco rd ing  o f  

expenses w i t h i n  t h e  p r i o r  f iscal  year .  

J O I N T  UNDERWRITING PLAN FUND 

The f i n a n c i a l  a c t i v i t y  i s  no t  c losed  out  t o  fund balance a t  t h e  end o f  each 

f i s c a l  year .  

Rece ip ts  and disbursements f o r  t h e  J o i n t  Underwriting P lan  Fund should be 

c lo sed  o u t  t o  fund balance a t  t h e  end of  each f i s c a l  yea r ,  and on ly  t h e  

r e s u l t i n g  fund balance c a r r i e d  forward t o  t h e  subsequent  year ,  i n  o rde r  t o  

r e f l e c t  r e s u l t s  of  ope ra t i ons  f o r  t h e  c u r r e n t  year .  

Should you have any ques t i ons  regard ing  t h e s e  recommendations, w e  s h a l l  be 

p leased  t o  d i s c u s s  them wi th  you. 

4?+am Doug a s  R .  Norton 

Auditor General 
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I, Response by t h e  Department of  Insurance t o  t h e  Performance Audit 
Report on the  Arizona Department of  Insurance by t h e  Of f i ce  of 
t h e  Auditor  General. 

SUMMARY 

Page 1, paragraph 2 - Number of employees. 

Report i n d i c a t e s  58 f u l l  time employees. J.L.B.C. shows: 

1977-78 1978-79 1979-80 
Actual Est imate 

Number of F.T.E. p o s i t i o n s  60.7 60.7 64.7 

The discrepancy may be due t o  some job turnover  and t h e  f a c t  t h a t  
2.7 employees a r e  c l a s s i f i e d  as seasonal  o r  summer a i d e s .  

Defer comments on t h e  remainder t o  t h e  Findings por t ions .  

INTRODUCTION & BACKGROUND 

Table 1 - The Department i s  organized i n t o  f i v e  (5)  d i v i s i o n s ,  
not  seven ( 7 ) ,  excluding t h e  D i r e c t o r ' s  . o f f i c e  and 
t h e  Tucson o f f i c e  which comes under t h e  Consumer 
A f f a i r s  Divis ion .  

@ FINDING I 

Concur wi th  Finding. The ques t ion  of q u a r t e r l y  prem 
ygs  previously addressed by t h e  Department s e v e r a l  
met with such heavy i n d u s t r y  oppos i t ion  i t  was never presented t o  
t h e  L e g i s l a t u r e  i n  b i l l  form. Fur the r ,  i t  would seem t o  make sense  
f o r  both domestic and fo re ign  i n s u r e r s  t o  f i l e  r e t u r n s  on t h e  same 
da tes  during t h e  year  r a t h e r  than da tes  one month a p a r t  a s  i s  now 
t h e  case .  



FINDING I1 

LICENSING PROCEDURES 

Of t h e  a r e a s  where t h e  Department has had and cont inues t o  have- 
g r e a t  concerns,  i t  i s  i n  t h e  a r e a  of agents  & brokers  l i c e n s i n g .  
The a r e a  has  been s t u d i e d  f o r  over t h r e e  yea r s  and i n  t h e  l a s t  

0 s e s s i o n  of t h e  L e g i s l a t u r e  an important p iece  of l e g i s l a t i o n  
w a s  passed t h a t  has  not  been included i n  t h e  r e p o r t ,  enabl ing  
l e g i s l a t i o n  t o  al low t h e  Department t o  c o n t r a c t  wi th  an o u t s i d e  
c o n t r a c t o r  t o  adminis te r  l i c e n s e  examinations. 

Another element not  included i n  t h e  Findings i s  an eva lua t ion  
of  t h e  e f f e c t i v e n e s s  of l i c e n s i n g  agents  and brokers  i n  t h e  f i r s t  
p l ace .  

Quest io  p r o t e c t i n g  t h e  pub l i c  e f f e c t i v e l y ?  

been l e f t  unaddress 

The pol icy  of t h i s  Department i s  and cont inues  t o  be t h a t  a 
l i c e n s e  w i l l  no t  be i s sued  t o  an a p p l i c a n t  f o r  agen t s ,  e t c .  
l i c e n s e s  u n t i l  a minimal FBI background i n v e s t i g a t i o n  i s  completed. 
The r e p o r t  i n d i c a t e s  the  program has been somewhat e f f e c t i v e .  
While t h e r e  may be delays i n  i s s u i n g  l i c e n s e s  because of  t h e  
background check, we seem t o  be a b l e  t o  head o f f  a t  l e a s t  some of 
t h e  nefar ious  persons t r y i n g  t o  e n t e r  t h e  business  of insurance  
i n  t h i s  s t a t e  before  they become l i censed .  I t  seems t h a t  a  one 
and one-half  month's delay,  i f  t h e  f i g u r e s  included on Page 20 
of t h e  r e p o r t  a r e  c o r r e c t ,  ( i t  appears erformance i n  t h i s  a r e a  
has  improved s i n c e  t h e  Audi tors '  review 7 i s  a  small  p r i c e  f o r  an 
a p p l i c a n t  t o  pay f o r  r ece iv ing  an occupat ional  l i c e n s e  t h a t  allows 
t h e  l i c e n s e e  t o  d e a l  wi th  t h e  f i n a n c i a l  s e c u r i t y  of consumers a s  
w e l l  a s  of tent imes becoming a  f iduc ia ry .  Add i t iona l ly ,  t h e  
process  gives t h e  a p p l i c a n t  ample time t o  s tudy f o r  t h e  examination 
requ i red .  The time i t  takes  t o  secure  o t h e r  occupat ional  l i c e n s e s  
should a l s o  be considered.  An a u t h o r i t a t i v e  source w i t h i n  t h e  
Real E s t a t e  Department i n d i c a t e s  t h a t  t h e  average elapsed time 
from d a t e  of a p p l i c a t i o n  t o  d a t e  of i s s u e  i s  approximately n ine ty  
days i n  t h a t  agency. 

It a l s o  appears t h a t  a  major poin t  has been missed. One of t h i s  
Department's charges i s  t o  r e g u l a t e  l i c e n s e e s  t o  t h e  b e n e f i t  of 
t h e  o the r  c i t i z e n s  of t h i s  s t a t e .  This i s  what i s  being attempted 
i n  t h e  c u r r e n t  f i n g e r p r i n t i n g  pol icy .  While i t  i s  t r u e  t h a t  t h e  
f i n g e r p r i n t i n g  pol icy  can be inconvenient ,  i t  i s  somewhat analogous 
t o  t h e  screening  appara tus  requi red  i n  a i r p o r t s  t h a t  check f o r  
weapons and bombs. The pol icy  perhaps can prevent  f u t u r e  t ragedy,  
p lus  being e f f e c t i v e  i n  the  enforcement of t h e  law. 



Fingerpr in t ing  of a p p l i c a n t s  began i n  1967 i n  t h i s  Department and 
has  been continuous s i n c e  t h a t  time. It i s  i n t e r e s t i n g  t o  n o t e  
t h a t  submissions from law enforcement agencies  a r e  a l s o  accepted 
and i t  i s  perceived t h a t  a  l a r g e r  percentage of unreadable p r i n t s  
re turned  a r e  from those  agencies a s  opposed t o  t h e  Department's 
a c t i v i t y .  Fur the r ,  t h e  Real E s t a t e  Department had a  l a p s e  of  
s e v e r a l  yea r s  i n  t h e i r  p r i n t i n g  because of  budget and o the r  prob- 
lems, the  Department of Insurance has not .  The 20% r e t u r n  f a c t o r  
i s  ques t ionable .  

While t h e r e  i s  no o b j e c t i o n  t o  having an o u t s i d e  s e r v i c e  perform 
f i n g e r p r i n t i n g ,  i t  has been a mat ter  of p r i o r i t y  and some l e g i s -  
l a t i v e  a c t i o n  might be necessary t o  accomplish t h i s  goal .  

"Over t h e  Counter" Screening 

Concur, except i t  should be noted t h a t  a l l  documents necessary 
a r e  not  usual ly  p resen t  a t  an "Over t h e  Counter" in te rv iew,  i . e . ,  
company appointments. The absence of these  documents l a r g e l y  
caused t h e  delays expressed. The passage of S.B. 1195 has elim- 
i n a t e d  i n s u r e r  appointments of agents  and permits e a s i e r  "Over 
t h e  Counter" screening .  

Also,  t h e r e  i s  some confusion i n  t h e  r e p o r t  a s  t o  t h e  propor t ion  
of a p p l i c a n t s  t h a t  a c t u a l l y  b r ing  t h e i r  a p p l i c a t i o n s  i n  t o  t h e  
Department f o r  submission. Many app l i can t s  pick up a p p l i c a t i o n s  
a t  t h e  time of f i n g e r p r i n t i n g ,  complete a t  a  l a t e r  d a t e  and r e t u r n  
by mail .  The propor t ion  of completed a p p l i c a t i o n s  a c t u a l l y  hand 
de l ivered  t o  t h e  Department i s  est imated t o  be 25% by t h e  l i c e n s e  
s e c t i o n .  

Realign Key Employee Functions 

This i tem w i l l  l a r g e l y  be resolved wi th  the  employment of E.T.S. 
(Educational Tes t ing  Service)  a s  the  c o n t r a c t o r  t o  adminis te r  
examinations. The t a r g e t  da te  f o r  implementation of t h e  E.T.S. 
system i s  November 1, 1979. Fur the r ,  computer te rminals  wi th in  
t h e  Department a r e  i n  the  process of being cont rac ted  f o r  and 
should be on l i n e  around January 1, 1980. 

\\%en these  systems a r e  on l i n e  a  reassignment of d u t i e s  w i l l  t ake  
p lace .  It i s  i n t e r e s t i n g  t o  note ,  however, t h a t  s t u d i e s  of t h e  
s e c t i o n  by s t a t e  employed consu l t an t s  have ind ica ted  t h a t  t h e  
l i c e n s e  process should be follotLled a l l  t h e  way through by one c l e r k  
r a t h e r  than fragmenting the  procedure by ass ign ing  d i f f e r e n t  persons 
t o  d i f f e r e n t  tasks  w i t h i n  the  process .  

Improve Telephone Procedures 



Many of these  problems have been resolved s i n c e  the  new l i c e n s e  
s e c t i o n  supervisor  has  taken hold.  S t i l l ,  t h e  telephone cont inues 
t o  be a  problem throughout t h e  Department. S tudies  have previous ly  
been made by t h e  te lephone company and s t a t e  consu l t an t s  without  
much success .  Hopefully,  with t h e  new examinations and computer 
systems the  problem can a t  l e a s t  be p a r t i a l l y  solved i n  t h e  l i c e n s e  
s e c t i o n .  

Use of Computer t o  Type & Mail Licenses 

U n t i l  new computer te rminals  a r e  i n s t a l l e d ,  computer typing  of  
l i c e n s e s  w i l l  c r e a t e  a d d i t i o n a l  delays i n  t h e  process  because t h e  
source document c u r r e n t l y  must be prepared i n  any event wi th in  
t h e  e x i s t i n g  system, then an a d d i t i o n a l  delay of two, t h r e e  days 
or  longer  t o  key punch, process  and mail .  The p r a c t i c e  of typing  
a  s a l u t a t i o n  on t h e  congra tu la tory  p r in ted  l e t t e r  has  been discon- 
t inued.  (The l e t t e r  i s  a c t u a l l y  an admonition f o r  cont inuing  
educat ion) .  

Video Terminals 

Terminals should be on l i n e  by January 1980. 

T e s t i n g  

E.T.S. was cont rac ted  with i n  June 1979. The E.T.S. program w i l l  
be on l i n e  by November 1979. 

However, on Page 27, t h i r d  dash - t h e  major exams, l i f e  and d i s a -  
b i l i t y  and property and casua l ty  were revised  January 1, 1977 and 
August 1976 r e s p e c t i v e l y ,  and were under r e v i s i o n  again  while  the  
Auditor General was i n  t h e  Department. It a l s o  should be noted 
t h a t  before  1976 t h e  major exams had not  been revised  f o r  up t o  
t e n  (10) years  o r  longer .  Fur the r ,  i t  takes  s e v e r a l  months t o  
implement a  new exam under t h e  c u r r e n t  system. 

I n  any event ,  most of t h e  t e s t i n g  problems should be el iminated 
with t h e  implementation of t h e  E.T.S. system. 

Pool Employees 

The p r a c t i c e  ind ica ted  i n  t h e  r e p o r t ,  a t  l e a s t  f o r  t h e  l a s t  two 
y e a r s ,  has been caused l a r g e l y  by the  conversion from a  manual t o  
a  computer system. I t  was not  f e l t  t h a t  t h e  system could be shut  
down f o r  a  year  during conversion,  a s  what r epor ted ly  happened when 
o the r  departments converted.  Also,  t h e  r e p o r t  f a i l e d  t o  note  2.7 
F.T.E.'s a s  ind ica ted  on Page 1 have been included wi th in  t h e  De- 
par tment ' s  budget a s  seasonal  or  summer a i d e s ,  t h e r e f o r e ,  t h e  use 



of pool persons was not  e n t i r e l y  ou t s ide  of l e g i s l a t i v e  i n t e n t .  

CONCLUSION 

While t h e  l i c e n s e  s e c t i o n  i s  s t i l l  by no means p e r f e c t ,  d e f i n i t e  
improvements have been made s i n c e  November 1978, with t h e  a d d i t i o n  
of a  new supervisor  and a reduc t ion  i n  employee turnover .  Hope- 
f u l l y ,  wi th  t h e  new computer t e rmina l s ,  t he  E.T.S. program and 
e l imina t ion  of company appointments of agents ,  t h e  s i t u a t i o n  can 
be mi t iga ted  considerably.  

FINDING 111 

It i s  t r u e  t h e  Department needs t o  take  a h igher  p r o f i l e  i n  t h e  
pub l i c  awareness a r e a .  The problem r e a l l y  b o i l s  down i n t o  two 
a r e a s :  funding and personnel .  

However, i t  i s  r a t h e r  i n t e r e s t i n g  t o  note  t h e  number of complaints 
c losed by t h e  Department has increased from 2,996, calendar  year  
1975 t o  4,822, ca lendar  year  1978. Obviously, an i n c r e a s e  of  
61% i n  complaints wi th in  a  three-year  per iod i n d i c a t e s  some addi -  
t i o n a l  consumer awareness of t h e  se rv ices  o f fe red  by t h i s  Department. 
This has  been done wi th  no i n c r e a s e  i n  s t a f f  i n  t h e  consumer s e r -  
v ices  s e c t i o n .  Fur ther ,  t h e  Department i s  not  r e a l l y  concerned 
through whom complaints a r e  channeled. On balance,  i t  should be 
considered t h a t  t h e  agencies  mentioned under "People Don't Know 
Idhere t o  Complain" on Page 34 of the  r e p o r t  a r e  supposed t o  be 
l a r g e l y  consumer o r i en ted  and i t  should be p a r t  of t h e i r  f u n c t i o  
t o  channel uninformed consumers t o  the  proper agency where they 
can be helped. Also,  i f  a s  many as  80% of consumers who do c a l l  
know where t o  c a l l  with problems a s  ind ica ted  i n  t h e  r e p o r t ,  

erhaps t h a t  i s  not  too  bad a  percentage and could prove t h a t  
'word of mouth" i s  a  f a i r l y  e f f e c t i v e  communicator. 

I t  should be f u r t h e r  noted t h a t  t h i s  Department i s  not  a  news media 
o rgan iza t ion .  The s t a f f  i s  no t  t r a i n e d  i n  t h i s  a r e a  and c e r t a i n l y  
not  paid f o r  t h e  func t ion .  However, during f i s c a l  year  1978, more 
than 35 s e p a r a t e  a r t i c l e s  have appeared i n  t h e  "Arizona Republic" 
a lone ,  r e l a t i n g  t o  Department of Insurance a c t i v i t i e s ,  with con- 
s i d e r a b l e  o ther  news media exposure during the  yea r .  Within the  
l a s t  t h r e e  yea r s  t h e  Department has  had a  considerably h igher  
p r o f i l e  than ever before i n  i t s  h i s t o r y .  This a c t i v i t y  n a t u r a l l y  
has led t o  h igher  consumer awareness. 

While i t  i s  agreed t h e r e  i s  a  need t o  have a  b e t t e r  informed 
insurance consuming pub l i c ,  i t  i s  a  d i f f i c u l t  process - d i f f i c u l t  
t o  secure  press  and media coverage, expensive and time consuming 
t o  produce speeches,  news r e l e a s e s ,  t e l e v i s i o n  and r a d i o  s p o t s ,  
e s p e c i a l l y  without t h e  p r o f e s s i o n a l  he lp  many departments can 
a f f o r d .  To improve t h i s  s i t u a t i o n ,  resources must be correspond- 



i n g l y  increased .  Fur the r ,  i t  i s  somewhat d i f f i c u l t  t o  speak i n  
forums where i n v i t a t i o n s  have not  been tendered. 

Operation "A.I .  D. S.  " (Arizona Insurance Department Services)  was 
t h e  f i r s t  organized at tempt  of the  Department i n  t h e  consumer 
awareness a r e a  and i n i t i a l l y  occurred i n  1978. The p lan  was t o  
send i n v e s t i g a t o r s  pe r sona l ly  i n  a n  e f f o r t  t o  he lp  consumers i n  
t o  each of t h e  county s e a t s  o the r  than Maricopa and Pima, a long 
wi th  a t t e n d i n g  press  and r a d i o  r e l e a s e s .  This  was accomplished 
b a s i c a l l y  on two s e p a r a t e  occasions i n  ca lendar  yea r  1978, and 
was designed f o r  the  non-metropolitan coun t i e s  whose c i t i z e n s  
have a  more d i f f i c u l t  time i n  communicating wi th  t h e  Department. 
I t  i s  planned t o  cont inue t h i s  e f f o r t  i n  the  1980 f i s c a l  yea r .  

Add i t iona l ly ,  i n  the  p a s t  t h e r e  has been an e f f o r t  t o  secure  
budgetary funding f o r  t h e  implementation of a consumer t o l l  f r e e  
"hot l ine"  i n t o  t h e  Department, o f f e r i n g  a  needed consumer s e r v i c e .  

B This e f f o r t  d id  not  succeed i n  passing through the  budgetary pro- 
cess  and was not  mentioned i n  t h e  r e p o r t .  

Grea ter  Use of Complaint Data 

' f iere i s  no ques t ion  t h a t  g r e a t e r  use of complaint d a t a  should 
be made. The r e p o r t ,  however, f a i l s  t o  note  t h a t  complaint da 
was computerized f o r  t h e  f i r s t  time i n  ca lendar  year  1978 and 
cont inues i n  1979,  u t i l i z i n g  t h e  N . A . I . C .  model complaint form 
t h a t  has  been i n  use f o r  s e v e r a l  y e a r s .  The information i s  now 
i n  t h e  d a t a  base and t h e  goal  of t h i s  e f f o r t  i s  t o  make g r e a t e r  
use of complaint da ta .  Where d i f f i c u l t i e s  have a r i s e n  f o r  re- 
t r i e v i n g  t h i s  da ta  i n  t h e  form necessary t o  make t h e  determina 
ou t l ined  i n  t h e  r e p o r t  comes from funding. The Department s i m p 1  
r a n  out  of money t o  fund the  necessary programming t o  r e t r i e v e  
t h e  information necessary t o  implement such a  program i n  f i s c a l  
1979. Hopefully,  t h i s  can be done i n  f i s c a l  1980 and t h e  1979 
information r e t r i e v e d .  The goals  of t h e  new complaint handl ing r 

program a r e  echoed i n  t h e  r e p o r t .  

Fur the r ,  Table 9 does not  make any sense  as  the  maximum number 
of complaints received on any one i n s u r e r  i n  1978 was 315. Ther 
could be some mathematical machinations used f o r  t h e  f i g u r e s  shown 
but  they a r e  not  explained.  Fur the r ,  t h e  a n a l y s i s  i n  t h e  r e p o r t  
i s  s o l e l y  based on q u a n t i t a t i v e  d a t a  without  regard t o  q u a l i t y .  
An i n s u r e r  or  o the r  person, f o r  example, could rece ive  s e v e r a l  
minor complaints a g a i n s t  them of a  varying na tu re  - some j u s t i f i e d ,  
u n j u s t i f i e d  o r  ques t ionable ,  and not  become t h e  s u b j e c t  of a  
hea r ing .  Whereas, one o r  two complaints of major magnitude such 
a s  fraud o r  o the r  a r e a s  c r imina l  i n  na tu re  could t r i g  
t i o n  hear ing .  

The r e p o r t ,  f u r t h e r ,  neg lec t s  t o  mention the  manual " 
/ , 



card  system applying t o  t h e  monitoring of a g e n t s '  a c t i v i t i e s  t h a t  
has  been i n  use wi th in  t h e  consumer s e r v i c e s  s e c t i o n  f o r  some time. 

FINDING I V  

The ques t ion  of consumer brochures has been confined l a r g e l y  due 
t o  budgetary r e s t r i c t i o n s ,  s t a f f  time. and j o u r n a l i s t i c  e x p e r t i s e .  
Fur the r ,  such brochures become dated r a p i d l y  and should be rev i sed  
and monitored cons tan t ly  t o  make c e r t a i n  t h e  informat ion  contained 
i s  c u r r e n t .  

The Pennsylvania example i s  i n t e r e s t i n g  as t h a t  s t a t e  has  been t h e  
l eader  i n  producing such brochures over t h e  y e a r s .  F i r s t ,  of  t h e  
f o r t y  brochures produced s i n c e  1971, according t o  Appendix A, only 
f i v e  have been amended o r  produced s i n c e  t h e  end of 1975, which 
i n d i c a t e s  many of these  brochures a r e  out  of d a t e .  Second, t h e  
Perasylvania  Department's budget f o r  1978 was $5.3 mi l l ion ,  as 
compared wi th  $1.1 m i l l i o n  f o r  Arizona. Arizona has  approximately 
61 Department employees; Pennsylvania has  232. Although t h e  d i f -  
fe rence  i n  populat ion between t h e  two s t a t e s  must be considered,  
t h e r e  i s  s t i l l  a  cons ide rab le  d i f f e r e n c e  between t h e  s t a t e s  i n  
resources .  This d i f f e r e n c e  l a r g e l y  t e l l s  t h e  t a l e .  

Prel iminary e f f o r t s  have been made i n  developing these  somewhat 
va luable  consumer a i d s ,  such a s  gatheri-ng m a t e r i a l s  from o t h e r  
s t a t e s  and confe r r ing  wi th  exper t s  i n  t h e  a r e a .  However, t h e  
resource  problem has shelved product ion,  a t  l e a s t  temporari ly .  
Fur the r ,  A.R.S. 39-121.03, i f  s t r i c t l y  i n t e r p r e t e d ,  could impose 
an insurmountable b a r r i e r  i n  t h e  d i s t r i b u t i o n  of such m a t e r i a l s  
t o  consumers. 

On t h e  s u b j e c t  of r e a d a b i l i t y ,  some except ion i s  taken t o  t h e  
comments and recommendations made i n  t h e  r e p o r t .  Nationwide, 
Arizona i s  considered a  l eader  on the  s u b j e c t .  The s t a t u t o r y  
requirements and l e g i s l a t i v e  i n t e n t  of  A.R.S. 20-1110.01 were 
met by t h e  adoption of Rule R4-14-212. I f i ~ i l e  t h e  N.A. I .C .  d id  
adopt t h e  "Life  and Heal th Insurance Pol icy Language S impl i f i ca -  
t i o n  Model Act" i n  June of 1978, a  res ta tement  of t h e  Act was 
made and adopted a t  t h e  December 1978 meeting. Addi t iona l ly ,  
t o  t h i s  w r i t i n g ,  no s t a t e  has  passed t h e  model a c t ,  Current ly ,  
an e f f o r t  i s  being made wi th in  t h e  Department t o  conform t h e  
model s t a t u t e  i n t o  language t h a t  w i l l  be s u i t a b l e  a s  a  r u l e  o r  
r egu la t ion .  Hearings on t h e  adoption of a  l i f e  and d i s a b i l i t y  
r e a d a b i l i t y  r u l e  w i l l  probably be held i n  l a t e  summer o r  e a r l y  
f a l l  of 1979. It should a l s o  be noted t h a t  t h i s  Department i s  
represented  on t h e  "Uniform Pol icy  Provis ion  Language" t a sk  f o r c e  
of  the  N . A . I . C .  r e l a t i n g  t o  property and c a s u a l t y  pol icy  s impl i -  
f i c a t i o n .  \&en t h e  work product of t h i s  t a sk  f o r c e  i s  completed 
and adopted by t h e  N . A . I . C . ,  undoubtedly Rule R4-212 w i l l  be 
amended f o r  uniformity purposes.  



Publ ic  Involvement 

(P lease  note  a t tached a r t i c l e ,  June 29, 1979 i s s u e  of t h e  Nat ional  
Underwriter) .  

Re la t ing  t o  advisory committees, t h e  Department has  had a t  l e a s t  
t h r e e  advisory committees wi th in  t h e  l a s t  t h r e e  yea r s  and c u r r e n t l y  
has  one funct ioning  r e l a t i n ?  t o  agents ,  brokers and a d j u s t e r s  
l i c e n s i n g .  I n  t h e  Direc tor  s  o f f i c e  i s  a  prepared p lan  f o r  t h e  
establ ishment  of a consumer-industry advisory committee. The 
committee has  no t  a s  y e t  been formed due t o  time c o n s t r a i n t s  and 
p r i o r i t y .  Also, t h e r e  i s  no s t a t u t o r y  p rov i s ion  f o r  forming such 
an advisory committee. 

FINDING V 

PRIOR APPROVAL OF PROPERTY-CASUALTY RATES 

The t o t a l  g i s t  of t h i s  Finding r e l a t e s  t o  t h e  e l imina t ion  of t h e  
I I p r e sen t  system of p r i o r  approval" f o r  property and c a s u a l t y  r a t e s  

and s u b s t i t u t i n g  i t  wi th  an "open competit ion" t t r a t i n g  system. 
While t h e  Department has  no ob jec t ions  t o  an open compet i t iont t  
r a t i n g  law being enacted i n  t h i s  s t a t e ,  the  r e p o r t  has no t  brought 
out  t h e  d i f f e r e n c e s  i n  var ious  r a t i n g  laws t h a t  a r e  o f t e n  charac- 

11 t e r i z e d  g e n e r i c a l l y  a s  open competit ion" r a t e  laws. 

Bas ica l ly ,  t h e r e  a r e  t h r e e  s e p a r a t e  types of "open compet i t ionH 
r a t i n g  laws, not  inc lud ing  t h e  I l l i n o i s  s i t u a t i o n  where no r a t e  
r e g u l a t i o n  law e x i s t s  a t  a l l .  

They a r e :  1. F i l e  & Use 
2 .  Use & F i l e  
3 .  No F i l e  

Both " f i l e  and use" and "use and f i l e "  a r e  s i m i l a r .  "F i l e  and 
use" means t h a t  a  r a t e  f i l i n g  must be f i l e d  wi th  t h e  r egu la to ry  
agency before i t  can be used, but once t h e  f i l i n g  i s  made approval  
i s  not  needed before  i t  i s  used o r  implemented. "use and f i l e "  
means t h a t  r a t e s  can be used before  f i l i n g ,  but  must be f i l e d  with 
t h e  regula tory  agency wi th in  a  c e r t a i n  s p e c i f i e d  time pe r iod ,  
normally t h i r t y  days. 

"No f i l e "  means exac t ly  t h a t .  Rates can be used without any f i l i n g  
wi th  t h e  r egu la to ry  agency. Five s t a t e s  c u r r e n t l y  u t i l i z e  t h i s  
system or  some modif ica t ion  of i t .  The o the r  twelve s t a t e s  t h a t  
have enacted "open competit ion" laws use one of the  f i r s t  two 
c a t e g o r i e s  or  some v a r i a t i o n  of them. I n  some a reas  of insurance  
a l l  s t a t e s  s t i l l  r e q u i r e  some form of p r i o r  approval ( i . e . ,  work- 
men's compensation), o r  a s  i n  t h e  example of New York which r e c e n t l y  



exempted p r i v a t e  passenger automobile insurance  from i t s  "use and 
f i l e "  law r e v e r t i n g  i n  t h i s  a r e a  t o  p r i o r  approval .  

Even with t h e s e  systems i n  p lace ,  t h e  bas ic  caveats  of r a t e  regu- 
l a t i o n  s t i l l  apply;  i . e . ,  r a t e s  cannot be "excessive,  inadequate 
o r  u n f a i r l y  discr iminatory".  Therefore,  e i t h e r  a  r a t e  review pro- 
cedure s i m i l a r  t o  those  used i n  p r i o r  approval  performed a f t e r  t h e  
f a c t  i n  the  cases  of " f i l e  and use" o r  "use and f i l e " ,  or  t h e  
c r e a t i o n  of a  massive market s u r v e i l l a n c e  system i n  t h e  case of 
"no f i l e "  would be requi red  i n  order  t o  meet t h e  above s tandards  
o r  cavea t s .  E i t h e r  way, i t  i s  no t  perceived t h a t  any massive 
savings can be achieved through t h e  implementation of an "open 
competit ion r a t e  law. I n  every case  except i n  s i x  s t a t e s ,  r a t e s  
cont inue t o  be f i l e d  and even i n  "no f i l e "  s t a t e s ,  massive market 
s u r v e i l l a n c e  systems e x i s t .  Fur ther ,  i t  seems t h a t  t o  achieve 
what t h e  r e p o r t  recommends would i n d i c a t e  t h a t  the  s t a t e  should 
have no r a t i n g  law a t  a l l .  

The N . A . I . C .  i s  c u r r e n t l y  examining an exposure d r a f t  of a  new 
a l t e r n a t i v e  model "open competit ion" r a t i n g  law t h a t  was received 
a t  t h e  June 1979 N . A . I . C .  meeting. The new model i s  s t i l l  under 
s tudy and r e v i s i o n ,  but should be ready f o r  f i n a l  adoption i n  t h e  
near f u t u r e .  The exposure d r a f t  makes c r y s t a l  c l e a r  t h a t  i f  t h e r e  
i s  a  competi t ive market, a  r a t e  used i n  t h a t  market may be d isap-  
proved only on t h e  b a s i s  t h a t  i t  i s  u n f a i r l y  d iscr iminatory  o r  
inadequate .  While competi t ion may very w e l l  so lve  t h e  ques t ion  
of excessiveness ,  t h e  ques t ions  of u n f a i r  d i sc r imina t ion  and 
adequacy remain a  r egu la to ry  problem. 

A s  a mat ter  of f a c t ,  t h e  Direc tor  c u r r e n t l y  has t h e  a u t h o r i t y  under 
A.R.S. 20-357E. t o  suspend or  modify t h e  requirement of f i l i n g  as  
t o  any kind of insurance  except p ro fess iona l  l i a b i l i t y  insurance.  
Medical malprac t ice  r a t e  f i l i n g  requirements were suspended from 
1971 t o  1976, when H.B .  2001 of the  1976 sess ion  p roh ib i t ed  such 
suspension. From t h i s  and from t h e  f a c t  t h e  following "open 
competit ion" b i l l s  were introduced and not  passed by t h e  Legis la -  
t u r e  s i n c e  1973: 

1974 - H.B.  2311 
1975 - H.B. 2176 
1976 - H.B.  2400 
1977 - H . B .  2270 

would lead t h e  Department t o  be l i eve  t h a t  suspension o r  modifica- 
t i o n  of f i l i n g  requirements would be a g a i n s t  l e g i s l a t i v e  i n t e n t .  

Add i t iona l ly ,  Professor  C .  Arthur FJilliams, S r . ,  Dean of t h e  
College of Business Administrat ion of t h e  Universi ty  of Flinnesota, 
noted exper t  on competi t ion and ~ r o f i t a b i l i t y  i n  the  business  of 
insurance ,  has predic ted  t h a t  t h e r e  w i l l  be l i t t l e  a d d i t i o n a l  
movement toward open competit ion r a t e  laws f o r  the  remainder of 
t h i s  century because of the  consumer percept ion  t h a t  property and 
c a s u a l t y  r a t e s  should be c o n t r o l l e d .  



A l l  t h i s  no t  wi ths tanding ,  t h e  Department's view i s  t h a t  
competi t ion i s  t h e  b e s t  r e g u l a t o r  of insurance  r a t e s  i n  most 
i n s t a n c e s .  Admittedly, t h e  Department's r a t e  approval process  
i s  not  p e r f e c t ;  however, i t  i s  perceived t h a t  t h e  v a s t  major i ty  
of i n s u r e r s  opera t ing  i n  t h e  property and casua l ty  f i e l d  i n  t h i s  
s t a t e  f e e l  they r e c e i v e  f a i r  t reatment  i n  t h e  handl ing of t h e i r  
r a t e  f i l i n g s .  On t h e  o the r  hand, t h e  r e p o r t  has taken an i s o l a t e d  
case  involv ing  no t  more than 100 f i l i n g s  out  of some 7,500 pe r  
yea r  t o  prove t h e  case  f o r  "open competition". There a r e  de lays  
i n  approvals  b a s i c a l l y  because of s t a f f  l i m i t a t i o n s .  S i g n i f i -  
c a n t l y ,  t h e  Department's budget f o r  f i s c a l  1979-80 inc ludes  
funding f o r  an on s t a f f  ac tuary  f o r  t h e  f i r s t  time wi th in  memory. 

The c u r r e n t  system of r a t e  approvals has  i t s  problems. However, 
t h e  system works f a i r l y  s a t i s f a c t o r i l y  i n  p r a c t i c e .  Although 
delays do occur,  i n  not  one i n s t a n c e  wi th in  r e c a l l  has i t  a f f e c t e d  
t h e  solvency or  s o l i d i t y  of any c a r r i e r .  From a  p r a c t i c a l  s tand-  
p o i n t ,  l a r g e l y  t h e  handl ing of f i l i n g s  i s  c u r r e n t l y  resolved a t  
a lower l e v e l  than t h e  admin i s t r a t ive  hear ing  process which would 
c r e a t e  t h e  need f o r  a d d i t i o n a l  resources  and undoubted massively 
slow down t h e  process  even f u r t h e r .  

The G-122 l e t t e r  has  been used f o r  a  number of yea r s  and i n  only 
one i n s t a n c e  w i t h i n  r e c a l l  has a  c a r r i e r  objected t o  i t .  However, 
no i n s u r e r  has  ever  made an i s s u e  of i t s  l e g a l i t y  o r  deemed a  
f i l i n g  approved without  p r i o r  approval .  

A new suspense system has been i n s t i t u t e d  i n  t h e  d i v i s i o n ,  t i c k -  
l e r i n g  f i l i n g s  a t  f i f t een-day  i n t e r v a l s .  This system has been i n  
t h e  works f o r  some time and f i n a l l y  developed. Addi t iona l ly ,  an 
index card system has been developed t o  give d a i l y  information on 
t h e  s t a t u s  of f i l i n g s .  Also,  an annual index has been kep t  f o r  
some time on personal  l i n e s  property and casua l ty  insurance  t o  
make c e r t a i n  f i l i n g s  of i n s u r e r s  keep a b r e a s t  of economic t r e n d s .  

The conclusion t h a t  passage of an "open competit ion" s t a t u t e  w i l l  
save t h e  s t a t e  l a r g e  sums of money and s t a f f  i s  be l ieved t o  be 
f a l l a c i o u s .  

FINDING V I  

UNFAIR CLAIMS SETTLEMENT ACT 

Concur. It should be noted t h a t  Arizona has passed s t a t u t e s  based 
upon t h e  N . A . I . C .  Model Act r e l a t i n g  t o  u n f a i r  methods of competi- 
t i o n  and u n f a i r  and decept ive a c t s  and p r a c t i c e s  i n  the  business  
of insurance .  

AUTHORITY TO FINE CONPANIES 

I I Note: The Arizona L e g i s l a t u r e  d i d  not  pass H . B .  2092, P resc r ib ing  
C i v i l  Penal ty of Vio la t ion  of t h e  Insurance Code", i n  the  
1977 s e s s i o n .  



It has been suggested by a  member of t h e  Attorney General ' s  s t a f f  
t h a t  these  f i n e s ,  i f  ever s t a t u t o r i l y  au thor ized ,  be placed i n t o  
a  s p e c i a l  revolv ing  fund f o r  t h e  purposes of s p e c i a l  i n v e s t i g a t i o n s  
of i n s u r e r s ,  agents  and brokers  where c r imina l  a c t i v i t y  i s  sus-  
pected and ou t s ide  independent exper ts  a r e  needed. This ,  of course ,  
would inc lude  necessary safeguards and spending l i m i t a t i o n s ,  p lus  
r eve r s ion  t o  t h e  genera l  fund when t h e  fund reached a c e r t a i n  amount. 
(S imi lar  t o  a fund t h e  S t a t e  Banking Department now has i n  e x i s t e n c e ) .  

AUTHORITY TO RECOVER ALL EXAMINATION COSTS 

Concur. 

OTHER PERTINENT INFORMATION 

Conf l i c t  of I n t e r e s t  

The problem a s  mentioned has been cor rec ted  upon advice from t h e  
Attorney ~ e n e r a l '  s o f f i c e .  

Exempt Chief Examiner 

Speaks f o r  i t s e l f .  

Unnec cs s a r y  Hearings 

Strongly d i sagree  wi th  the  conclusion.  Af te r  f i g h t i n g  f o r  over 
t h r e e  yea r s  t o  develop a  s t ronger  r egu la to ry  atmosphere i n  t h i s  
s t a t e  with some success ,  t h i s  conclusion would be a  g i a n t  s t e p  
backward. Even though t h e  A s s i s t a n t  Attorney General mentioned 
be l i eves  much of t h e  information needed could be and i s  handled 
through use of a f f i d a v i t s ,  he  a l s o  be l i eves  t h e r e  i s  some value 
i n  these  hea r ings .  I n  t h e  Department's view t h e r e  i s  no s u b s t i -  
t u t e  f o r  an ' ' eyebal l  t o  eyebal l"  conf ron ta t ion  with t h e  persons 
opera t ing  an insurance  company d e s i r i n g  t o  do business  i n  t h i s  
s t a t e .  P lac ing  those  persons under oa th  and asking t h e  hard 
ques t ions ,  a t  l e a s t  i n  p a r t ,  has  put t h e  gangsters  and crooks 
sometimes assoc ia ted  with t h e  business  of insurance ,  on n o t i c e  
t o  keep our of Arizona. I n  a d d i t i o n ,  o the r  s t a t e s  have not  had 
t h e  problems Arizona has had i n  t h i s  a r e a .  I f  t h e  Department 
can keep one r i p - o f f  a r t i s t  out  of t h e  s t a t e  through t h i s  process  
t h e  p r i c e  i s  more than worth i t  t o  consumers who could be perhaps 
bi lked of m i l l i o n s .  

Even though many of t h e  hear ings  may be per functory ,  i t  i s  s t i l l  
bel ieved t o  be of g r e a t  s a l u t a r y  value.  This a l s o  appears t o  be 
a  Catch 22 s i t u a t i o n  - the  Department i s  c r i t i z e d  f o r  not  con- 
duct ing  enough hear ings  on one s i d e  ( r a t e  h e a r i n g s ) ,  and then 



c r i t i c i z e d  i n  t h i s  a r e a  of c r i t i c a l  consumer i n t e r e s t  of conduct- 
i n g  too  many. For tunate ly  f o r  t h e  Auditor ~ e n e r a l ' s  o f f i c e  i t  

n never- has t o  answer t h e  ques t ion , . ,  How could you have ever allowed 
company l i k e  t h a t  t o  opera te  i n  t h i s  s t a t e ? "  

S o l i c i t o r s  Licenses 

Concur. 

Requirinp Color Photographs 

Concur. 

CONCLUSION 

While t h i s  r e p o r t  has made some s i g n i f i c a n t  p o i n t s ,  most of t h e  
recommendations have been a l ready addressed by t h i s  Department, 
o r  i t  i s  a t  l e a s t  aware of them. The L e g i s l a t u r e  may f ind  i t  of 
va lue  i n  t h e i r  d e l i b e r a t i o n s ;  however, t h e r e  a r e  s e v e r a l  po in t s  
t h a t  have not  been brought out  i n  the  r e p o r t  t h a t  perhaps should 
be. Some of these  po in t s  a r e  as follows wherein t h e  Department 
could use some a s s i s t a n c e  and recommendations: 

1. Examiners' remuneration. 

2 .  Benef i t  of t h e  t r i a n n u a l  examination of i n s u r e r s .  

3 .  Funding of personnel t r a i n i n g .  

4 .  Acceptance of C.P.A. c e r t i f i e d  a u d i t s  i n  l i e u  of Department 
f i n a n c i a l  examinations. 

5 .  S t a f f  counsel  f o r  t h e  Department. 

6. Use of independent a d m i n i s t r a t i v e  law judges i n  l i e u  of 
Department employed hea r ing  o f f i c e r s .  

7. Improvement and t r a i n i n g  i n  t h e  market s u r v e i l l a n c e  a r e a .  

8. The o v e r a l l  updating and recodi fy ing  of A . R . S .  T i t l e  20 .  

The Department a l s o  has been l imi ted  i n  a t tempt ing  t o  i n i t i a t e  
new programs t h a t  could a i d  and a s s i s t  Arizona pol icyholders .  
F i r s t ,  budgets a r e  p r i o r i t i z e d  and properly so .  However, s t a t -  
u tory  funct ions  must correspondingly t ake  precedence over non- 
s t a t u t o r y  ones. (Example: There i s  no provis ion  i n  the  s t a t u t e s  
f o r  consumer s e r v i c e s ,  i . e . ,  coniplaint handl ing,  and t h i s  s e r v i c e  



would n e c e s s a r i l y  be one of t h e  f i r s t  func t ions  t o  be el iminated 
should budgets be reduced.)  Second, i n  t h e  p a s t ,  budget i n s t r u c -  
t i o n s  have requi red  t h a t  only "current  l e v e l s  of s e r v i c e  be 
maintained". This pol icy  has ,  of course ,  r e s t r i c t e d  t h e  i n i t i a -  
t i o n  of new programs many of which have been recommended i n  t h i s  
r e p o r t .  

Notice should a l s o  be given t o  t h e  f a c t  t h a t  programs and improve- 
ments a r e  not  developed overnight .  It takes  time t o  c o r r e c t  
problems, a s  i t  does t o  perform a u d i t s .  (Note: This a u d i t  was 
commenced around November 1, 1978, and t h e  draEt of t h e  r e p o r t  
was de l ive red  t o  t h e  Department on Ju ly  3, 1979. 



' BJ National Underwriter Correspondent 

HARELWURG, Pa.-The appoint- 
ment of Andrew Ross, former report- 

f er for the Norrislown Times Herald,/ 
i as press secretary for the  pennsyl-1 

The National ~nderwr i ter ,  June 29,1979 

,- 

I 
, 

.vania department has been announced4 
by Commissioner Harvey Bartle 111. 

Mr. Ross has been with the  orris-I 

VM Universal kdicrofiIm 
150 FltthAvenue.New'hk. N Y .  10011.(212) 741-1525 

I town newspaper since 1977. He is a) 
member of the Pennsylvania Bar 

I 





APPENDIX A 

CONSUMER BROCHURES PUBLISHED BY 
THE PENNSYLVANIA INSURANCE DEPARTMENT 

After  t h e  Flood: Handbook on Salvage and Insurance ,  June 1972 
Revised e d i t i o n s ,  September 1975, J u l y  1977 and February 1978 

B i l l  of  R igh t s  S e r i e s ,  March 1974 

C i t i z e n s  B i l l  o f  Hospi ta l  R igh t s ,  Apr i l  1973 

C i t i z e n ' s  B i l l  of  Rights  and Consumer's Guide t o  Nuclear Power, September 1973 

Consumer's Guide t o  Understanding Pensions,  January 1974 

Consumers Report t o  t h e  People  o f  Pennsylvania ,  1971-1972 

F a c t s  you Should Know About Pennsylvania ' s  Auto Insurance  Law, January 1974 

Flood Insurance  F a c t s ,  February 1977 
Revised e d i t i o n ,  February 1978 

How t o  Save Money on Your Automobile Insurance ,  J u l y  1977 

How t o  Spot  Insurance  Rip-offs:  T h i r t y  D i r t y  T r i cks  Forbidden by 
Pennsylvania Law, December 1974 

Insurance  Commissioner's Advisory Task Force on Women's Insurance  
Problems - F i n a l  Report and Recommendations, June 1974 

Mini Guide t o  I n d u s t r i a l  L i f e  Insurance ,  January 1974 

Mini Guide t o  Women's Insurance  R igh t s ,  March 1974 

Mini Guide t o  Yearly Renewable Term L i f e  Insurance ,  February 1974 

Moto r i s t ' s  Guide Through No-Fault, J u l y  1973 

No-Fault and You, May 1975 

Ph i l ade lph ia  Inne r - c i t y  Insurance  Complaint Program, June 1975 



Shopper 's  Guides - Page 2 

Rate Your D e n t i s t ,  May 1973 

Rate  Your L i f e  and Heal th  Insurance Agent, August 1973 

Rate  Your P rope r ty -L iab i l i t y  Insurance  Agent, August 1973 

Shopper 's  Guide t o  Automobile Insurance  Complaints,  December 1975 

Shopper 's  Guide t o  D e n t i s t r y ,  February 1973 

Shopper 's  Guide t o  F i n a n c i a l l y  S t rong  Insurance  Companies, September 1973 

Shopper 's  Guide t o  Homeowner's Insurance ,  March 1974 

Shopper 's  Guide t o  Hosp i t a l s  i n  t h e  Ph i l ade lph ia  Area, November 1971 

Shopper 's  Guide t o  Insurance  - A S e r i e s  of  T ips  on How t o  Shop and 
Save on Insurance ,  October 1973 

Shopper 's  Guide t o  Heal th  Insurance ,  December 1973 

Shopper 's  Guide t o  Insurance  on Mobile Homes, January 1973 

Shopper 's  Guide t o  Insurance  on Snowmobiles, November 1973 

Shopper 's  Guide t o  Lawyers, January 1974 

Shopper 's  Guide t o  L i f e  Insurance ,  Apr i l  1972 

Shopper 's  Guide t o  No-Fault Insurance  Rates  - Eas t e rn  PA e d i t i o n ,  November 1975 @ 

Shopper 's  Guide t o  No-Fault Insurance  Rates  - Western PA e d i t i o n ,  November 1975 

Shopper 's  Guide t o  Pennsylvania  Automobile Insurance ,  Apr i l  1972 

Shopper 's  Guide t o  Resolving Insurance  Complaints, October 1974 

Shopper 's  Guide t o  S t r a i g h t  L i f e  Insurance  (Second e d i t i o n ) ,  June 1973 

Shopper 's  Guide t o  Surgery,  J u l y  1972 

Shopper 's  Guide t o  Term L i f e  Insurance ,  December 1972 

S ix t een  Insurance  Tips  f o r  Farmers, March 1974 



A P P E N D I X  B 

L I F E  I N S U R A N C E  B U Y E R ' S  G U I D E  
D E V E L O P E D  BY T H E  N A T I O N A L  

A S S O C I A T I O N  OF I N S U R A N C E  C O M M I S S I O N E R S  ( N A I C )  



APPENDIX B 

L i f e  Insurance  Buyer 's  Guide 

Th i s  guide can show you how t o  save money when you shop f o r  l i f e  insurance .  It 

he lps  you to :  

-Decide how much l i f e  insurance  you should buy. 

-Decide what kind o f  l i f e  insurance  po l i cy  you need, and 

-Compare t h e  c o s t  of  similar l i f e  insurance  p o l i c i e s .  

Prepared by t h e  Nat ional  Assoc ia t ion  o f  Insurance  Commissioners 

Reprinted by (Company Name) 

(Month and year  of p r i n t i n g )  

The Nat ional  Assoc ia t ion  o f  Insurance  Commissioners i s  an a s s o c i a t i o n  o f  s t a t e  

insurance  r e g u l a t o r y  o f f i c i a l s .  This  a s s o c i a t i o n  he lps  t h e  va r ious  Insurance  

Departments t o  coord ina te  insurance  laws f o r  t h e  b e n e f i t  of  a l l  consumers. You 

a r e  urged t o  use  t h i s  Guide i n  making a  l i f e  insurance  purchase. 

Buying L i f e  Insurance  

When you buy l i f e  insurance ,  you want a  po l i cy  which f i t s  your needs without  

c o s t i n g  t o o  much. Your f i r s t  s t e p  is t o  decide how much you need, how much you 

can a f f o r d  t o  pay and t h e  kind o f  po l i cy  you want. Then, f i n d  o u t  what va r ious  

companies charge f o r  t h a t  kind of po l icy .  You can f i n d  important  d i f f e r e n c e s  

i n  t h e  c o s t  of  l i f e  insurance  by us ing  t h e  l i f e  in su rance  c o s t  indexes which 

a r e  descr ibed  i n  t h i s  guide. A good l i f e  insurance  agent  o r  company w i l l  be 

a b l e  and w i l l i n g  t o  he lp  you wi th  each of t h e s e  shopping s t e p s .  



I f  you are going  t o  make a  good choice  when you buy l i f e  i n su rance ,  you need t o  

unders tand which k inds  a r e  a v a i l a b l e .  If one kind does no t  seem t o  f i t  your 

needs,  a s k  about  t h e  o t h e r  kinds which a r e  descr ibed  i n  t h i s  guide.  If you f e e l  # 
t h a t  you need more in format ion  t han  i s  given he re ,  you may want t o  check wi th  a 

l i f e  i n su rance  agent  o r  company o r  books on l i f e  i n su rance  i n  your pub l i c  

l i b r a r y .  

Th i s  gu ide  does no t  endorse  any company o r  po l i cy .  

Choosing t h e  Amount 

One way t o  dec ide  how much l i f e  i n su rance  you need i s  t o  f i g u r e  how much cash 

and income your dependents would need i f  you were t o  d i e .  You should t h ink  o f  

l i f e  i n su rance  a s  a  source  of  cash  needed f o r  expenses o f  f i n a l  i l l n e s s e s ,  

paying t a x e s ,  mortgages o r  o t h e r  deb ts .  It can a l s o  prov ide  income f o r  your 

f ami ly ' s  l i v i n g  expenses ,  educa t i ona l  c o s t s  and o t h e r  f u t u r e  expenses.  Your (I 

new p o l i c y  should come a s  c l o s e  a s  you can a f f o r d  t o  making up t h e  d i f f e r e n c e  

between (1 )  what your dependents would have i f  you were t o  d i e  now, and ( 2 )  

what t hey  would a c t u a l l y  need. 

Choosing t h e  Right  Kind 

A l l  l i f e  i n su rance  p o l i c i e s  agree  t o  pay an  amount o f  money i f  you d i e .  But a l l  

p o l i c i e s  a r e  no t  t h e  same. There a r e  t h r e e  b a s i c  k inds  of  l i f e  insurance .  

1.  Term in su rance  

2. Whole l i f e  insurance  

3. Endowment insurance  

Remember, no m a t t e r  how fancy t h e  po l i cy  t i t l e  o r  s a l e s  p r e s e n t a t i o n  might (I 

appear ,  a l l  l i f e  insurance  p o l i c i e s  con t a in  one o r  more of t h e  t h r e e  b a s i c  

k inds .  I f  you a r e  confused about  a  p o l i c y  t h a t  sounds complicated,  a sk  t h e  

agent  o r  company i f  it  combines more than  one kind o f  l i f e  i n su rance .  The 

fo l lowing  i s  a  b r i e f  d e s c r i p t i o n  of t h e  t h r e e  b a s i c  kinds:  



Term insurance  

Term insurance  i s  dea th  p r o t e c t i o n  o f  a  "termn of  one o r  more years .  Death 

b e n e f i t s  w i l l  be pa id  on ly  i f  you d i e  w i th in  t h a t  term of  years .  Term insurance  

g e n e r a l l y  provides  t h e  l a r g e s t  immediate dea th  p r o t e c t i o n  f o r  your premium 

d o l l a r .  

Some term insurance  p o l i c i e s  a r e  "renewable" f o r  one o r  more a d d i t i o n a l  terms 

even i f  your h e a l t h  has  changed. Each time you renew t h e  po l i cy  f o r  a  new term, 

premiums w i l l  be h igher .  You should check t h e  premiums a t  o l d e r  ages  and t h e  

l e n g t h  o f  t ime t h e  po l i cy  can be cont inued.  

Some term insurance  p o l i c i e s  a r e  a l s o  n c o n v e r t i b l e ~ .  This  means t h a t  before  

t h e  end of t h e  conversion per iod ,  you may t r a d e  t h e  term po l i cy  f o r  a whole l i f e  

o r  endowment insurance  po l i cy  even i f  you a r e  no t  i n  good hea l th .  Premiums f o r  

t h e  new p o l i c y  w i l l  be h igher  than you have been paying f o r  t h e  term insurance .  

Whole L i f e  Insurance  

Whole l i f e  insurance  g ives  dea th  p r o t e c t i o n  f o r  a s  l ong  as you l i v e .  The most 

common type  is  c a l l e d  " s t r a i g h t  l i f e v  o r  "ord inary  l i f e n  insurance ,  f o r  which 

you pay t h e  same premiums f o r  a s  l ong  a s  you l i v e .  These premiums can be 

s e v e r a l  times h igher  than  you would pay i n i t i a l l y  f o r  t h e  same amount of  term 

insurance .  But t hey  a r e  sma l l e r  than t h e  premiums you would e v e n t u a l l y  pay i f  

you were t o  keep renewing a  term insurance  po l i cy  u n t i l  your l a t e r  years .  

Some whole l i f e  p o l i c i e s  l e t  you pay premiums f o r  a  s h o r t e r  pe r iod  such a s  20 

yea r s ,  o r  u n t i l  age 65. Premiums f o r  t h e s e  p o l i c i e s  are h ighe r  t han  f o r  

o rd inary  l i f e  insurance  s i n c e  t h e  premium payments a r e  squeezed i n t o  a  s h o r t e r  

per iod.  



Although you pay h igher  premiums, t o  begin wi th ,  f o r  whole l i f e  insurance  than 

f o r  term insu rance ,  whole l i f e  insurance  p o l i c i e s  develop lrcash va luesu  which 

you may have i f  you s t o p  paying premiums. You can g e n e r a l l y  e i t h e r  t ake  t h e  @ 
cash,  o r  use i t  t o  buy some cont inu ing  insurance  p ro t ec t i on .  Technica l ly  

speaking,  t h e s e  va lues  a r e  c a l l e d  l1nonforfei ture  benef i t s r1 .  Th i s  r e f e r s  t o  

b e n e f i t s  you do n o t  l o s e  ( o r  r r f o r f e i t r r )  when you s t o p  paying premiums. The 

amount of  t h e s e  b e n e f i t s  depends on t h e  kind o f  p o l i c y  you have, i ts  s i z e ,  and 0 
how long  you have owned it. 

A p o l i c y  w i th  cash va lues  may a l s o  be used a s  c o l l a t e r a l  f o r  a  l oan .  If you 

borrow from t h e  l i f e  insurance  company, t h e  r a t e  of i n t e r e s t  i s  shown i n  your ((I 

po l i cy .  Any money which you owe on a  po l i cy  l o a n  would be deducted from t h e  

b e n e f i t s  i f  you were t o  d i e ,  o r  from t h e  cash va lue  i f  you were t o  s t o p  paying 

premiums. 

Endowment Insurance  

An endowment insurance  po l i cy  pays a  sum o r  income t o  you - t h e  po l icyholder  - 
i f  you l i v e  t o  a  c e r t a i n  age. If you were t o  d i e  before  then ,  t h e  dea th  b e n e f i t  

would be paid t o  your benef ic ia ry .  Premiums and cash  values  f o r  endowment a 
insurance  a r e  h igher  than  t h e  same amount of whole l i f e  insurance .  Thus 

endowment insurance  g ives  you t h e  l e a s t  amount o f  dea th  p r o t e c t i o n  f o r  you 

premium d o l l a r .  



Finding a  Low Cost  P o l i c y  

Af t e r  you have decided which kind o f  l i f e  insurance  fits your needs,  l ook  f o r  a  

good buy. Your chances o f  f i n d i n g  a  good buy a r e  b e t t e r  i f  you use two types  of  

index numbers t h a t  have been developed t o  a i d  i n  shopping f o r  l i f e  insurance .  

One i s  c a l l e d  t h e  "Surrender Cost Indexw and t h e  o t h e r  is t h e  "Net Payment Cost 

Index". It w i l l  be worth your time t o  t r y  t o  understand how t h e s e  indexes a r e  

used, but  i n  any event ,  use them only  f o r  comparing t h e  r e l a t i v e  c o s t s  of  

s i m i l a r  p o l i c i e s .  LOOK FOR POLICIES WITH LOW COST INDEX NUMBERS. 

What i s  Cost?  

"Costn is  d i f f e r e n c e  between what you pay and what you g e t  back. I f  you pay a  

premium f o r  l i f e  insurance  and g e t  nothing back, your c o s t  f o r  t h e  dea th  

p r o t e c t i o n  i s  t h e  premium. I f  you pay a premium and g e t  something back l a t e r  

on, such a s  a  cash va lue ,  your c o s t  i s  sma l l e r  than  t h e  premium. 

The c o s t  of  some p o l i c i e s  can a l s o  be reduced by dividends;  t h e s e  a r e  c a l l e d  

" p a r t i c i p a t i n g n  p o l i c i e s .  Companies may t e l l  you what t h e i r  c u r r e n t  dividends 

a r e ,  but  t h e  s i z e  o f  f u t u r e  dividends i s  unknown today and cannot be guar- 

anteed.  Dividends a c t u a l l y  paid a r e  s e t  each year  by t h e  company. 

Some p o l i c i e s  do not  pay dividends.  These are c a l l  "guaranteed c o s t w  o r  "non 

p a r t i c i p a t i n g "  p o l i c i e s .  Every f e a t u r e  o f  a  guaranteed c o s t  po l i cy  i s  f i x e d  s o  

t h a t  you know i n  advance what your f u t u r e  c o s t  w i l l  be. 



The premiums and cash va lues  of  a  p a r t i c i p a t i n g  po l i cy  a r e  guaranteed,  but  t h e  

dividends a r e  no t .  Premiums f o r  p a r t i c i p a t i n g  p o l i c i e s  a r e  t y p i c a l l y  h igher  

t han  f o r  guaranteed c o s t  p o l i c i e s ,  but  t h e  c o s t  t o  you may be h igher  o r  lower,  • 
depending on t h e  dividends a c t u a l l y  paid.  

What Are Cost  Indexes? 

I n  o rde r  t o  compare t h e  c o s t  of p o l i c i e s ,  you need t o  look a t :  

1. Premiums 

2. Cash Values 

3. Dividends 

a 
Cost  indexes use  one o r  more o f  t h e s e  f a c t o r s  t o  g i v e  you a  convenient way t o  

compare r e l a t i v e  c o s t s  of  similar p o l i c i e s .  When you compare c o s t s ,  an  

adjustment  must be made t o  t a k e  i n t o  account that money i s  paid and rece ived  a t  

d i f f e r e n t  times. It is  no t  enough t o  j u s t  add up t h e  premiums you w i l l  pay and (I 

s u b t r a c t  t h e  cash va lues  and dividends you expect  t o  g e t  back. These indexes 

t a k e  c a r e  o f  a r i t h m e t i c  f o r  you. I n s t e a d  o f  having t o  add, s u b t r a c t ,  mu l t i p ly  

and d iv ide  many numbers y o u r s e l f ,  you j u s t  compare t h e  index numbers which you 

can g e t  from l i f e  insurance  agents  and companies: a 
1 .  L i f e  InsuranceSurrender  Cost Index. Th i s  index i s  use fu l  i f  you 

cons ider  t h e  l e v e l  of t h e  cash va lues  t o  be of  primary importance t o  

you. It he lps  you compare c o s t s  i f  a t  some f u t u r e  po in t  i n  time, 

such a s  10 o r  20 yea r s ,  you were t o  su r r ende r  t h e  po l i cy  and t a k e  its 0 
cash value.  

L i f e  Insurance  Net Payment Cost  Index. Th i s  Index i s  use fu l  i f  your 

main concern is  t h e  b e n e f i t s  t h a t  a r e  t o  be paid a t  your dea th  and i f  

t h e  l e v e l  of cash values  is  of  secondary importance t o  you. It he lps  

you compare c o s t s  a t  some f u t u r e  po in t  i n  t ime, such a s  10 o r  20 

yea r s ,  i f  you cont inue  paying premiums on your po l i cy  and do not  t ake  

i t s  cash value.  • 



There i s  another  number c a l l e d  t h e  Equivalent  Level Annual Dividend. It shows 

t h e  p a r t  dividends p lay  i n  determining t h e  c o s t  index  of  a  p a r t i c i p a t i n g  

pol icy .  Adding a  p o l i c y ' s  Equivalent  Level Annual Dividend t o  i t s  c o s t  index 

a l lows  you t o  compare t o t a l  c o s t s  of  s i m i l a r  p o l i c i e s  before deduct ing 

dividends.  However, i f  you make any c o s t  comparisons o f  a  p a r t i c i p a t i n g  po l i cy  

w i t h  a  non p a r t i c i p a t i n g  po l i cy ,  remember t h a t  t h e  t o t a l  c o s t  of t h e  

p a r t i c i p a t i n g  po l i cy  w i l l  be reduced by d iv idends ,  bu t  t h e  c o s t  of  t h e  non 

p a r t i c i p a t i n g  po l i cy  w i l l  not  change. 

How Do I Use Cost Indexes? 

The most important  t h i n g  t o  remember when us ing  c o s t  indexes i s  t h a t  a po l i cy  

w i th  a  smal l  index number is  g e n e r a l l y  a  b e t t e r  buy than  a  comparable po l i cy  

w i th  a  l a r g e r  index  number. The fo l lowing  r u l e s  a r e  a l s o  important :  

(1)  Cost  comparisons should on ly  be made between s i m i l a r  p lans  o f  l i f e  

insurance .  S imi l a r  p lans  a r e  t hose  which provide e s s e n t i a l l y  t h e  

same b a s i c  b e n e f i t s  and r e q u i r e  premium payments f o r  approximately 

t h e  same per iod  of t ime. The c l o s e r  p o l i c i e s  a r e  t o  being i d e n t i c a l ,  

t h e  more r e l i a b l e  t h e  c o s t  comparison w i l l  be. 

(2) Compare index numbers on ly  f o r  t h e  k ind  o f  po l i cy ,  f o r  your age and 

f o r  t h e  amount you in t end  t o  buy. S ince  no one company o f f e r s  t h e  

lowest  c o s t  f o r  - a l l  types  of  insurance  a t  - a l l  ages  and f o r  a l l  - 
amounts of  i n su rance ,  i t  i s  important  t h a t  you g e t  t h e  indexes f o r  

t h e  a c t u a l  po l i cy ,  age and amount which you i n t e n d  t o  buy. J u s t  

because a  "Shopper s Guiden t e l l s  you t h a t  one company's po l i cy  is a 

good buy f o r  a  p a r t i c u l a r  age and amount, you should no t  assume t h a t  

a l l  of  t h a t  company's p o l i c i e s  a r e  equa l ly  good buys. 



(3)  Small d i f f e r e n c e s  i n  index  numbers could be o f f s e t  by o t h e r  po l i cy  

f e a t u r e s ,  o r  d i f f e r e n c e s  i n  t h e  q u a l i t y  of  s e r v i c e  you may expect  from t h e  

company o r  its agent .  Therefore ,  when you f i n d  smal l  d i f f e r e n c e s  i n  c o s t  (I 

indexes ,  your choice should be based on something o t h e r  than  cos t .  

( 4 )  I n  any even t ,  you w i l l  need o t h e r  in format ion  on which t o  base your 

purchase dec is ion .  Be s u r e  you can a f f o r d  t h e  premiums, and t h a t  you 

understand i t  cash va lues ,  dividends and dea th  b e n e f i t s .  You should a l s o  • 
make a judgement on how well t h e  l i f e  insurance  company o r  agent  w i l l  

provide s e r v i c e  i n  t h e  f u t u r e ,  t o  you a s  a p o l i c y  ho lder .  

( 5 )  These l i f e  insurance  c o s t  indexes apply t o  new p o l i c i e s  and should no t  be 

used t o  determine whether you should drop a po l i cy  you have a l r eady  owned a 
f o r  awhile ,  i n  f avo r  of  a new one. I f  such a replacemnt i s  suggested,  you 

should a sk  f o r  in format ion  from t h e  company which i s s u e d  t h e  o l d  po l i cy  

be fo re  you t ake  a c t i o n .  

Important  Things To Remember - A Summary 

The f i r s t  dec i s ion  you must make when buying a l i f e  insurance  po l i cy  i s  

choosing a po l i cy  whose b e n e f i t s  and premiums must c l o s e l y  meet your needs and 

a b i l i t y  t o  pay. Next, f i n d  a p o l i c y  which is  a l s o  a r e l a t i v e l y  good buy. If d 
you compare Surrender  Cost Indexes and Net Payment Cost Indexes of  s i m i l a r  

competing p o l i c i e s ,  your chances of  f i nd ing  a r e l a t i v e l y  good buy w i l l  be 

b e t t e r  t han  i f  you do no t  shop. REMEMBER, LOOK FOR POLICIES WITH LOWER COST 

I N D E X  NUMBERS. A good l i f e  insurance  agent  can he lp  you t o  choose t h e  amount of a 
l i f e  insurance  and kind of po l i cy  you want and w i l l  g ive  you c o s t  indexes s o  

t h a t  you made c o s t  comparisons of  s i m i l a r  p o l i c i e s .  



Dont' t buy l i f e  insurance  u n l e s s  you i n t e n d  t o  s t i c k  w i t h  it. A po l i cy  which i s  

a  good buy when he ld  f o r  20 years  can be very c o s t l y  if you q u i t  du r ing  t h e  

e a r l y  years  of t h e  po l icy .  If you su r r ende r  such a  po l i cy  dur ing  t h e  first few 

yea r s ,  you may g e t  l i t t l e  o r  nothing back and much of  your premium may have been 

used f o r  company expenses. 

Read your new p o l i c y  c a r e f u l l y ,  and a sk  t h e  agent  o r  company f o r  an explana t ion  

of  anyth ing  you do not  understand.  Whatever you dec ide  now i t  i s  important  t o  

review your l i f e  insurance  program every few yea r s  t o  keep up wi th  changes i n  

your income and r e s p o n s i b i l i t i e s .  



A P P E N D I X  C 

L E G A L  O P I N I O N S  I S S U E D  BY 
T H E  A R I Z O N A  L E G I S L A T I V E  C O U N C I L  



March 27, 1979 

TO: Douglas Norton, Auditor General  

FROM: Arizona Legislat ive Council 

RE: Request  fo r  Research and S ta tu to ry  Interpreta t ion (0-79-16) 

Your request ,  da ted  March 16, 1979, concerns t h e  authority of t h e  
director of t h e  depar tment  of insurance t o  approve or  disapprove r a t e  filings 
for property and marine  insurers and vehicle, casualty and sure ty  insurers. 

QUESTIONS PRESENTED: 

1. Under wha t  circumstances,  if any, may t h e  director disapprove 
filings without holding a hearing? 

2. May t h e  depar tment  legally issue "preliminary disapprovals"? 

3. Does t h e  di rector ,  or  his employees, have t h e  author i ty  t o  
negot ia te  accep tab le  filings with insurers or  is t h e  di rector  l imited t o  
approving or disapproving filings as they a r e  submitted? 

4. If t h e  di rector  may negot ia te  acceptable  filings, must t h e  
negotiations be  conducted in writ ing t o  comply with t h e  provisions regarding 
wri t ten  notices of disapproval? 

5. Do t h e  provisions requiring hearings imply a public "right t o  know" 
t h a t  may be  unaddressed by pr ivate  negotiat ions between t h e  depar tment  
and t h e  insurers? 

The di rector  of t h e  depar tment  of insurance is authorized t o  approve 
and disapprove r a t e  filings under Ti t le  20, chap te r  2, a r t i c le  4, Arizona 
Revised Statutes.  

In general ,  a n  insurance commissioner or  o the r  s t a t e  off icer  ves ted 
by s t a t u t e  with t h e  power t o  fix or approve insurance r a t e s  cannot exceed  
his s t a tu to ry  author i ty  in respect  t o  t h a t  power, but he  may lawfully 
exercise reasonable discretion. In addition, t h e r e  must b e  compliance wi th  
s t a t u t e s  prescribing t h e  method of procedure by which r a t e s  a r e  t o  be  fixed 
(44 Corpus Juris  Secundum Insurance Section 60). 

The s ta tu to ry  procedures applicable t o  property and marine r a t e  
filings differ f rom t h e  s t a tu to ry  procedures applicable t o  vehicle, casual ty  
and surety r a t e  filings so t h e  discussion of your questions relat ing t o  
disapproval of filings will be t r ea ted  separately.  



Property and Marine R a t e  Filings 

Arizona Revised S ta tu tes  sect ion 20-344 requires insurers t o  f i l e  
property and marine  ra tes  with t h e  director of the  depar tment  of insurance. 

There a r e  ce r ta in  c i rcumstances  under which t h e  di rector  may 
disapprove property and marine  r a t e  filings without holding a hearing. The 
director may disapprove filings when no s t a t u t e  requires a hearing. For  
example, Arizona Revised S ta tu tes  sect ion 20-350, subsection B author izes  
t h e  director t o  disapprove a specif ic  inland marine  r a t e  filing on a risk 
specially r a t e d  by a ra t ing organization by sending a wr i t t en  no t ice  of 
disapproval within th i r ty  days a f t e r  t h e  filing with t h e  director.  I t  is 
important  t o  no te  t h a t  th is  type of filing becomes e f fec t ive  when i t  i s  f i led 
with t h e  director. Also, t h e  di rector  must  act within th i r ty  days a f t e r  t h e  
filing becomes effective.  

Arizona Revised S t a t u t e s  sect ion 20-351 establishes t h e  procedure 
for disapproving a n  inland marine  r a t e  filing on a specially r a t e d  risk a f t e r  
t h e  thirty-day review period is  over. If ,  m o r e  than th i r ty  days a f t e r  t h e  
filing becomes effect ive ,  t h e  di rector  determines  t h a t  a specif ic  inland 
marine  r a t e  filing does not comply with applicable s t a tu tes ,  t h e  director is 
required t o  give notice, hold a hearing and, a f t e r  t h e  hearing, issue a n  o rder  
specifying in  what  respects t h e  filing fa i l s  t o  comply wi th  t h e  s t a tu to ry  
requirements and s ta t ing t h e  d a t e  a f t e r  which t h e  filing will no longer b e  
effective.  

However, before  t h e  director disapproves other  types  of property and 
marine  r a t e  filings a hearing is required. This conclusion is reached by a 
close reading of Arizona Revised S t a t u t e s  sect ions  20-350 and  20-351. 

For property and  marine  r a t e  filings, o the r  than specif ic  inland 
marine  r a t e  filings on specially r a t e d  risks, t h e  r a t e  filing must  be  on f i l e  
for  a waiting period of f i f t een  days  before  i t  becomes e f f e c t i v e  (Arizona 
Revised S ta tu tes  sect ion 20-345, subsection B). 

The director of t h e  depar tment  of insurance is required t o  review any 
property and marine  r a t e  filing a s  soon a s  reasonably possible t o  determine 
whether i t  complies with s t a t u t o r y  requirements  (Arizona Revised S t a t u t e s  
sect ion 20-345, subsection A). By giving wri t ten  not ice  within t h e  
fif teen-day period, t h e  di rector  may extend t h e  waiting period a n  addit ional  
f i f teen days in order t o  consider t h e  filing. 

Arizona Revised S t a t u t e s  sect ion 20-350, subsection A prescribes t h e  
procedure t h e  di rector  i s  required t o  follow if h e  determines ,  a f t e r  his 
review within t h e  fif teen-day period and any extension of t i m e  if requested,  
t h a t  t h e  r a t e  filing should be  disapproved. If t h e  director finds t h a t  t h e  
property and marine  r a t e  filing does not m e e t  s t a tu to ry  requirements: 

. . . within t h e  waiting period o r  any extension thereof . . . 
he shall send t o  t h e  insurer or r a t ing  organization . . . 



wri t ten  notice of disapproval of such filing, specifying 
therein in what respects  he finds t h a t  such filing fails  t o  
mee t  such requirements and s ta t ing t h a t  such filing shall 
not become effect ive .  Before he  disapproves any such 
filing, t h e  director shall give notice and hold a hearing as 
provided in sect ion 20-351. 

In in terpret ing t h e  language of Arizona Revised S t a t u t e s  sect ion 
20-350, subsection A, t w o  canons of s ta tutory  in terpreta t ion should be  kep t  
in mind. Each word, clause and sentence of a s t a t u t e  should b e  given e f fec t .  
No s t a t u t e  should be  construed so t h a t  one p a r t  will be  inoperative o r  
superfluous, void or insignificant or  so t h a t  one sect ion will des t roy another  
unless t h e  provision is t h e  result of obvious mis take or  error.  Sutherland, 
Statutory Construction,  sect ion 46.06 (4th Ed.). 

The required not ice  of disapproval apparently const i tu tes  a not ice  
t h a t  the  di rector  intends t o  disapprove a filing. The  not ice  of disapproval 
cannot be construed t o  b e  t h e  disapproval since not ice  and a hearing a r e  also 
required prior t o  t h e  disapproval. Further,  t h e  not ice  and hearing must 
follow t h e  procedures prescribed in Arizona Revised S t a t u t e s  sect ion 
20-351. Arizona Revised S t a t u t e s  section 20-351 prescribes t h e  procedure 
for disapproving a r a t e  filing a f t e r  i t  has become effect ive .  This s t a tu to ry  
section requires at leas t  t e n  days' wri t ten  not ice  prior t o  t h e  hearing and 
requires t h e  di rector  t o  issue an  order, a f t e r  t h e  hearing, s t a t ing  t h e  
findings and decision of t h e  director. 

Since t h e  di rector  has  only f i f t een  days t o  review a filing before  it 
becomes e f fec t ive  t h e  not ice  of disapproval does act as a "preliminary 
disapproval". However, t h e  not ice  of disapproval must b e  followed by a 
hearing and order t h a t  t h e  filing will not  become effect ive .  

If at any t i m e  a f t e r  a property and marine  r a t e  filing becomes 
effect ive  t h e  director determines  t h a t  i t  does not comply with applicable 
s ta tutes ,  t h e  director is required t o  follow t h e  disapproval procedures 
specified in Arizona Revised S ta tu tes  sect ion 20-351. This s t a tu to ry  
procedure is also required for disapproval of a specif ic  inland marine  r a t e  
filing on a risk specially ra ted  by a rat ing organization which has  been 
effect ive  for more  than th i r ty  days. 

Reading Arizona Revised S t a t u t e s  sect ions  20-350 and 20-351 
together,  i t  is apparent t h a t  t h e  "notice of disapproval" does effect ively  
s top property and marine r a t e  filings and specif ic  inland marine  r a t e  filings 
effect ive  less than  th i r ty  days f rom becoming effect ive .  However, fo r  
property and marine r a t e  filings not yet  e f fec t ive ,  t h e  not ice  of disapproval 
must be followed by a hearing and order. 

Vehicle, Casualty and Surety  R a t e  Filings 

Arizona Revised S t a t u t e s  section 20-357, subsection A requires 
insurers t o  file with t h e  di rector  of t h e  depar tment  of insurance vehicle, 



casualty and surety  rat ing systei-ns they propose t o  use. Except for ce r ta in  
special filings, each  r a t e  filing is required t o  be on f i le  for  a waiting period 
of f i f t een  days before  i t  becomes e f fec t ive  (Arizona Revised S t a t u t e s  
sect ion 20-357,Tiubsection C). 

The only procedure available t o  t h e  director f o r  disapproving a 
vehicle, casualty and surety  r a t e  required t o  b e  filed or a rating system not  
required t o  be filed is  specified in Arizona Revised S t a t u t e s  sect ion 20-358, 
subsection A: 

. . . he shall, a f t e r  a hearing held upon not less than t en  
days wri t ten  notice, . . . issue a n  order specifying in what 
respects  h e  finds t h a t  t h e  filing or ra t ing sys tem fa i ls  t o  
m e e t  t h e  requirements . . . and s ta t ing  when . . . t h e  filing 
or unfiled rat ing sys tem shall b e  deemed no longer 
effective. 

For vehicle, casualty and surety  r a t e  filings t h e  director is not 
required by s t a t u t e  t o  review a filing "as soon a s  reasonably possible" a f t e r  
i t  is f i led despite t h e  f a c t  t h a t  a fif teen-day waiting period is  provided 
before  i t  becomes effective.  For  purposes of disapproving a filing, no 
distinction is  made between filings which have not become e f fec t ive  and 
filings which a r e  in effect .  

If a person or organization other  than t h e  insurer or ra t ing 
organization which filed t h e  r a t e  filing fee l s  aggrieved by a filing o r  any 
unfiled rat ing sys tem t h e  person or organization is  authorized t o  apply in 
writ ing t o  t h e  director for a hearing. After  t h e  hearing t h e  director may, by 
order,  declare  t h a t  a filing or rat ing sys tem will no longer b e  e f fec t ive  a f t e r  
a specified d a t e  (Arizona Revised S ta tu tes  sect ion 20-358, subsection B). 

No s ta tu to ry  author i ty  exists  which specifically provides f o r  a 
"preliminary d i s a p p r ~ v a l ~ ~  nor is i t  possible t o  const rue  existing s t a t u t o r y  
language t o  provide for  a "preliminary disapproval" of vehicle, casual ty  and 
surety  r a t e  filings. 

The remaining questions in this request  concerned "negotiations" 
conducted by t h e  depar tment  and  insurers. No s ta tu to ry  author i ty  exis ts  fo r  
"negotiating" acceptable  r a t e  filings. However, i t  is apparent t h a t  t h e  
director has t h e  authority t o  communicate  directly wi th  insurers. 

As noted earl ier  in this opinion t h e  director of t h e  depar tment  of 
insurance has only t h e  powers prescribed by s t a t u t e  for purposes of 
approving or  fixing insurance rates.  

Arizona Revised S t a t u t e s  sections 20-350, 20-351 and 20-358 provide 
for t h e  disapproval of ce r ta in  r a t e  filings, but t h e  sect ions  do not author ize  
the  director t o  f ix r a t e s  if t h e  director does not approve of t h e  r a t e s  filed. 

I t  is unclear in this si tuation what is involved in "negotiating". I t  is 
c lear  t h a t  t h e  director is not authorized t o  impose or f ix r a t e s  in t h e  c i t ed  
situations. However, t h e  director may require an  insurer t o  furnish t h e  



information upon which t h e  insurer supports i t s  filings (Arizona Revised 
Sta tutes  sections 20-344, subsection A and 20-357, subsection A). 

Also, t h e  in tent  of this s t a tu to ry  regulation is c lear ly  s t a t e d  in 
Arizona Revised S ta tu tes  sect ion 20-341: 

. . . t o  promote  t h e  public welfare by regulating insurance 
ra tes  t o  t h e  end  t h a t  they shall not  b e  excessive,  
inadequate or  unfairly discriminatory, and t o  au thor ize  and 
regulate cooperat ive  act ion among insurers in r a t e  making 
and in other  m a t t e r s  . . . . Nothing . . . is intended t o  
prohibit or  discourage reasonable competi t ion,  or  t o  
prohibit or  encourage . . . uniformity in insurance ra tes ,  
rating systems, ra t ing plans or practices.  This a r t i c le  shall 
be  liberally in te rp re ted  t o  carry  in to  e f f e c t  t h e  provisions 
of this section. 

Without focusing more  specifically on t h e  deta i ls  of "negotiating", 
communication between t h e  di rector  and insurers is cer ta inly  contemplated 
by this legislation and encouraged t o  t h e  e x t e n t  necessary and advisable t o  
accomplish t h e  purposes s ta ted.  However, t h e  di rector  is required t o  act in 
accordance with his s t a t u t o r y  authority. To t h e  e x t e n t  t h a t  "negotiating" 
results in t h e  di rector  se t t ing  r a t e s  e i the r  d i rect ly  or  indirectly,  
"negotiating" is not permit ted .  

The four th  question asks whether t h e  pr ivate  "negotiations" would 
have t o  b e  conducted in writing t o  comply with t h e  s t a tu to ry  provisions 
regarding a wri t ten  not ice  of disapproval. As noted ear l ier  in th is  opinion 
t h e  wri t ten  not ice  of disapproval prescribed in Arizona Revised S t a t u t e s  
section 201350 is pa r t  of t h e  required s ta tu to ry  procedures t h e  di rector  must 
comply with. In t h a t  sense  i t  is not  a "negotiation". 

The last  question re la tes  t o  private "negotiations" be tween  t h e  
director or t h e  depar tment  and insurers a s  violating t h e  public's "right t o  
knowv. 

An argument may b e  made t h a t  t h e  public's "right to know" does not 
extend t o  r a t e  filings and  supporting information submit ted by insurers 
relat ing t o  property and marine  r a t e s  and vehicle, casual ty  and surety  
rates. 

Arizona Revised S t a t u t e s  section 20-344, subsection A provides t h a t  
"(a) filing and any supporting information shall be open t o  public inspection 
a f t e r  t h e  filing becomes effective". 

One may a rgue  t h a t ,  using t h e  "expressio unius" rule of s t a tu to ry  
construction, t h e  meaning of th is  language is so c lea r  t h a t  i t  would not  
permit  expansion. Sutherland, S ta tu to ry  Construction,  sect ion 47.25 (4th 
Ed.). In other  words, a filing and supporting information would not  be  open 
t o  t h e  public before t h e  filing becomes effect ive .  



This section has not been in terpreted by any court .  I t  is possible 
tha t ,  in light of the  recen t  t rend toward open government and cour t  
decisions and a t torney general  opinions concerning public documents,  absent  
any compelling reason, t h e  public, upon request ,  could inspect  filings and 
supporting information prior t o  t h e  t i m e  t h e  filings becorne effect ive .  
However, the  period of t i m e  before  filings become e f fec t ive  is  brief. For 
filings which a r e  disapproved i t  has already been determined t h a t  a public 
hearing is  required prior t o  disapproval. In t h a t  case t h e  public would 
cer ta inly  be informed of t h e  filing and any supporting information.  There  
does not appear t o  be a compelling reason for permit t ing t h e  filing and 
supporting information t o  remain confidential. This language, arguably, 
ref lects  a period of t i m e  when t h e  presumption was not t h a t  all documents 
re la t ing t o  public business should be available t o  t h e  public, but ,  r a the r ,  i t  
was necessary t o  ensure,  through s ta tu to ry  language, t h a t  ce r ta in  
information would be  available t o  t h e  public. However, be fore  th is  question 
is answered in a more  definit ive manner,  addit ional  information is 
necessary. Also, please review t h e  m e m o  da ted  March 14, 1979 furnished by 
this o f f i ce  concerning a n  ear l ier  request  numbered (0-79-4) for additional 
discussion of what const i tu tes  a public record. 

The response t o  th is  question leads t o  one fu r the r  observation. Ti t le  
20, chapter  2, a r t i c le  4, Arizona Revised S ta tu tes ,  re la t ing t o  r a t e s  and 
rating organizations was initially enac ted  in pa r t  by Laws 1947, chap te r  126 
and expanded and codified by Laws 1954, chap te r  64. The language of the  
s t a tu to ry  sections quoted in this m e m o  have not changed substantial ly since 
t h e  codification of 1954. If t h e  s t a tu to ry  procedures seem unworkable or 
undesirable in current  t imes  it would seem appropr ia te  t o  revise t h e  s t a t u t e s  
t o  make  necessary and desirable changes. 

CONCLUSIONS 

1. The director of t h e  depar tment  of insurance may disapprove only 
a specif ic  inland marine  r a t e  filing on a specially r a t e d  risk within th i r ty  
days a f t e r  i t  i s  filed wi th  t h e  director without holding a hearing by sending a 
wri t ten  notice of disapproval (Arizona Revised S t a t u t e s  sect ion 20-350, 
subsection B). 

2. The director,  by sending a wri t ten  not ice  of disapproval for 
property and marine r a t e  filings under Arizona Revised S t a t u t e s  sect ion 
20-350, subsection A, does in e f f e c t  issue a "preliminary disapproval" 
because t h e  notice of disapproval is not e f f e c t i v e  unless t h e  di rector  holds a 
hearing and issues an order a f t e r  t h e  hearing. 

3. The director and his e ~ n p l o y e e s  do not  have t h e  author i ty  t o  
"negotiate" r a t e  filings with insurers if the  di rect  or indirect  e f f e c t  of the  
"negotiating" is t h a t  t h e  director f ixes r a t e  filings. 

4. The wri t ten  not ice  of disapproval required fo r  disapproval of 
ce r ta in  r a t e  filings is not a "negotiation". 

5. The question of t h e  public's "right t o  know" about  "negotiations" 
between t h e  depar tment  and insurers is not subject  t o  proper review without 
additional f ac t s  and specific instances. 



TO: Douglas R. Norton, Auditor General  

FROM: Arizona Legislative Council  

RE: Request  for Research and Sta tutory  Interpreta t ion (0-79-15) 

This is in response t o  a request  made on March 15, 1979 in which t h e  following 
f a c t  si tuations were presented: 

8 
1. An employee of t h e  Depar tment  of Insurance is receiving a renewal 

commission each  year  f r o m  a f o r m e r  employer (an insurance company). These 
commissions result f rom continuing l ife insurance policies sold by this employee while a n  
agen t  for t h e  insurer. 

B 2. An employee of t h e  Depar tment  of Insurance will receive  a monthly annuity 
beginning some point in t h e  future .  This paid-up deferred annuity was earned a s  a 
re t i r ement  benefit  while employed by a n  insurance company. The  t e r m s  and amount  of 
t h a t  benef i t  were  determined while working for  t h e  insurer. 

3. An employee of t h e  Depar tment  of Insurance has  a 6% mor tgage  loan with a n  
insurer who is regulated by t h e  Depar tment .  The mortgage loan was obtained prior t o  
employment with t h e  Depar tment  of Insurance. 

QUESTION PRESENTED: 

8 
Do t h e  above f a c t  s i tuat ions  cons t i tu te  a conf l ic t  of in te res t  a s  defined in A.R.S. 

sect ion 20-1 49? 

ANSWER: 

For f a c t  si tuations 1 and 3, a conf l ic t  of in teres t  exists. For f a c t  si tuation 2, a 

B conf l ic t  of in teres t  does not  exist. 

A.R.S. section 20-149 reads  in re levant  p a r t  as follows: 

A. The director,  o r  any deputy, examiner,  ass is tant  or employee of 
t h e  director shall not  be financially in teres ted,  d i rect ly  o r  indirectly, in any 
insurer, agency o r  insurance transaction excep t  as a policyholder o r  
c la imant  under a policy . . . 

B. The director or  any deputy or  employee of t h e  di rector  shall  n o t  
be given nor receive any fee ,  compensation,  loan, g i f t  or o the r  th ing of 
value in addition t o  t h e  compensation provided by law for  any service  
rendered or t o  be  rendered as such director,  deputy or employee o r  in 
connection therewith. 



C. This section shall not  be  deemed t o  prohibit employrnent by t h e  
director of r e t i r ed  o r  pensioned personnel of insurers o r  insurance 
organizations. - 
The leading case in Arizona which in te rp re t s  Arizona Revised S ta tu tes  sect ion 

20-149 is Bushnell v. Superior Court  of Maricopa County, 102 Xriz. 309, 428 P.2d 987 
(1967). This case  held t h a t  t h e  s t a tu to ry  declaration t h a t  t h e  s t a t e  d i rector  of insurance 
"shall n o t  be financially in teres ted,  directly o r  indirectly in any insurer" prohibited t h e  
director f rom obtaining a mor tage  loan from a n  insurer engaged in business in th i s  state 
and regulated by t h e  director.  

The cour t  in Bushnell s t a t e d  t h a t  t h e  purpose of t h e  s t a t u t e  was  in tended t o  
prohibit t h e  director f rom placing himself in any  position where h e  would have a possible 
conflict  of interest .  Under t h e  rule of s t a tu to ry  construction t h a t  t h e  expression of one  
thing excludes another,  t h e  c o u r t  concluded t h a t  t h e  director m a y  be  financially 
in teres ted in a n  insurer, agency or  insurance t ransact ion only as a policyholder or  
claimant under a policy. 

F a c t  situation 3 is s imi lar  t o  t h e  f a c t s  in Bushnell excep t  t h e  pa r ty  in question is an  
employee of t h e  depar tment  ra the r  than t h e  di rector  and t h e  mortgage loan was obtained 
prior t o  employment by t h e  Department.  However, A.R.S. section 20-149, subsection A 
applies t o  t h e  director,  o r  any  deputy, examiner, ass is tant  or  employee of t h e  director.  
The language is c lear  on i t s  face.  The director or  a n  employee of t h e  di rector  may  no t  
have a financial in teres t  in any  insurer except for  t h e  enumerated exceptions. Moreover, 
a n  exception not made cannot  be  read into t h e  language. Sutherland, S ta tu to ry  
Construction, section 47.11 (4th Ed.). No exception is provided in subsection A t o  allow 
a n  employee t o  obtain or hold a loan f rom an insurer. Under Bushnell, this  means  t h a t  a n  
employee of t h e  director cannot  receive or  hold a mortgage loan f r o m  a n  insurer t h a t  is 
regulated by t h e  department.  

Bushnell refers  t o  a Florida s t a tu te ,  F.S.A. section 624.305, t h a t  is ident ical  t o  
A.R.S. sect ion 20-149 excep t  fo r  a n  exception which states that :  

(3) This sect ion shall no t  be deemed  t o  prohibit an  insurer f rom 
making, in regular course  of business, a loan t o  t h e  insurance commissioner 
and treasurer, or any  deputy, assistant, examiner,  ac tuary,  counsel, o r  o t h e r  
employee of t h e  depar tment  if such loan is adequately secured by a 
mortgage upon r e a l  e s t a t e  or o the r  col la tera l  . . .; or  f rom acquiring or 
holding, in regular course  of business, such a loan o r  investment originally 
made  by others. 

As reasoned by t h e  Cour t  in Bushnell: 

The f a c t  t h a t  t h e  Florida legislature tacked on a n  addit ional  provision 
expressly approving of a loan transaction between t h e  director of insurance 
and an insurer strongly indicates t h a t  t h e  legislature thought such a 
specification was necessary  in order t h a t  such a transaction should n o t  b e  
prohibited under t h e  general  language of t h e  o ther  sections of t h e  s t a tu te .  
102 Ariz. a t  312, 428 P.2d at 990. 

Hence t h e  absence of th is  part icular provision in t h e  Arizona s t a t u t e  is some indication 
tha t  The Arizona Legislature intended t h a t  a loan between an employee of t h e  di rector  
and an  insurer was prohibited by t h e  t e rms  of sect ion 20-149. 



A confl ic t  of in teres t  s t a t u t e  is designed t o  remove or limit t h e  possibility of 
personal influence which might bear  upon an  official 's decision. Yetmen v. Naumann, 16 
Ariz. App. 314, 492 T . 2 d  1252 (1972). In addition, t h e  proper t e s t  In all conflict  of 
in teres t  si tuations is not whether an ac tua l  conf l ic t  exists  but  whether t h e  possibility of a 
conf l ic t  exists. Ins. Dept. of t h e  Commonwealth of Pennsylvania v. Johnson, 432 Pa. 543, 
248 A.2d 308 (1968). 

Applying t h e s e  principles t o  A.R.S. section 20-149, i t  appears  t h a t  t h e  holding and  
rationale of Bushnell apply t o  f a c t  si tuation 1. It is t r u e  t h a t  Bushnell s t a ted  t h a t  in order  
t o  violate subsection B t h e  director would have  t o  be  act ing in his official  capaci ty  as 
director  while rendering a service  and, in re tu rn  f o r  such service  rendered o r  t o  be  
rendered, r ece ive  something of value. In f a c t  si tuation 1, it is c lea r  t h a t  t h e  employee in 
question is no t  rendering a service  t o  an  insurer in his capaci ty  a s  a n  employee of t h e  
director. Hence, no violation of subsection B is  involved. However, Bushnell s t a t e d  t h a t  
t h e  provisions of subsection A a r e  t o  be read broadly and  that :  

. . . DJhe legislature must have intended t h a t  where  t h e r e  is a 
pr ivate  o r  personal transaction, o the r  than  those  covered by t h e  above 
enumerated exceptions, between t h e  Director of Insurance and  an insurance 
company involving money in some manner, such is a transaction forbidden by 
t h e  t e r m s  of t h e  s t a tu te .  102 Ariz. at 311, 428 P.2d at 989. 

Therefore,  s ince  t h e  language of A.R.S. sect ion 20-149, subsection A applies a lso  t o  
employees of t h e  director,  any money t ransact ion between an employee of t h e  di rector  
and a n  insurer is prohibited. This would apparent ly  apply t o  renewal commission f e e s  
received f rom a n  insurer for pas t  services rendered. 

Finally, A.R.S. sect ion 20-149, subsection C s t a t e s  t h a t  I1This sect ion shall n o t  . . . 
prohibit employment  by t h e  director of r e t i r ed  or pensioned personnel of insurers .  . .I1. 

This exception applies directly t o  f a c t  si tuation 2. 

Websterfs Third New International Dictionary defines a pension as "a fixed sum paid 
regularly t o  a person". An annuity is defined in Arizona Revised S ta tu tes  sect ion 
20-254.01 as encompassing "all agreements  t o  make  periodic payments,  . . . , where t h e  
making o r  cont inuance o f  a l l  or  of some of a ser ies  of such payments, o r  t h e  amount  of 
any such payment,  is dependent upon t h e  continuance of human lifet1. Thus, i t  appears  
t h a t  t h e  t e r m  "pension1' is broad enough t o  include a deferred annuity. Therefore,  an  
employee of t h e  Depar tment  of Insurance would no t  b e  in a position where a conf l ic t  of 
in te res t  exis ts  if h e  receives a deferred annuity earned a s  a re t i r ement  benef i t  while 
previously employed by a n  insurer. 

CONCLUSION: 

A conf l ic t  of in te res t  would exist  if a n  employee of t h e  Depar tment  of Insurance 
received a renewal commission f rom a former  employer who was also a n  insurer o r  
received or  held a mortgage loan from a n  insurer. No conflict  of in teres t  would exis t  if 
an  employee of t h e  di rector  received a paid-up deferred annuity earned a s  a re t i rement  
benefit  while employed by a n  insurer. 

cc: Gerald A. Silva 
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