Florida Senate - 2001 SB 482
By Senator Pruitt

27-403-01
1 A bill to be entitled
2 An act relating to statutory accounting
3 principles; creating s. 625.011, F. S.; defining
4 the terns "statutory accounting principles" and
5 "surplus notes"; anending s. 625.012, F.S.
6 providing for what constitutes an asset of an
7 i nsurer; anending s. 625.031, F.S.; providing
8 for assets not allowed in determ ning financial
9 condition of an insurer; anending s. 625.041,
10 F.S.; revising what constitutes a liability;
11 anending s. 625.141, F.S.; providing for the
12 val uation of bonds; anending s. 625.161, F.S.
13 revising requirenents for new appraisals in
14 val uation of real property; anending s. 641.19,
15 F.S.; redefining the terns "reporting period,"
16 "statutory accounting principles," "surplus,"
17 and "surplus notes" for purposes of the Health
18 Mai nt enance Organi zation Act; anending s.
19 641.35, F.S.; providing for what constitutes an
20 asset or liability in determning the financial
21 condition of a health naintenance organi zation
22 providing a retroactive effective date.
23
24| Be It Enacted by the Legislature of the State of Florida:
25
26 Section 1. Section 625.011, Florida Statutes, is
27 | created to read:
28 625.011 Definitions.--As used in this chapter, the
29 | term
30 (1) "Statutory accounting principles" neans accounting
31| principles adopted by the National Association of |nsurance
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1| Commi ssioners Accounting Practices and Procedures Manua

2| effective January 1, 2001

3 (2) "Surplus notes" neans financial instrunents that

4| are subject to strict control by the Departnent of |nsurance
5] of the reporting entity's state of domicile and that have been
6 | approved by the departnent as to formand content. These

7 | instrunents include surplus notes, surplus debentures, and

8| contribution certificates. The National Association of

9 | Insurance Commi ssioners Statenent of Statutory Accounting

10| Principles No. 41, adopted effective January 1, 2001, provides
11| the specific characteristics of surplus notes and provides

12 | accounti ng gui dance for surplus notes.

13 Section 2. Subsections (1) and (11) of section

14 ] 625.012, Florida Statutes, are anended, present subsection

15] (12) of that section is redesignated as subsection (17), and
16 | new subsections (12), (13), (14), (15), and (16) are added to
17 | that section to read

18 625.012 "Assets" defined.--In any determ nation of the
19 | financial condition of an insurer, there shall be allowed as
20 | "assets" only such assets as are owned by the insurer and
21 | whi ch consi st of:
22 (1) Cash or cash equivalents,in the possession of the
23| insurer, or in transit under its control, and including the
24 | true bal ance of any deposit in a solvent bank, savings and
25| | oan association, or trust conpany. Cash equivalents are
26 | short-term highly liquid investnments, with origina
27 | maturities of 3 nonths or |less, which are both readily
28 | convertible to known anounts of cash and so near their
29 | maturity that they present insignificant risk of changes in
30 | val ue because of changes in interest rates.
31
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(11) Electronic and nechani cal nachi nes, including
conput er- operating software equi pnrent and operating software

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

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

capital and surplus, adjusted to exclude any electronic data

processi ng equi pnent and operating software, net deferred tax

assets, and net positive goodwill, as reported on the

insurer's nost recently filed annual statenent.

(12) Goodwill arising fromacquisitions and nergers

occurring after January 1, 2001. The term "goodw | |" neans the

di fference between the cost of acquiring the entity and the

acquiring or surviving entity's share of the book value of the

acquired entity, in accordance with the National Association

of Insurance Commi ssioners Statenent of Statutory Accounting

Principles No. 68, adopted effective January 1, 2001

Adm ssible goodwill is |limted to 10 percent of the reporting

entity's capital and surplus reported on its nobst recently

filed annual statenent, adjusted to exclude any net positive

goodwi I |, el ectronic data processing equi prent and operating

software, and net deferred tax assets.

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

principal owner if approved by the departnent and if the | oan

or advance is determined to be collectible based on the parent

or principal owner's independent paynment ability. Loans or

advances by an insurer to all other related parties if they

constitute arm s-length transactions or econonic transactions

under the National Association of |nsurance Comm SsSi oners

3
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Statenent of Statutory Accounting Principles No. 25, adopted

effective January 1, 2001

(14) Deferred tax assets and liabilities resulting

fromthe expected future tax consequences of tenporary

di fferences generated by statutory accounting as defined in

paragraph 11 of the Financial Accounting Standards Board's

Statenent of Financial Accounting Standards No. 109,

accounting for incone taxes or as a difference between the tax

basis of an asset or aliability and its reported amount in

the statutory statenent of financial position which wll

result in taxable or deductible anbunts in sone future year or

years when the reported anpbunts of assets are recovered and

the reported anobunts of liabilities are settled. Deferred tax

assets and liabilities are to be cal cul ated and recorded in

accordance with the provisions of the National Association of

| nsurance Commi ssioners Statenent of Statutory Accounting
Principles No. 10, adopted effective January 1, 2001. Deferred
tax assets are admitted assets in an anpbunt equal to the sum

of :

(a) Federal incone taxes paid in prior years that can

be recovered through | oss carrybacks for existing tenporary

di fferences that reverse by the end of the subsequent cal endar

year, and
(b) The lesser of:
1. The anount of gross deferred tax assets, after

application of paragraph (a), expected to be realized within 1

year of the bal ance sheet date, or

2. Ten percent of statutory surplus reported on the

reporting entity's nost recently filed annual report, adjusted

to exclude goodwill, electronic data processi ng equi pnent and

operating software, and

4
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(c) The anpbunt of gross deferred tax assets, after

application of paragraphs (a) and (b), which can be offset

agai nst gross deferred tax liabilities.

(15) Current incone tax recoverables, as defined in

t he National Association of |nsurance Conmm ssi oners Statenent

of Statutory Accounting Principles No. 10, adopted effective

January 1, 2001, are adnmitted assets.

(16) Capitalized interest that is the interest cost

incurred during the period of tine necessary to conplete the

activities required to bring an asset to the condition and

| ocation necessary for its intended use, in accordance with

t he National Association of |nsurance Conm ssi oners Statenent

of Statutory Accounting Principles No. 44, adopted effective
January 1, 2001.

(17) 2y O her assets, not inconsistent with the
provi sions of this section, deened by the departnent to be

avail able for the paynent of |osses and clains, at values to
be deternined by it.

Section 3. Section 625.031, Florida Statutes, is
amended to read:

625. 031 Assets not allowed.--In addition to assets
i mpliedy excluded by the provisions of s. 625.012, the
followi ng expressly shall not be allowed as assets in any
deterni nation of the financial condition of an insurer:

(1) ©oet—wt++-Trade nanes, patents, agreenents not to
conpet e, and other |ike intangible assets.

(2) Advances (other than policy loans) to officers

and;-di rectors, and—econtrolH-ing—stockholders-whether secured

or not, and advances to enpl oyees, agents, and other persons
on personal security only.

5
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(3) Stock of such insurer, owned by it, or any
material equity therein or | oans secured thereby, or any
mat erial proportionate interest in such stock acquired or held
t hrough the ownership by such insurer of an interest in
another firm corporation, or business unit.

(4) Furniture, fixtures, furnishings, safes, vehicles,
libraries, stationery, literature, and supplies, other than
data processing and accounting systens authorized under s.
625.012(11), except in the case of title insurers such
materials and plants as the insurer is expressly authorized to
i nvest in under s. 625.330 and except, in the case of any
i nsurer, such personal property as the insurer is permtted to
hol d pursuant to part Il of this chapter, or which is acquired
t hrough forecl osure of chattel nortgages acquired pursuant to
s. 625.329, or which is reasonably necessary for the
mai nt enance and operation of real estate lawfully acquired and
held by the insurer other than real estate used by it for hone
of fice, branch office, and sinilar purposes.

(5) The anount, if any, by which the aggregate book
val ue of investnents as carried in the | edger assets of the
i nsurer exceeds the aggregate val ue thereof as deternined
under this code.

(6) Bonds, notes, or other evidences of indebtedness
whi ch are secured by nortgages or deeds of trust which are in
def aul t.

(7) Prepaid and deferred expenses.

8)y—Federal—incore—tax—+efunds—when—a+efund—is——not
assuret-

Section 4. Paragraph (d) of subsection (2) of section
625.041, Florida Statutes, is anended to read:

6

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




© 00 N o O~ DN PP

W WNNNNMNNMNNNMNNNNRRRERRPRPEPR R PR R
P O © 0 N O U0~ WNIERPLO O ®~NOOUuDWNPRER O

CODING:WOrds st+ieken are del etions;

Florida Senate - 2001 SB 482
27-403-01

625.041 Liabilities, in general.--1n any deternination
of the financial condition of an insurer, liabilities to be
charged against its assets shall include:

(2) Wth reference to life and health insurance and
annuity contracts:

(d) Any additional reserves that whi-eh may be required
by the departnent consistent with practice formul ated or
approved by the National Association of |nsurance
Conmi ssioners or its successor organi zation, on account of
such insurance, including contract and prem um defici ency

reserves as described in the National Association of |nsurance

Conmi ssioners Statenent of Statutory Accounting Principles No.

55, adopted effective January 1, 2001

Section 5. Subsection (2) of section 625.141, Florida
Statutes, is anended to read:

625.141 Val uation of bonds. --

(2) The departnent shall have full discretion in

determ ning the nethod of cal cul ating val ues according to the
rules set forth in this section, but no such nethod or

val uation shall be inconsistent with the nmethod fornulated or
approved by the National Association of |nsurance

Conmi ssioners or its successor organi zation and set forth in
the latest edition of its publication "Valuation of
Securities"; provided that such valuation nethodology is
substantially sinlar to the nethodol ogy used by the Nationa
Associ ation of |nsurance Commissioners in its 1988 edition of
such publication. Anortization of bond prem um or discount

nust be cal cul ated using the scientific (constant yield)

interest nethod taking into consideration specified interest

and principal provisions over the life of the bond.
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Section 6. Subsection (2) of section 625.161, Florida
Statutes, is anended to read:

625.161 Valuation of property.--

(2) Oher real property held by an insurer shall not
be valued at an anmobunt in excess of fair value as determ ned
by recent appraisal. If valuation is based on an appraisa
nore than 5 3 years old, the departnent may, at its
di scretion, call for and require a new appraisal in order to
deternine fair val ue.

Section 7. Subsections (16), (17), (19), and (20) of
section 641.19, Florida Statutes, are anended to read:

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

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

(17) "Statutory accounting principles" neans

accounting principles set forth in the National Association of

I nsurance Conmi ssioners Accounting Practices and Procedures

Manual , adopted effective January 1, 2001 generatty—accepted
. neiphes i ed " .

(19) "Surplus" neans total statutory assets in excess

of total liabilities, except that assets pledged to secure

debt s not—reftected—on—the—books of the heal th nai ntenance

organi zation shall not be included in surplus. Surplus

i ncludes capital stock, capital in excess of par, other

contributed capital, retained earnings, and surplus notes.
(20) "Surplus notes" neans financial instrunents that

are subject to strict control by the Departnent of I|nsurance

of the reporting entity's state of donmicile and have been

approved by the departnent as to formand content. These

i nstrunents include surplus notes, surplus debentures, and
8
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contribution certificates. The Nati onal Associ ati on of

| nsurance Commi ssioners Statenent of Statutory Accounting

Principles No. 41, adopted effective January 1, 2001, provides

the specific characteristics of surplus notes and provides
accounting gui dance for surpl us notes. debt—which—has—been
u I . I . .
ol N I I r I L el F I L
I I r ey . .
Section 8. Subsections (1), (2), and (3) of section
641.35, Florida Statutes, are anended to read:

641.35 Assets, liabilities, and investnents. --

(1) ASSETS.--In any determ nation of the financi al
condition of a health naintenance organi zation, there shall be
al l oned as "assets" only those assets that are owned by the
heal t h mai nt enance organi zati on and whi ch assets consi st of:

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

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

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

short-term highly liquid investnents, with origina

maturities of 3 nonths or less, which are both readily

convertible to known anpbunts of cash and so near their

maturity that they present insignificant risk of changes in

val ue because of changes in interest rates.

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

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

9
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2. Declared and unpaid dividends on stock and shar es,
unl ess the anmount of the dividends has otherw se been all owed
as an asset.

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

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

5. Interest due or accrued on current nortgage | oans,
in an anount not exceeding in any event the anount, if any, of
t he excess of the value of the property | ess delinquent taxes
t hereon over the unpaid principal; but in no event shal
interest accrued for a period in excess of 90 days be all owed
as an asset.

66— Rent—due—or—acerved—on—+ea—property—+f——such—rent
. . F I he .

b w odi F I I
atH-owed—as—an—asset—

+—Fhe—unacerdved—portion—of—taxespadprior—to—the
te—date—on—+eat—property—

(c) Premiuns in the course of collection, not nore
than 3 nonths past due, |ess commissions payable thereon. The
foregoing limtation shall not apply to preniuns payable
directly or indirectly by any governnental body in the United
States or by any of their instrunentalities.

(d) The full anmount of reinsurance recoverable froma
sol vent reinsurer, which reinsurance is authorized under s.
624. 610.

10
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(e) - Pharnmaceutical and medical supply inventories.

he | et dat I g .

(f) Goodwill, created by acquisitions and nergers

occurring after January 1, 2001. The term goodw I| neans the

di fference between the cost of acquiring the entity and the

acquiring or surviving entity's share of the book value of the

acquired entity, in accordance with the National Association

of Insurance Commi ssioners Statenent of Statutory Accounting

Principles No. 68, adopted effective January 1, 2001

Adm ssible goodwill is |limted to 10 percent of the reporting

entity's capital and surplus reported on its nost recently

filed annual report, adjusted to exclude any net positive

goodwi I |, el ectronic data processing equi prent and operating

software, and net deferred tax assets.

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

organi zation to its parent or principal owner if approved by

the departnment and the |oan or advance is deternined to be

collectible based on the parent or principal owner's

i ndependent paynent ability. Loans or advances to all other

related parties if they constitute arnmls-length transactions

or economnic transactions under the National Associati on of

| nsurance Commi ssioners Statenent of Statutory Accounting

Principles No. 25, adopted effective January 1, 2001

(h) Deferred tax assets and liabilities resulting from

the expected future tax consequences of tenporary differences

generated by statutory accounting as defined in paragraph 11
11
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of the Financial Accounting Standards Board's Statenent of

Fi nanci al Accounting Standards No. 109, accounting for incone

taxes or as a difference between the tax basis of an asset or

aliability and its reported anpbunt in the statutory statenent

of financial position which will result in taxable or

deducti bl e anbunts in sone future year or years when the

reported anounts of assets are recovered and the reported

amounts of liabilities are settled. Deferred tax assets and

liabilities are to be cal cul ated and recorded i n accordance

with the provisions of the National Association of |nsurance

Conmi ssioners Statenent of Statutory Accounting Principles No.

10, adopted effective January 1, 2001. Deferred tax assets are

admtted assets in an anount equal to the sum of:

1. Federal incone taxes paid in prior years that can

be recovered through | oss carrybacks for existing tenporary

di fferences that reverse by the end of the subsequent cal endar

year, and
2. The | esser of:

a. The anobunt of gross deferred tax assets, after

application of subparagraph 1., expected to be realized within

1 year of the bal ance sheet date, or

b. Ten percent of statutory surplus reported on the

reporting entity's nost recently filed annual report, adjusted

to exclude goodwill, electronic data processing equi pnent, and

operating software, and

3. The anpunt of gross deferred tax assets, after

application of subparagraphs 1. and 2., which can be offset

agai nst gross deferred tax liabilities.

(i) Current incone tax recoverables, as defined in the

Nat i onal Associ ati on of | nsurance Conm ssioners Statenment of

12
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1| Statutory Accounting Principles No. 10, adopted effective

2| January 1, 2001, are admitted assets.

3 (j) Capitalized interest that is the interest cost

4] incurred during the period of tinme necessary to conplete the
5] activities required to bring an asset to the condition and

6 | l ocation necessary for its intended use, in accordance with
7 | the National Association of Insurance Conmi ssioners Statenent
8| of Statutory Accounting Principles No. 44, adopted effective
91 January 1, 2001

10 (k) thy Other assets, not inconsistent with the

11 | provisions of this section, deened by the departnent to be
12 | available for the paynent of |osses and clains, at values to
13| be determined by it.

14

15| The departnent, upon determning that a health maintenance
16 | organi zation's asset has not been eval uated according to

17 | applicable law or that it does not qualify as an asset, shal
18 | require the health mmi ntenance organi zation to properly

19 | reeval uate the asset or replace the asset with an asset
20| suitable to the departnent within 30 days of receipt of
21 | witten notification by the departnment of this determnination
22| if the renmoval of the asset fromthe organization's assets
23 | would inpair the organization's sol vency.
24 (2) ASSETS NOT ALLOWED. --1n addition to assets
25| inpliedly excluded by the provisions of subsection (1), the
26 | followi ng assets expressly shall not be allowed as assets in
27 | any determnation of the financial condition of a health
28 | mai nt enance organi zation
29 (a) ©oetdwiHSubscriber lists, patents, trade nanes,
30 | agreenents not to conpete, and other |ike intangible assets.
31

13
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(b) Any note or account receivable fromor advances to
officers, directors, or controlling stockhol ders, whether
secured or not, and advances to enpl oyees, agents, or other
persons on personal security only, other than those

transactions authorized under paragraph (1)(g).

(c) Stock of the health nmintenance organi zati on owned
by it directly or owned by it through any entity in which the
organi zation owns or controls, directly or indirectly, nore
than 25 percent of the ownership interest.

(d) Leasehold inprovenents, nonnedical libraries,
stationery, literature, and nonnedi cal supply inventori es,
except that |easehold inprovenents nmade prior to Cctober 1,
1985, shall be allowed as an asset and shall be anorti zed over
the shortest of the follow ng periods:

1. The life of the |ease.

2. The useful life of the inprovenents.

3. The 3-year period follow ng Cctober 1, 1985.

(e) Furniture, fixtures, furnishings, vehicles,
nedi cal |ibraries, and equi prent —ether—than—those—+tens
atthorzed—under—paragraph—(H-(e)r.

(f) Notes or other evidences of indebtedness which are
secured by nortgages or deeds of trust which are in default
and beyond the express period specified in the instrunent for
curing the default.

(g) Bonds in default for nore than 60 days.

(h) beferred—ecosts—other—thanthetHguidation—vatue—of

Prepai d and deferred expenses.

(i) Any note, account receivable, advance, or other
evi dence of i ndebtedness, or investnent in:
1. The parent of the health naintenance organization

14
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2. Any entity directly or indirectly controlled by the
heal t h mai nt enance organi zati on parent; or

3. An affiliate of the parent or the health
nMai nt enance organi zati on

except as allowed in subsections(1),(11),and (12). The
departnment may, however, allow all or a portion of such asset,
at values to be determined by the departnent, if deened by the
departnment to be available for the paynent of |osses and

cl ai ms.

(3) LIABILITIES. --1n any deternination of the
financial condition of a health naintenance organization
liabilities to be charged against its assets shall include:

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

deficiency reserves as described in the National Association

of Insurance Commi ssioners Statenent of Statutory Accounting

Principles No. 10, adopted effective January 1, 2001

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

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

The departnent, upon determ ning that a health mai ntenance

organi zation has failed to report liabilities that should have

been reported, shall require a corrected report which reflects

the proper liabilities to be subnitted by the organization to
15
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the departnment within 10 working days of receipt of witten
notification.

Section 9. This act shall take effect upon becoming a
| aw and shall apply retroactively to January 1, 2001

R S R R Rk Ik b O R Ik S kS R Sk

SENATE SUMVARY

Provides for the determ nation of the financial condition
of certain insurers and health nmai ntenance organi zations
in accordance with specified parts of the Nationa
Associ ati on of |nsurance Conm ssi oners Statenent of
Statutory Accountln? Principl es, adopted on January 1,
2001. Provides a refroactive eftective date.
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