ARIZONA HOUSE OF REPRESENTATIVES
Forty-ninth Legislature — Second Regular Session

COMMITTEE ON BANKING AND INSURANCE
Minutes of Special Meseting

Tuesday, January 19, 2010
House Hearing Room 1 -- 2:30 p.m. or on adj. of PERER

Chairman McLain called the meeting to order at 2:42 p.m. and attendance was noted by the
secretary.

Member s Present
Mr. Ash Mr. Seel Mr. Quelland, Vice-Chairman
Mr. Bradley Mr. Tobin Mrs. McLain, Chairman
Mr. Meza

Members Absent

Mr. Campbell CL (excused)

Committee Action

HB2071 - DP (5-0-1-2) HB2073 — DPA (7-0-0-1)
HB2072 — DP (7-0-0-1)

Chairman McLain introduced staff:

Rene Guillen, Mg ority Research Analyst

Heidi Nitz, Mgjority Intern

Elizabeth Navran, Research Analyst/Policy Advisor for the Democratic Caucus
Kamaila Sanders, Intern for the Democratic Caucus

Daniel Briggin, Page

Taylor Larson, Page

CONSIDERATION OF BILLS:

HB2071 —lifeinsurance— DO PASS

Vice-Chairman Quelland moved that HB2071 do pass.

Rene Guillen, Majority Research Analyst, advised that HB2071 makes various changes to the
statutes governing life insurance, including allowing exclusions in the life insurance policy for
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suicides that occur within two years of an increase in death benefits (Attachment 1). He related
that the bill issimilar to HB2185 which was introduced |ast year.

Mr. Seel asked questions about the policy loan rate. Mr. Guillen noted that the bill clarifies
language to reduce redundancy in statute.

Karlene Wenz, L egidative Liaison, Department of Insurance (DOI), testified that the interest rate
is established by the insurer. She related that this is clarifying language because of conflicting
language in statute.

Mr. Seel commented that the bill eliminates the statute that caps the interest rate. Ms. Wenz
agreed.

Chairman McLain noted that this is not the interest rate charged to the insured; it is the interest
rate on a policy. Ms. Wenz concurred. Mr. Seel said he believes it is the loan interest rate
charged on the cash value portion of a cash value policy.

Mike Low, representing American Council of Life Insurers, testified that he views this
legislation as conformance to existing law rather than a substantive change.

Mr. Seel asked whether it isindustry practice to charge aloan interest rate on a cash value policy
in excess of eight percent. Mr. Low said there is not an industry practice; rather a competitive
market exists among life insurers which benefits the insured. He said he is not sure what rate is
being charged; however, he said he believes no company is charging more than eight percent.
He stated that he would like to provide information from the American Council of Life Insurers
asto the rate currently being charged.

Chairman McLain queried whether the interest rate is disclosed at the time the policy is issued
and whether it stays the same throughout the life of the policy, or whether the rate is subject to
change depending on market conditions. Mr. Low responded that it is set at the time the policy
isissued and does not change. He said this proposal tries to make life insurers as competitive as
possible with the financial sector.

In response to Mr. Tobin, Mr. Low explained that the changes in the interest rates over the past
months have made life insurers responsive to market rates.

Discussion ensued on the issue of removing the cap on interest rates. Mr. Seel asked whether
there is language in another section of the statute relating to the “best interests of the
policyholder.” Mr. Low answered that he does not believe that provision is elsewhere in statute.
Hereiterated that the intent is to move to a market-based formula.

Mr. Seel brought up the provision striking language on the table of values. He asked whether
that provision will be in another section of the statute. Ms. Wenz said she believes the table of
valuesis no longer the governing statute. She will investigate and inform Members on that issue
aswell asthe issue of the eight percent interest rate that is causing concern.

Chairman McLain stated that the changes being proposed by the industry are technical in nature
and relatively minor.
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Vice-Chairman Quelland queried how these changes help the citizens of Arizona.

Don Hughes, representing American Council of Life Insurers, stated that this legislation helps
the citizens of Arizona by making clarifying changes.

Vice-Chairman Quellend announced the names of those who signed up in support of HB2071 but
did not speak:

Kerry Hayden, Government Affairs Representative, Farmers Insurance Group of Companies
Becky Sanchez, Government Affairs Counsel, American Family Insurance

Question was called on the motion that HB2071 do pass. The motion carried
by aroall call vote of 5-0-1-2 (Attachment 2).

HB2072 — department of insurance; continuation — DO PASS

Vice-Chairman Quelland moved that HB2072 do pass.

Heidi Nitz, Majority Intern, stated that HB2072 continues the Arizona Department of Insurance
(DQI) for ten years (Attachment 3).

Vice-Chairman Quelland asked for an explanation of insurance premium tax.

Karlene Wenz, Legidative Liaison, Department of Insurance (DOI), replied that the insurance
premium tax is atwo percent tax on net premiums for all insurersin Arizona. The one exception
is a small group of health insurers who are exempt from that tax. The tax amounts to
$439 million a year, of which $21 million goes to the Fire Department Retirement System and
the rest goes to the General Fund.

Vice-Chairman Quelland announced the names of those who signed up in support of HB2072 but
did not speak:

Lanny Hair, Executive Vice President, Independent Insurance Agents & Brokers of Arizona
Kathi Beranek, Government Relations Coordinator, Blue Cross Blue Shield of Arizona

Gregory Harris, representing Progressive Insurance

Wendy Briggs, representing American Insurance Association

David Childers, representing Property & Casualty Insurers Association of Arizona

Jake Logan, Vice President, United HealthCare of Arizona

Kerry Hayden, Government Affairs Representative, Farmers Insurance Group of Companies

Question was called on the motion that HB2072 do pass. The motion carried
by aroll call vote of 7-0-0-1 (Attachment 4).

HB2073 — mortgage guaranty insurers— DO PASS AMENDED

Vice-Chairman Quelland moved that HB2073 do pass.
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Heidi Nitz, Majority Intern, advised that HB2073 allows the Director of the Department of
Insurance (DOI) to use new corrective measures when mortgage guaranty insurers do not meet
specific requirements (Attachment 5).

Vice-Chairman Quelland moved that the McLain eight-line amendment
dated 1/15/10 to HB2073 be adopted (Attachment 6).

Ms. Nitz explained that the eight-line amendment (Attachment 6) reinstates the language
regarding secondary liens and makes technical changes.

In response to Vice-Chairman Quelland’ s question regarding the number of companies that offer
mortgage guaranty insurance in the state, Ms. Nitz answered that she has been told there are
eight companies that offer this type of insurance.

Mike Low, representing Mortgage Insurance Companies of America, testified in support of
HB2073. He advised that the mortgage insurers are regulated under a minimum policyholder’s
position, which is aformulathat relates to the face amount of the mortgage insurance policy and
the amount of capital that a mortgage insurer must put up for the financial security of all of the
policyholders. The bill inserts the words insured mortgage, gives the Director the authority to
suspend or take other remedial action when a mortgage insurer does not meet specific
requirements and puts into statute language that reflects the uniform accounting system relating
to default of loans.

Mr. Seel asked for examples of actions the Director can take. Mr. Low answered that the
Director can put people in place to monitor the company, require that an action plan be
developed and take other remedies that the current statute does not have. He opined that this
legidlation makes sense and is fair and appropriate. The bill brings a level of assurance to the
mortgage insurance marketplace and could attract additional capital from maor investors into
that marketplace. Ensuring that regulatory systems are in place facilitates that activity.

Vice-Chairman Quelland announced the names of those who signed up as neutral on HB2073 but
did not speak:
Karlene Wenz, Legidative Liaison, Department of Insurance (DOI)

Question was called on the motion that the McLain eight-line amendment
dated 1/15/10 to HB2073 be adopted (Attachment 6). The motion carried.

Vice-Chairman Quelland moved that HB2073 as amended do pass. The
motion carried by aroll call vote of 7-0-0-1 (Attachment 7).

Without objection, the meeting adjourned at 3:40 p.m.

Joanne Bell, Committee Secretary
January 21, 2010

(Original minutes, attachments and audio on file in the Chief Clerk’s Office; video archives
available at http://www.azleg.gov)
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