Department of I nsurance

FY 2011 FY 2012 FY 2013

ACTUAL ESTIMATE BASELINE
OPERATING BUDGET
Full Time Equivalent Positions 90.5 90.5 90.5
Personal Services 2,985,300 3,070,800 3,070,800
Employee Related Expenditures 1,372,400 1,241,100 1,241,100
Professional and Outside Services 190,000 189,400 189,400
Travel - In State 21,600 23,900 23,900
Travel - Out of State 3,800 0 0
Other Operating Expenditures 756,900 652,600 652,600
Equipment 95,800 6,400 6,400
AGENCY TOTAL 5,425,800 5,184,200 Y 5,184,200
FUND SOURCES
Genera Fund 5,425,800 5,184,200 5,184,200

SUBTOTAL - Appropriated Funds 5,425,800 5,184,200 5,184,200

Other Non-Appropriated Funds 7,698,700 7,984,700 7,982,400
Federal Funds 245,300 341,000 0
TOTAL - ALL SOURCES 13,369,800 13,509,900 13,166,600

AGENCY DESCRIPTION — The Department of Insurance licenses and authorizes the transaction of insurance business by
insurers, producers, and other insurance-related entities. The department collects various filing and licensing fees, which are
deposited into the state General Fund. The revenues derived from these fees are required by law to be between 95% and
110% of the department's state General Fund appropriation.

| Operating Budget appropriated 3 annual payments of $4,659,666 to the
Arizona Property and Casualty Insurance Guaranty Fund
The Baseline includes $5,184,200 and 90.5 FTE Positions and 3 annual payments of $5,204,466 to the Life and
from the General Fund in FY 2013 for the operating Disability Insurance Guaranty Fund beginning in FY 2012.
budget. These amounts are unchanged from FY 2012. The intent of Chapter 1 was to reimburse these funds for
monies that were to have been transferred from them to the
* ok ok General Fund in FY 2009.

FORMAT — Lump Sum by Agency Although the state agreed to reimburse the funds in
Chapter 1, litigation was brought to stop the original
STATUTORY CHANGES transfers to the General Fund. The courts issued a stay of
action, so the transfers to the Genera Fund have not
The Baseline would, as session law, continue to suspend occurred. As a result, the FY 2011 Regulation BRB

the statutory provision that fees collected by the requires repayment only if the actual transfers are made.

department fall between 95% and 110% of the
department’ s appropriation for FY 2013.

OTHER ISSUESFOR LEGISLATIVE CONSIDERATION

Reimbursement of Guaranty Funds

The FY 2012 Regulation Budget Reconciliation Bill
(BRB) (Laws 2011, Chapter 35) made the reimbursement
to the Arizona Property and Casualty Insurance Guaranty
Fund and Life and Disability Insurance Guaranty Fund
included in Laws 2009, Chapter 1 contingent on the
monies being transferred to the General Fund. Chapter 1

1/ Inaddition to these amounts, atotal of $135,500 GF is appropriated in FY 2012 for costs associated with an additional pay period.
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FY 2011 FY 2012
SUMMARY OF FUNDS Actual Estimate

Assessment Fund for Voluntary Plans Fund (IDA2316/A.R.S. § 20-2201) Non-Appropriated

Sour ce of Revenue: Assessments paid by insurance companies or reinsuring carriers authorized to sell liability insurance.

Purpose of Fund: To provide for the administrative costs associated with finding liability insurance for classes of risk that are unable to
obtain liability coverage. Monies are also used to administer the Small Employers Reinsurance Plan Board. The board ensures the
accessibility of small group health insurance by requiring a reinsurance program to spread the risk of insuring small groups.

Funds Expended 141,200 133,100
Year-End Fund Balance 40,100 46,800
Captive Insurance Regulatory and Supervision Fund (IDA2377/A.R.S. § 20-1098.18) Non-Appropriated

Source of Revenue: License and renewal fees collected from individual captive insurers and corporations applying to do business as a
captive insurer. A captiveinsurer is an enterprise with the authority to function as an independent insurance company, but is organized by a
parent company with the express intent to provide the parent company's insurance.

Purpose of Fund: To provide funding for the promotion of the state's captive insurance industry and related administrative costs. Up to
$100,000 may be used annually to cover the department's operating costs.

Funds Expended 144,700 192,600
Year-End Fund Balance 100,000 100,000
Federal Funds (IDA2000/A.R.S. § 35-142) Non-Appropriated

Sour ce of Revenue: Federal monies from Affordable Care Act grants.

Purpose of Fund: Monies are used to implement the provisions of the Affordable Care Act and to aid in the review of health insurance
premium rates.

Funds Expended 245,300 341,000
Year-End Fund Balance 0 0
Financial Surveillance Fund (IDA2473/A.R.S. § 20-156) Non-Appropriated

Sour ce of Revenue: Assessments paid by domestic insurers, other than life and disability re-insurers, service companies, and mechanical
reimbursement re-insurers.

Purpose of Fund: To provide funds for the costs of financial analysts who conduct financial surveillance of domestic insurers in order to
identify possible risks to financia stability.

Funds Expended 372,200 265,100
Year-End Fund Balance 12,700 81,200
Health Care Appeals Fund (IDA2467/A.R.S. § 20-2540) Non-Appropriated

Sour ce of Revenue: One-time fee of $200 and an annual fee of up to $200 per health care insurance company.

Purpose of Fund: To pay for start-up and ongoing costs related to selecting an independent review organization. The selected organization
will conduct external independent reviews that involve issues of medical necessity.

Funds Expended 229,600 244,100
Year-End Fund Balance 28,200 15,000
I nsurance Examiners Revolving Fund (IDA2034/A.R.S. § 20-159) Non-Appropriated

Sour ce of Revenue: Payments made by insurance companies for costs of financia, rate, and market conduct examinations performed by
contract examiners.

Purpose of Fund: To provide funds for contract examiners per diem compensation and funds to reimburse contract examiners for travel
and living expenses, as approved by the Director of the Department of Insurance. Monies are also used to cover the department's related
administrative costs.

Funds Expended 5,024,000 5,380,600
Year-End Fund Balance 781,800 902,200
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FY 2011 FY 2012

SUMMARY OF FUNDS Actual Estimate

Lifeand Disability Insurance Guaranty Fund (IDA2154/A.R.S. § 20-683) Non-Appropriated

Sour ce of Revenue: Assessments on life and disability insurance companies and reimbursements from the sale of insolvent companies
assets by the department's Recelvership Division.

Purpose of Fund: To provide funds for the covered policy claims of insolvent insurance companies for life and disability insurance policies
and annuity contracts. The fund also pays the administrative costs of the 9-member Life and Disability Insurance Guaranty Fund Board
authorized by A.R.S. § 20-684. Monies are held in a depository designated by the Director of the Department of Insurance.

Funds Expended 1,134,700 1,144,800
Year-End Fund Balance 33,130,800 33,010,900
Arizona Property and Casualty I nsurance Guar anty Fund Non-Appropriated

(IDA2114/A R.S. § 20-662)

Sour ce of Revenue: Assessments on property and casualty insurance and reimbursements from the sale of insolvent companies assets by
the department's Receivership Division.

Purpose of Fund: To provide funds for the covered policy claims of insolvent insurance companies for property and casualty insurance
policies. The fund also pays the administrative costs of the 11-member Property and Casualty Insurance Guaranty Fund Board authorized
by A.R.S. § 20-663. Moniesare held in a depository designated by the Director of the Department of Insurance.

Funds Expended 608,000 578,100
Year-End Fund Balance 33,226,500 33,169,800
Receiver ship Liquidation Fund (IDA3104/A.R.S. § 20-648) Non-Appropriated

Sour ce of Revenue: Consists of 10% of an insolvent insurer's statutory deposit with the State Treasurer authorized by A.R.S. § 20-213.
Upon termination of areceivership, the court may award proceeds to the fund, up to the amount of the department's administrative costs.
Purpose of Fund: To support the department's Receivership Division, which administers the liquidation of insurance companies to ensure
maximum recovery of assets. The balance forward represents cash on hand. It does not include the state's unfunded liability for deposits
being held as assurance against future insolvencies.

Funds Expended 44,300 46,300
Year-End Fund Balance 193,500 146,600
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