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August 23, 2007

Mr. Joey Longley, Executive Director
Sunset Advisory Commission

1501 N. Congress

Robert E. Johnson Bldg., 6th Floor
Austin, TX 78701

Dear Mr. Longley:

In accordance with the June 2007 Self-Evaluation Report instructions, the Texas
Department of Insurance (TDI) respectfully submits to the Sunset Advisory Commission
(SAC) the following materials:

« 41 hard copies of the Texas Department of Insurance Self-Evaluation Report
(enclosed)

« one copy of each required attachment (enclosed)

+ an electronic version of TDI's Self-Evaluation Repart (emailed)

Please contact TDI's Chief of Staff Karen Phillips at (512) 463-1754 or via email at
karen.phillips@tdi state tx. us with any questions regarding the content of TDI's Self-
Evaluation Report. Ms. Phillips will serve as the Agency Sunset Liaison during TDI's
Sunset review.

TDI appreciates the opportunity to share its self evaluation report with SAC and looks
forward to the upcoming Sunset review process.
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Mike Geeslin Albert Betts, Jr.

Commissioner of Insurance Commissioner of Workers' Compensation
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Agency Contact Information

Texas Department of Insurance
Exhibit 1: Agency Contacts

Name Address UGG LOECS E-mail Address
Fax Numbers
. . 333 Guadalupe (512) 463-6464 P . . .
Agency Head | Mike Geeslin Austin, TX 78701 (512) 475-2005 F mike.geeslin@tdi.state.tx.us
Agency’s 333 Guadalupe (512) 463-1754 P

Sunset Liaison

Karen Phillips karen.phillips@tdi.state.tx.us

Austin, TX 78701 (512) 475-2005 F

II. Key Functions and Performance

| A. Provide an overview of your agency’s mission, objectives, and key functions.

MISSION

The Texas Department of Insurance (TDI) is primarily a regulatory agency whose mission is to regulate
the marketplace firmly and fairly by enforcing and implementing the law. TDI strives to enhance internal
and external communication for efficient and effective regulation and to promote outreach to educate the

public.

OBIJECTIVES
Agency objectives are outlined in TDI’s Agency Strategic Plan for the Fiscal Years 2007-2011 Period.
Funded objectives are summarized below.

1.1

1.2
2.1

3.1

4.1

5.1
5.2
6.1

6.2

6.3

Encourage fair competition in the insurance industry by reducing impediments to competition
and improving insurance availability.

Encourage fair competition in the insurance industry by reducing unfair and illegal practices.

Encourage financial health of insurance industry through monitoring and regulation of industry
solvency.

Decrease insurance industry loss costs by assuring companies provide loss control services.

Reduce loss of life and property due to fire by increasing public awareness, and by enforcing
statutes relating to fire investigations, fire safety inspections, and fire protection and fireworks
industries.

Promote safe workplaces through incentives, education, and other actions.
Promote safe workplaces by encouraging the safe and timely return to work.

Encourage appropriate delivery of workers’ compensation benefits by ensuring payment for
employees’ medical care and reimbursement to providers.

Encourage appropriate delivery of workers’ compensation benefits by promoting compliance
through performance based incentives.

Encourage appropriate delivery of workers’ compensation benefits by optimizing use of
technology to educate participants of rights & responsibilities.
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6.4  Encourage appropriate delivery of workers’ compensation benefits by certifying and regulating
employers for workers’ compensation self-insurance.

6.5  Encourage appropriate delivery of workers’ compensation benefits by reducing disputes and
resolving disputes promptly.

6.6  Encourage appropriate delivery of workers’ compensation benefits by proper administration of
Subsequent Injury Fund.

KEY FUNCTIONS

Federal law delegates many of the functions for the regulation of insurance to the states. The McCarran-
Ferguson Act and the Gramm-Leach-Bliley Act are two significant federal laws that delegate the
authority to regulate insurance to the states. As reported in 2006 annual statements, premiums from
insurance companies, HMOs, and related entities licensed or otherwise eligible to operate in Texas, total
$88 billion. Insurance is a complex business and laws governing insurance are not standard across
product types, lines and services. The agency structure optimizes customer service by staffing regulatory
activities with subject matter experts. TDI organizes activities based on subject matter expertise, rather
than functions, resulting in several key functions crossing program lines. TDI performs nine key
functions, which are described below.

Function Objectives

Licensing, Certification and Registration 1.1,4.1,6.4

Form, Rate and Advertising Review 1.1,1.2

Examination, Monitoring and Solvency Intervention 1.2,2.1

Research and Analysis 1.1,6.2

Education, Outreach and Customer Assistance 1.1,4.1,5.1,5.2,6.1,6.3, 6.6
Complaint and Dispute Resolution 1.2,6.5

Enforcement, Fraud and Investigations 1.2,3.1,4.1,6.2

Inspections and Consultations 3.1,4.1,5.1

Support Services Indirectly Supports All

Licensing, Certification, and Registration

The licensing, certification and registration function follows a process whereby applicants submit
information, TDI staff review the information against established criteria and consider applicants for
license, certification and registration approval. TDI’s process for licensing, certifying and registering
individuals and entities regulates the Texas market by limiting participation to qualified, trustworthy and
reliable individuals and financially healthy, well-managed, and trustworthy entities. Several TDI business
units perform licensing, certification and registration functions that cover a wide array of occupational
designations, requiring subject matter expertise. Some examples of the individuals and entities applying
for licensure, certification, or registration include agents, doctors, fire alarm technicians, employers
wishing to self-insure, health maintenance organizations, and insurance companies. Currently, TDI has
licensed, certified or registered approximately 2,200 insurance entities and more than 250,000 agents, as
well as 11,786 fire alarm, extinguisher, sprinkler, and fireworks entities and individuals.

A recent example of the Legislature’s expanding TDI’s licensing, certification and registration function is
House Bill 7 (HB 7), 79th Legislature, Regular Session, which authorized the establishment of workers’
compensation health care networks and provided standards under which TDI certifies network applicants.
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Form, Rate and Advertising Filing Review

Once licensed to sell insurance in Texas, an insurance company must submit product information to TDI
for informational purposes, review and/or approval. Based on subject matter expertise, various TDI
business units review rate, form and advertising filings for various lines of insurance. The process
includes reviewing filings for compliance with applicable laws and regulations, ensuring that filings are
not misleading or deceptive, and analyzing rates and calculation methodologies to ensure that the rates are
not excessive, inadequate or unfairly discriminatory. Additionally, TDI participates in rate hearings for
statutorily created entities that provide coverage in underserved areas. TDI reviewed or completed
approximately 54,000 filings in FY 2006, which included filings for HMO forms, life/health forms,
property and casualty rates and forms, and advertising.

Examination, Monitoring and Solvency Intervention

The examination, monitoring, and solvency intervention function protects the insurance buying public by
ensuring that carriers remain financially sound and comply with applicable federal and state law. TDI
performs both statutory and complaint-driven examinations to review market conduct, company
operations, and financial stability. TDI works with troubled companies by requiring development and
implementation of corrective action plans that ensure compliance with applicable laws and regulations.
TDI also seeks to rehabilitate financially troubled insurance companies, but when a company cannot be
rehabilitated, TDI manages the liquidation of insolvent insurers by appointing special deputy receivers.
In the last five years, TDI has examined, rehabilitated, and managed the insolvency of insurance
companies and related entities, as evidenced by the chart below.

FY 2002 | FY 2003 | FY 2004 | FY 2005 | FY 2006
On-site examinations conducted 167 167 159 160 156
Actuarial examinations completed | 80 81 81 84 79
Companies rehabilitated 13 19 6 11 9
Receiverships managed 24 22 23 21 22

Research and Analysis

TDI regularly collects and analyzes underwriting, claim, and premium data to better understand the
marketplace, monitor market trends and ultimately promote competition. TDI also gathers other types of
data when market trends, such as the increased use of credit scoring, are identified. The research and
analysis function assists TDI with preparing market analysis reports, responding to inquiries related to the
marketplace, and identifying trends in and evaluating the effectiveness of the workers’ compensation
system. The function involves in-depth analyses of the Texas insurance market and conducts special
studies to assist the agency, policy makers, and the public.

For example, TDI conducted a four-year health care study aimed at increasing the affordability and
availability of health insurance. The Insure Houston pilot project is a direct result of TDI’s research and
planning activities. Though not implemented, the intended goal is to provide a new, more affordable
coverage alternative for nearly one million Houston workers and their families.

Another example of the research and analysis function involves TDI’s actuarial analysis of homeowner
rates. For instance, TDI recently found a carrier’s rates to be excessive, unreasonable and unfairly
discriminatory. The Commissioner of Insurance ordered the company to reduce the rates by five percent
and refund policyholders the amount overcharged since December 2004. A court upheld TDI’s
determination and TDI estimates that refunds to Texas policyholders will exceed $56 million
(http://www.tdi.state.tx.us/news/2007/news20078.html). Not all reviews result in formal actions and
court orders, as many carriers seek to work out differences with TDI.
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Education, Outreach and Customer Assistance

An important component of TDI’s mission is to enhance internal and external communication for efficient
and effective regulation and promote public outreach to educate consumers. Education, outreach and
consumer assistance are essential to achieving TDI’s mission. While all TDI areas perform information-
sharing activities, education, outreach and customer assistance is the primary function of certain areas
within the agency. TDI offers a variety of education, outreach and customer assistance activities, such as
toll free telephone lines, e-mail resource mailboxes, educational publications, newsletters and brochures,
presentations to various interests groups, training of local authorities to participate in fire prevention
efforts, fire prevention and safety training to the public, and compliance and educational workshops for
industry representatives and system participants.

Another educational tool for customers and the industry is TDI’s website. The website is a convenient
source of information for the public, accessible 24 hours a day, 7 days a week. TDI customers demand
instant access to insurance and fire safety and prevention information and services. Currently, the website
receives more than three million visitors per month. TDI continually explores opportunities to enhance
website services. For example, TDI’s website was a valuable tool for consumers impacted by Hurricanes
Katrina and Rita in 2005. Following the hurricanes, TDI created Internet resource pages to assist
consumers by providing information on:

e insurance carrier contacts
e claim submission process, and
o emergency food, clothing and shelter resources.

Following a catastrophic event, TDI extends toll free telephone hours to better assist customers. During
hurricanes Katrina and Rita in 2005, staff worked 8 a.m. to 7 p.m., 7 days a week. These hours
corresponded with the Federal Emergency Management Agency’s hours of operation at its Disaster
Recovery Centers (DRCs). TDI staff also frequently volunteer to assist consumers in the field at DRCs.

In addition to traditional outreach to the public, the Commissioner has founded the TDI Academy to
influence the future industry workforce and prepare today’s youth for future insurance decisions. The
TDI Academy is a program established on the foundational goals of improving insurance awareness and
literacy and improving the quality and diversity of insurance enterprise leadership and management. The
pillars of the Academy are Insurance Leadership, Employment, Academics, Research and Networks and
the motto is .LEARN. The Academy will develop initiatives to educate high school and college students
about insurance principles, careers and regulatory issues as well as develop professional training for
insurance company management personnel designed to help them incorporate different cultural, economic
and social perspectives into their decision-making processes.

Complaint and Dispute Resolution

TDI facilitates the resolution of policyholder, health care providers, and workers’ compensation system
participant complaints and disputes. The paperless complaint process allows TDI to efficiently process,
track and access complaint information, which enabled resolution of approximately 26,000 insurance
complaints in FY 2006. The complaint resolution process includes receipt of the complaint, investigation
of the issue in question, identification of the complaint as frivolous, justified, or unjustified, resolution or
closure of the complaint, and advice to the complainant of rights to further pursue the issue. When
warranted, due to possible statutory or rule violations, a complaint may be referred to TDI’s Enforcement
Program or Fraud Unit for review. For workers’ compensation disputes, TDI offers an informal and
formal dispute resolution process that begins with a benefit review conference and can result in a
contested case hearing and ultimately an appeal panel review.
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Enforcement, Fraud, and Investigation

TDI’s enforcement, fraud and investigation function handles allegations of illegal activities by insurance
agents, companies, HMOs, attorneys, health care providers, and other licensed entities. TDI’s
Enforcement Program investigates allegations and takes civil disciplinary actions, which include license
denials, revocations and suspensions, administrative penalties and/or restitution.

Enforcement cases may also result in criminal prosecution. These cases are referred to TDI’s Fraud Unit
for investigation, preparation and referral to state and federal prosecutorial agencies. The Fraud Unit also
investigates fraudulent consumer and provider claims as well as the unauthorized sale of insurance
products. In addition, the Fraud Unit maintains a special prosecutor that prosecutes approximately 100
insurance fraud cases a year, including referred cases from other agencies such as the Federal Bureau of
Investigations (FBI), US Postal Service and local law enforcement agencies, and provides technical
advice to district attorney offices around the state. Because of the overlap between civil and criminal
enforcement actions, the Fraud Unit and Enforcement program coordinate efforts and share information
where possible, which includes assisting outside prosecutors, such as the Texas Office of Attorney
General (OAG), in criminal prosecutions.

TDI’s enforcement, fraud, and investigation function also includes fire and arson investigations upon
request by local communities. The State Fire Marshal serves as the chief arson investigator for the state.
The State Fire Marshal’s Office (SFMO) assists local communities in prosecuting arson cases. SFMO
also provides canine services and arson lab support.

Inspections and Consultations

TDI’s inspection and consultation function promotes loss mitigation to improve insurance availability and
affordability. To this end, TDI performs a variety of loss control and accident prevention services that
support the function, including physical inspections of property and businesses as well as reviews of
company programs, services and rates.

TDI inspects property in the Texas Gulf Coast region and certifies compliance with windstorm building
codes so consumers may obtain wind and hail coverage through the Texas Windstorm Insurance
Association (TWIA). By ensuring compliance with building codes, TDI helps mitigate losses due to high
wind events. TDI also provides free safety and health consultations to private Texas employers in high-
hazard industries to identify and correct workplace hazards. Employers benefiting from these
consultations commit to eliminating serious hazards identified during the visit. Lastly, TDI conducts fire
and life safety inspections of private and public facilities across the state to prevent loss of life due to fire.

A component of TDI’s inspection and consultation function includes the review and evaluation of
insurers’ loss control and accident prevention services. TDI verifies that licensed insurance companies
provide these services for policyholders of general liability, professional liability, medical professional
liability for hospitals, commercial automobile and workers’ compensation lines of insurance.

TDI mitigates fire losses through evaluation of building codes, classification of building materials and
construction techniques and commercial property rating schedules. Through random statewide spot-
check inspections, this process ensures consumers receive fair and equitable commercial property rates.

Support Services

TDI has an administrative program that supports agency operations, including payroll, purchasing,
facilities management, human resource management, professional development, information technology
services, legal support, planning and quality control. Pursuant to HB 7 (79th Texas Legislature) TDI
effectively consolidated the administrative support functions of TDI and the Texas Workers'
Compensation Commission (TWCC), now the Division of Workers’ Compensation (DWC) within TDI.
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Additionally, HB 7 administratively attached the Office of Injured Employee Counsel (OIEC) to TDI,
even though OIEC is a separate state agency. Accordingly, TDI successfully began providing facilities
and administrative support to the OIEC.

B. Do each of your key functions continue to serve a clear and ongoing objective? Explain why
each of these functions is still needed. What harm would come from no longer performing
these functions?

Yes, the agency’s key functions continue to serve clear and ongoing objectives, which are specified in the
Agency Strategic Plan FY 2007-2011. The strategic objectives for TDI’s nine functions are described
below followed by a discussion of why the functions are still needed and the harm that would result if the
functions were no longer performed.

Licensing, Certification, and Registration

The licensing, certification, and registration function contributes to the objectives of encouraging fair
competition in the market by reducing impediments to competition and improving insurance availability
(1.1); reducing loss of life and property due to fire (4.1); and encouraging the appropriate delivery of
workers’ compensation benefits by certifying large private employers that qualify to self-insure (6.4).

The function is still needed to ensure that only qualified, trustworthy and reliable applicants and
financially healthy, well-managed, and trustworthy entities are allowed to enter the Texas market and
serve the public, thereby increasing availability of coverage and competition in the marketplace.
Similarly, fire alarm, sprinkler, extinguisher, and fireworks licensing, certification, and registration is still
needed to ensure properly working fire prevention and safety equipment is installed in Texas residential
and commercial properties.

Without this function, the Texas public may be significantly harmed. Given the size of the market,
complexity of products and services, and absence of federal oversight, unscrupulous individuals and
entities may take advantage of the general public’s naivety of insurance products and services to exploit
them. Additionally, if financially troubled businesses enter the market place, policyholders would be
vulnerable in the event that the company failed or were unable to cover its claims costs. Texas could also
experience an increase in the loss of life and property due to fire, as there would likely be an increase in
the sale or installation of faulty fire prevention and safety products.

Form, Rate and Advertising Filing Review

The form, rate and advertising filing review function supports the objectives of encouraging fair
competition in the market by reducing impediments to competition and improving insurance availability
(1.1) and reducing unfair and illegal practices (1.2).

The function is still needed to ensure that insurance advertisements, policy provisions, and related
materials comply with applicable laws and are not deceptive or misleading, thus reducing unfair and
illegal practices. Rate filing reviews are also necessary to ensure rates are not excessive, inadequate, or
unfairly discriminatory, which promotes fair competition in the marketplace. Additionally, form, rate and
advertising review is a mechanism for identifying underserved markets, and is necessary in order to
improve the availability of coverage through incentives and requirements for insurers to write coverage in
underserved markets. Several statutory entities have been created to alleviate lack of coverage in
underserved areas, such as the TWIA, the Texas Fair Access to Insurance Requirements Plan Association
(TFPA), and the Texas Automobile Insurance Plan Association (TAIPA). TDI and the public actively
participate in the rate hearings for TWIA and TAIPA to ensure the availability and affordability of
coverage. TFPA rates are subject to prior approval and are reviewed in a manner similar to other insurers.
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Without this function, Texans could see an increase in deceptive, misleading, and unauthorized insurance.
Unscrupulous individuals and entities could use advertising to sell fraudulent or inappropriate products to
the most vulnerable Texans. Without TDI review of forms, legitimate companies may include overly
complex or non-compliant provisions in their policies. Another potential harm of not performing this
function is companies using inadequate rates, which is financially risky because insurers may not collect
enough premiums to cover actual claim costs, potentially reducing the availability of coverage in the
market and increasing costs to consumers left with unpaid claims. Additionally, without this function,
insurers may charge excessive rates, causing consumers to pay more for the insurance coverage than is
actuarially justified. Lastly, without this function there would also be inadequate insurance coverage in
the state’s underserved areas, causing financial hardship to consumers in those areas due to losses that
could have been covered through insurance.

Examination, Monitoring and Solvency Intervention
The examination, monitoring, and solvency intervention function furthers the objectives of reducing
unfair and illegal practices (1.2), and regulating insurance industry solvency (2.1).

The function is still needed to ensure a financially strong, competitive marketplace, protect the public
from unfair or discriminatory market conduct, and initiate action through early detection of insurance
companies operating in a financially hazardous condition or in a manner harmful to the public. Solvency
intervention activities are needed to rehabilitate financially unstable companies by directing them to
develop and implement corrective action plans to cure hazardous conditions and comply with applicable
laws and regulations. In the few instances when an insurance company cannot be rehabilitated, TDI
manages the liquidation of insolvent insurers to ensure rightful compensation to claimants of the insolvent
estate. In addition to financial and solvency monitoring, the function is also needed to conduct complaint-
driven examinations and detect unfair or illegal market practices that would adversely harm the public.

Without this function, the financial health of companies would not be monitored and companies may put
profits before policyholder interests, thus weakening the companies’ ability to meet claim payment
obligations. Furthermore, unfair and illegal practices would go undetected, which ultimately reduces
competition and availability of coverage.

Research and Analysis

The research and analysis function supports the objectives of encouraging fair competition in the market
by reducing impediments to competition and improving insurance availability (1.1) and encouraging the
appropriate delivery of workers’ compensation benefits by promoting compliance through performance
based incentives (6.2).

The function is still needed because it allows TDI to collect and analyze underwriting, claim and premium
data, and to identify potentially unfair or illegal practices or rating schemes. The data analysis function
provides critical evidence for challenging unfairly discriminatory rating schemes, resulting in restitution
to policyholders affected by the excessive or unfairly discriminatory rates.

Additionally, the function is still needed to conduct professional studies and objective research related to
issues such as the delivery of benefits to injured employees, the rehabilitation and reemployment of
injured employees, the impact of certified workers’ compensation health care networks and employer
participation trends in the workers’ compensation system. No single private or public entity on a state or
national level collects, analyzes, and reports on the Texas workers’ compensation system data on the scale
and depth conducted by TDI.
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Without this function, company underwriting practices would go unchecked and consumers may
experience unfairly discriminatory or excessive rates or difficulty obtaining coverage. Additionally,
without this function, the Legislature would not have access to comprehensive and unbiased workers’
compensation market information, which could adversely impact key regulatory and legislative decisions.

Education, Outreach and Customer Assistance

The education, outreach, and customer assistance function contributes to the objectives of encouraging
fair competition by reducing impediments to competition and improving insurance availability (1.1);
reducing loss of life and property due to fire by increasing public awareness (4.1); promoting safe
workplaces through incentives and education to promote safe and healthy workplaces and by encouraging
return to work (5.1, 5.2); and encouraging appropriate delivery of workers’ compensation benefits by
optimizing the use of technology to educate participants of rights and responsibilities (6.3).

The function is still needed to provide the public with tools and information to better make informed
decisions about insurance purchases and coverage needs. The function also increases availability of
coverage by informing consumers about state-sponsored programs aimed at assisting Texans who are
unable to obtain insurance from licensed private insurers, such as TDI’s Helplnsure.com and Texas
Health Options. Education is a proactive approach to mitigating losses on the broadest scale possible.
This function educates industry and businesses about safety issues, allowing implementation of solutions
that reduce injuries, loss of life and property. The function further assists industry through workshops,
checklists, and filing manuals, which improve industry understanding of regulatory requirements.

Without this function, consumers would not have access to an unbiased source for insurance information.
Given the complexity of insurance, consumers would be at a disadvantage when making product
selections and could purchase inappropriate or insufficient coverage, exposing them to financial harm.
For example, TDI has provided seminars for senior citizens to educate them on the dangers of purchasing
unsuitable life insurance products. Without this service, seniors would be less informed, making them
more vulnerable to unscrupulous agents. Not performing this function would also result in an increase in
the incidence of work-related injuries, illnesses, and fatalities, causing increased workers’ compensation
claims and costs to all system participants. The function involves multiple TDI activities and serves
millions of consumers annually, including nearly 1 million requests for assistance and approximately 43
million website visitors in FY 2006.

Complaint and Dispute Resolution

The complaint and dispute resolution function advances the objectives of encouraging fair competition in
the insurance industry by reducing unfair and illegal practices (1.2) and encouraging the appropriate
delivery of workers’ compensation benefits by minimizing and resolving disputes promptly (6.5).

Complaint resolution provides a system of accountability for claims handling and is needed to ensure that
Texans receive the benefits of their insurance coverage. In FY 2006 TDI returned $56 million to Texas
consumers as a result of complaint resolution. Additionally, dispute resolution promotes timely
resolution to workers’ compensation claims by providing informal and formal processes.

Without this function, consumers would be harmed as companies would have little incentive to resolve
consumer complaints. The workers’ compensation participants would be harmed because there would be
less opportunity for timely resolution of workers’ compensation disputes through mechanisms associated
with this function. Not performing the function would be particularly harmful to injured employees who
may have experienced economic and personal hardship from a workplace injury.
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Enforcement, Fraud, and Investigation

The enforcement, fraud, and investigation function contributes to the objectives of encouraging fair
competition in the insurance industry by reducing unfair and illegal practices (1.2), decreasing insurance
industry loss costs by assuring agent, adjuster, company directors, consumer, provider and workers’
compensation fraud referrals to prosecutors (3.1), reducing loss of life and property due to fire (4.1), and
encouraging the appropriate delivery of workers’ compensation benefits by promptly detecting and
appropriately addressing acts or practices of noncompliance (6.2).

The function is still needed to identify fraud schemes, prevent the unauthorized sale of insurance, and
ensure appropriate administrative action to address violations of statutes or regulations by regulated
entities. Insurance fraud results in higher insurance premiums paid by consumers, thus affecting the
availability and affordability of coverage. Insurance fraud also affects the financial solvency of regulated
entities that pay for fraudulent claims. According to the Coalition Against Insurance Fraud, a global
alliance of insurers, consumer organizations and state agencies fighting insurance fraud, approximately 10
percent of all claims have some element of fraud.

Fire and arson investigations are still needed to identify the cause of fire and assist local communities in
prosecuting the crime. Some local communities do not have fire investigation services, and these
communities rely on SFMO services. Additionally, the investigation process is used to collect
information and identify trends. The information is provided to communities in order to create a
proactive means for addressing the fire trends and preventing future fires.

Without this function, regulated entities would have no incentive to comply with the law. Consumer and
provider fraud would go unchecked resulting in increased insurance premiums, which ultimately reduces
the availability and affordability of coverage. Without enforcement, fraud, and investigation services,
Texas would likely see an increase in insolvent insurance companies as well as increased losses of life
and property due to fire. In both cases, the consumer bears the burden financially by either paying higher
premiums or foregoing insurance and risking complete financial exposure for future losses.

Inspections and Consultations

The inspections and consultations function advances the objectives of decreasing insurance industry loss
costs by assuring companies provide loss control services (3.1), reducing loss of life and property due to
fire (4.1), and promoting safe and healthy workplaces (5.1).

This function is still needed to mitigate insurance company losses and ensure effective risk control
practices by reviewing loss control programs and compliance with wind resistant building codes. This
function also ensures that commercial property owners’ rates accurately reflect risk, providing an
economic incentive for the property owners to implement policies and procedures to lower that risk.

In addition, the function is still needed to reduce workplace injuries through review of accident prevention
services and inspections of workplaces for compliance with state and federal workplace safety laws.
Inspections of fire safety equipment, fire exit strategies, public and private properties and facilities, and
retail handling of flammable liquids is still needed to reduce loss of life and property due to fire.

Without this function, Texas coastal residents may experience problems obtaining wind and hail
coverage. The Texas coastal area is an underserved area and some residents’ opportunity for purchasing
wind and hail coverage is dependent upon certification of compliance with Texas wind resistant building
codes. TWIA requires these certificates prior to issuing wind and hail coverage along the Texas coast.
Inspections can only be made by TDI employees or Texas licensed professional engineers who have been
appointed by the Commissioner of Insurance. TDI has included a policy issue in the Self-Evaluation
Report that proposes the transfer of wind and hail inspections to TWIA.
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Support Services

The support services function continues to indirectly support the strategic objectives of the agency
through the performance, management, and coordination of administrative tasks, such as payroll,
accounting, human resources, and legal services, which enables TDI programs to focus on regulating the
business of insurance in this state. This function is primarily funded under central administration, which
indirectly supports all strategic objectives. Additionally, the strategic objectives for this function
associated with legal support include encouraging fair competition in the insurance industry by reducing
impediments to competition and improving insurance availability (1.1) and reducing unfair & illegal
practices (1.2), and encouraging financial health of insurance industry through monitoring and regulation
of industry solvency (2.1).

The support services function is still needed to operate the infrastructure of the agency. If TDI regulatory
staff also had to process travel vouchers, reconcile payroll, and ensure information technology support,
regulating the business of insurance would be compromised.

Without this function, TDI programs would have to manage and coordinate all administrative tasks,
which is inefficient and detracts from the program’s ability to perform key regulatory functions. If
programs performed support services, it would be difficult to ensure consistency and accountability across
the programs as each area may implement a different process for the support services.

C. What evidence can your agency provide to show your overall effectiveness and efficiency in
meeting your objectives?

In addition to the Legislative Budget Board approved performance measures, TDI uses various means to
determine how effective and efficient the agency is at meeting its strategic objectives. The information
below describes evidence that illustrates the agency’s overall effectiveness and efficiency. Documents
discussed below are available for review.

Surveys

Stakeholder and employee feedback provide TDI with a measure of effectiveness. Examples of surveys
used to assess agency performance include customer service assessments, the Survey of Organizational
Excellence (SOE), and a recent employee input survey. Stakeholders responding to the Fiscal Year 2006
Customer Service Report indicated high levels of satisfaction with TDI overall and rated TDI highest in
the areas of staff professionalism and courtesy (78 percent), information and services available on TDI’s
Web site (78 percent), and TDI efforts to protect citizens from loss of life and property due to fire (80
percent). Additionally, the biennial SOE illustrates that employees view TDI as effective in the areas of
customer service, continuous improvement, and delivery of quality services. In the March 2007 staff
survey, TDI employees rated their programs favorably on customer communication (84 percent), access
to program services (79 percent), and complaint handling (77 percent).

Comparison Studies

To assess performance, TDI benchmarks against other states’ departments of insurance and other Texas
state agencies. The National Association of Insurance Commissioners (NAIC) conducts an annual
comparison study of states’ insurance departments and TDI continually ranks in the top tier in the areas of
premium volume, domiciled insurers, licensed producers/agents, budget, revenue, and staff. The NAIC
study underscores the influence TDI has on the Texas and national insurance markets. Additionally, TDI
programs consult and survey other state insurance departments when implementing new systems,
processes, and/or policy solutions. For instance, the SFMO conducted a comparison of fire prevention
programs to study Insurer Services Office programs, Fire Incident Reporting Systems, Fire Safety House
Programs, and Juvenile Firesetter Intervention Programs among a sample group of states.
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Legislative Actions

The Texas Legislature has recently enacted or, at a minimum, proposed legislation based on TDI’s
biennial reports to the Legislature as well as charging TDI with increased responsibility as evidenced by
creating DWC, formerly TWCC, within TDI. Additionally, the 79th Legislature entrusted TDI with the
responsibility of providing administrative support to the newly established OIEC.

Restitution and Enforcement Actions

TDI enforcement actions and Commissioner Orders facilitate achieving the strategic objective of reducing
unfair and illegal practices, and have resulted in fines and penalties, monetary restitution, premium
refunds and rate reductions, as well as greater consumer protections. Over the past five years, TDI has
assessed more than $70 million in penalties for unfair and illegal practices and returned nearly $140
million in restitution to consumers. Noteworthy examples include prompt pay penalties, provider
restitution, and emergency orders to assist consumers affected by Hurricanes Katrina and Rita.
Additionally, TDI routinely takes the appropriate administrative and criminal enforcement actions to
reduce unfair and illegal practices within the State of Texas. Monthly enforcement action reports are
available for review.

Independent Audit Findings

Other state agencies and some national organizations review TDI functions to either ensure compliance
with various statutory requirements or for accreditation purposes. Audits include those conducted by
TDI’s Internal Audit Section and State Office of Risk Management regarding TDI’s Disaster Recovery
Plan, the Comptroller of Public Accounts regarding recovery and post-payment audits, and the State
Auditor’s Office for TDI’s performance measure relating to the number of complaints resolved.

In February 2006, Human Resources policies and procedures were audited by the Civil Rights Division of
the Texas Workforce Commission. Human Resources was in compliance with policies and procedures
related to hiring and promotions; performance evaluations, disciplinary actions, work place
accommodations and equal employment opportunity policy including sexual harassment.

Additionally, TDI has been NAIC accredited since 1992. The NAIC Accreditation Program sets
minimum standards for laws and regulations, processes and procedures, staffing and communications in
financial regulation. The objective of the accreditation program is to provide a process whereby solvency
regulation of multi-state insurance companies can be enhanced and adequately monitored with emphasis
on the following:

o adequate solvency laws and regulations in each accredited state to protect insurance consumers
o cffective and efficient financial analysis and examination processes in each accredited state, and
o appropriate organizational and personnel practices in each accredited state.

As of March 2005, fifty state insurance departments are accredited.

TDI as Agency Management Resource

Other state agencies regularly seek TDI’s guidance when implementing new processes. For instance, the
International Association of Industrial Accident Boards and Commissions and the Governor’s Office
reviewed TDI’s disaster recovery planning documents when developing their recovery plans.
Additionally, the Department of Information Resources (DIR) used TDI’s Project Analysis Model process
as groundwork for the current DIR project framework. TDI also oversees the implementation of Senate
Bill (SB) 1670, the motor vehicle financial responsibility verification program established by the 79th
Legislature, Regular Session. SB 1670 required TDI to lead an inter-agency team comprised of the Texas
Department of Public Safety (DPS), the Texas Department of Transportation (TxDOT) and DIR. Other
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states have indicated interest in the results of the SB 1670 project as Texas adopted a unique approach to
combating the prevalent issue of uninsured motorists. The Sunset Advisory Commission has requested
assistance from TDI’s Workers’ Compensation Research and Evaluation Group (REG) staff for analyses
of Sunset reviews related to workers’ compensation agencies. The decision of other state agencies to
model processes on TDI processes is an indicator of effectiveness and efficiency.

Moreover, TDI participates in selected NAIC events. The Commissioner co-chaired the NAIC Military
Sales Working Group with Georgia’s Insurance Commissioner to draft a model regulation protecting
military members from abusive and misleading insurance sales practices. The Military Sales Working
Group worked closely with the Department of Defense when developing this model regulation. In June
2007, the NAIC adopted the Military Sales Practices Model Regulation drafted by the Military Sales
Working Group, and this model regulation is currently being formally adopted by the majority of states.

TDI’s Licensing Division received an award as the Regulatory Unit of the Year 2005. The Licensing
Division was the first licensing division to be awarded this recognition by the Securities and Insurance
Licensing Association (SILA). Furthermore, Licensing’s Deputy Commissioner, Matt Ray, was selected
as the Outstanding Regulator of the Year for 2006, receiving the Warren E. Spruill Regulator
Recognition from SILA as well. National recognition bestowed on TDI programs exemplifies TDI’s
effectiveness at meeting objectives.

Planning Activities

As required by the Texas Government Code, all state agencies conduct some level of planning activities
through an agency strategic plan. While TDI’s Strategic Plan sets the groundwork for each upcoming
biennium’s legislative appropriations request, TDI has embraced additional planning activities in order to
be effective and efficient at meeting strategic objectives while working within the confines of the
agency’s available resources. TDI recognizes the importance of planning and has implemented many
processes to facilitate appropriate use of its resources. Current planning activities include biennial
business planning, information technology planning, disaster recovery planning, and succession planning.

« Business Planning
Business planning ensures a cyclical process for reviewing and improving program and agency
operations as well as providing an opportunity to focus on customer services. Each biennium,
TDI develops program and agency business plans, which consider programs’ strengths and
weaknesses, and anticipate market and industry trends. TDI uses the business plans to
communicate management directives through the identification of projects and initiatives that
enhance performance and support agency strategic plan goals and objectives. This process
promotes accountability and assists with limiting ad hoc requests for shared agency resources.

Some examples of operational efficiencies resulting from business planning include paperless
complaint handling, call monitoring system, centralized forms management, online availability of
windstorm certificates, paperless agency leave accounting, interactive voice response system to
handle agent calls, and purchase of digital cameras to facilitate arson investigations.

« Information Technology Planning
TDI’s technology planning is based on the business requirements identified in the program and
agency business plans and includes infrastructure maintenance, planned obsolescence, scheduled
upgrades, agency projects, and ITS feasibility studies. Information technology planning is
documented in the agency’s Information Resources Strategic Plan, Information Technology
Detail, Information Technology Roadmap, and Technology Architecture Overview.

o Disaster Recovery Planning
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TDI recognizes the importance of disaster recovery planning and implemented its disaster
recovery process in 1999. Through the planning process, the agency and the program create
disaster recovery plans. The purpose of the agency disaster recovery plan is to establish policies
and procedures and provide essential information to ensure the efficient and effective recovery of
critical agency functions in the event of a disaster. Program recovery plans identify critical
functions and alternate ways to perform those functions with fewer staff and using manual
processes rather than processes dependent on technology. Agency-wide and program disaster
recovery tests are conducted annually on an alternating basis to assess the effectiveness of the
respective disaster recovery plans.

e Succession Planning
As part of the strategic planning processes, TDI develops a workforce plan, which is based in part
on programs’ staffing assessments gathered through the business planning process. Additionally,
the Commissioner of Insurance has identified workforce/leadership development and succession
planning as important agency priorities and asked programs to submit program-level leadership
development plans. These plans identified strategies to enhance professional development
opportunities and to ensure continued operations when critical positions become vacant.
Moreover, Human Resources, through preparation of the Agency Workforce Summary, identified
agency-wide opportunities for improving the workforce, including the development of internal
procedures to complete work tasks, formal and informal methods to transfer knowledge and skill,
and listing recruitment sources for identification of qualified applicants.

Agency Workgroups
Through the use of agency workgroups, TDI facilitates internal communication and helps the agency
operate more effectively.

The Agency Planning and Technology Team (APTT) is an agency workgroup whose primary function is
to plan agency-wide projects and processes. The APTT is comprised of representatives from each TDI
program area. APTT members are appointed by the program directors based on an assessment of
program staff, member responsibilities and input from the Chief of Staff. Specific activities that APTT
perform include coordinating the development of TDI’s program business plans, and monitoring,
evaluating and reporting status of business plan projects.

The TDI Complaints Workgroup meets periodically to discuss complaint handling issues. Most recently,
the group developed agency standards for all areas processing complaints. Additionally, the group is
working to consolidate the multiple complaint forms into a single, agency complaint form.

The Recommendation Committee (RECO) meetings are coordinated by the Financial Program, but may
be scheduled by any program area needing to discuss issues related to company supervision. The RECO
team initiates regulatory intervention, including supervision or conservation, after consideration of any
regulatory concerns. The purpose of the intervention is to confirm the causes of the problems, assist the
company in developing a business plan to address the problems, and then to monitor the company’s
action steps to implement the plan. Additionally, these meetings provide a forum for sharing information
regarding the marketplace and ensuring consistent regulation across agency programs.

The Phone Transfer Policy Team includes call center staff from all TDI divisions who meet quarterly to
coordinate call transfer procedures and to share customer service improvement tips and resources.

The Date Encryption Excellence Project convened to optimize agency processes for data security. The
group is comprised of subject matter experts, agency counsel, and information technology staff. The
goals of the project are to clarify requirements for secure transmission of data, identify the most secure

13 August 2007



TDI Self-Evaluation Report

data transmission methods, and implement "best practices" for transmitting specific types of data.

The Reality Check Committee facilitates management and employee discussions on agency issues. The
meetings are informal and allow employees to express viewpoints on agency policies and initiatives,
including facilities and parking, safety, and quality of work life. As a result of committee suggestions,
cafeteria services were improved and the Hobby Building fountain was restored. The State Auditor’s
Office identified this model as a State of Texas best practice.

Consolidation of Functions

As part of the HB 7 integration, TDI eliminated 61 positions that performed duplicative administrative or
program functions, which allowed TDI to comply with a Governor’s veto proclamation funding reduction
of approximately $8.8 million over the biennium. The consolidation also helped the agency reduce non-
salary expenses, such as I'T maintenance costs.

TDI sought not only to achieve administrative consolidation but to improve customer service and leverage
its resources by examining similar program functions. As a result of this process, all criminal fraud
activities for the two entities are now performed under a single Fraud Unit at TDI. The agency adopted
rules to consolidate assignment of independent review organization (IRO) requests and oversight of IRO
review activities.

Statistics and Performance Measures

TDI analyzes data and performance measures to evaluate the effectiveness and efficiency of its processes.
For example, the number of regulatory interventions decreased from 37 in 1997 to only 15 in 2006, which
is influenced by the effectiveness of TDI solvency activities. Likewise, industry receiverships have also
decreased from a high of 40 new receiverships in 1989 to less than 10 per year since 1993. TDI’s
programs that receive insurance industry filings also assess process efficiency. For instance, the
Licensing division’s processing time for more than 700, 000 filings per year has moved from 5.2 days per
filing in fiscal year 2002 to 2.2 days per filing in fiscal year 2004 through the present. Additionally, with
staff reductions of more than 10 percent within a three year period and volume up by 35 percent for the
same time period, the Property and Casualty Program improved form processing timeliness from fewer
than 71 percent completed filings within 90 days in fiscal year 2000 to over 87 percent completed filings
within 90 days in fiscal year 2003. Finally, in fiscal year 2006, TDI returned more than $56 million to
Texans as a result of complaint resolution, which exceeds the target for this performance measure and
includes $25.4 million to Hurricane Rita victims.

The General Appropriations Act indicates a high-performing agency is one which achieves 80 percent of
the agency’s annual performance measure targets, and TDI, excluding DWC performance measures,
achieved 87 percent of its non-explanatory key performance measures, as reflected in TDI’s Fiscal Year
2006 Annual Performance Measure Report.

Use of Technology

Technology has increased TDI’s ability to effectively and efficiently meet its objectives. Through
technology, TDI has streamlined internal and external processes, facilitated public access to non-
confidential information, equipped staff with innovative tools to perform job duties, and enabled more
efficient use of agency resources. Some examples of internal process improvements include: streamlining
Human Resources’ hiring process to reduce the number of days to hire a new employee; implementing an
automated leave accounting system to eliminate paper time cards; and integrating hardware and software
versions between Metro and Hobby to make technical compatibility possible.

TDI supports public access to insurance information. Throughout the agency, public workstations have
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been established to facilitate access to information in lieu of submitting open records requests.
Additionally, non-confidential industry information is posted to the agency’s Internet website as well as
educational information. Technology allows TDI to give the public the power to learn about insurance
options, understand how insurance affects their lives, and use the knowledge on TDI’s website to manage
their insurance needs. An advantage of maintaining insurance information on the website is 24 hour
access. Moreover, TDI has resource email addresses for customers to contact if additional assistance is
required. Multiple employees manage email resource addresses, which enables prompt response to
customers Monday through Friday every week.

TDI uses its website to inform the public about internal activities. The agency’s strategic plans, biennial
reports to the Legislature, and annual reports are posted to the Internet. Monthly enforcement reports,
rule updates, Commissioner bulletins and orders, and media releases are posted to the website as well.

For calendar year 2006, TDI’s website incurred 41,722,019 hits, which is an average of 3,476,835 hits per
month. Furthermore, in TDI’s Fiscal Year 2006 Customer Service Report, 78 percent of external
customers agree that the agency’s website provides useful information and services.

Innovations in technology have also allowed TDI to use resources more effectively and efficiently. For
example, web applications that collect data reduce staff time spent on data entry. Currently, the quarterly
and annual SB 418 data, the annual utilization review data, and independent review organization requests
are collected via web applications. Other examples of resource efficiencies achieved through
technological advancements include electronic storage solutions, and paperless processes including
complaints, NAIC’s System for Electronic Rate and Form Filing, and interstate compact review I-files,
and desktop faxing capabilities.

In 2004, TDI implemented an in-house developed leave accounting system. This automated system
replaced paper time cards and allowed full-time employees and managers to electronically submit,
approve and track leave requests. All leave information is submitted by electronic transfer to the
Comptroller of Public Accounts.

D. Does your agency’s enabling law continue to correctly reflect your mission, objectives, and
approach to performing your functions? Have you recommended changes to the
Legislature in the past to improve your agency's operations? If so, explain. Were the
changes adopted?

Yes, the agency’s enabling law continues to reflect TDI’s mission, objectives, and approach to
performing agency functions. The agency’s enabling statute is found in Texas Insurance Code, Section
31.002. This section provides that the agency regulates the business of insurance in this state and
administers the workers’ compensation system of this state as provided by Title 5 of the Labor Code.
Additionally, the laws regulating each line of insurance or insurance-related activity and their relationship
to TDI’s strategic plan objectives are also available for review.

TDI has not recommended changes to its general grant of authority to “regulate the business of
insurance.” However, Texas Insurance Code, Section 32.022 requires TDI to submit to the appropriate
committees of each house of the Legislature, a written report that indicates needed changes in laws
relating to regulation of the insurance industry or any other industry or occupation under the agency’s
jurisdiction and that states the reasons for those needed changes. These reports summarize the changes in
the laws that the Commissioner of Insurance believes are needed for TDI to continue to effectively
regulate the industry. Recommendations included in these reports are designed to increase the agency’s
ability to:
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o improve financial solvency monitoring of industry

o foster industry competition

o modernize Texas law to support the national insurance regulatory framework
o strengthen reporting and prosecution of insurance fraud

o streamline the agency’s review processes

o improve availability and coverage options for consumers

e maintain adequate consumer protections.

The information below lists some of TDI’s legislative recommendations that were adopted by the 78th,
79th, or 80th Texas Legislatures. Detailed information regarding all legislative recommendations is
available in the respective agency reports.

Public Adjuster License

From January 2000 through December 2001, insurers estimated that losses and expenses for mold damage
claims exceeded $1 billion. To better understand the excessive claims related to mold damage, TDI
conducted public hearings and two data calls, which revealed a lack of standards, accountability, and
licensing of public adjusters and persons in the mold testing and remediation industry.

Accordingly, in its report to the 78th Legislature, TDI recommended licensure of public adjustors and
persons engaged in mold testing and remediation. The 78th Legislature enacted SB 127 during the
regular session, and TDI now licenses public adjusters. Likewise, HB 329 requires all companies and
individuals who perform mold assessment or remediation to be licensed by the Department of State
Health Services.

Rate Regulation

TDI’s report to the 78th Legislature recommended major changes to rate regulation for multiple lines of
property and casualty insurance. At the time, a dual system of rate regulation existed in which some
insurers were subject to a file and use/prior approval form of rate regulation, while other insurers were
exempt from any rate regulation. This dual system created a trend where an increasing number of
insurers not subject to rate regulation began writing the larger percentage of property and casualty
insurance available in the market and charging higher premiums for the coverage. For example, in 2001
and 2002, residential property consumers experienced dramatic increases in their insurance rates.
Complaints to TDI regarding rate increases for residential property insurance increased from 283 in
calendar year 2001 to 2,415 through November 2002. However, the insurer exemptions from rate
regulation severely limited TDI’s ability to ensure the rates were just, adequate, reasonable, not excessive
and not unfairly discriminatory.

To level the playing field among insurers writing property and casualty insurance and to protect
consumers from the increasing costs of coverage, TDI proposed a common system of rate regulation that
would give TDI the authority to ensure rates are fair and not excessive or unfairly discriminatory.
Consequently, the 78th Legislature passed SB 14, which substantially reformed property and casualty
insurance rate regulation in Texas, resulting in more affordable rates for consumers.

Funding SFMO Outreach and Education

The State Fire Marshal’s Office enabling law indicates that it is the responsibility of the SFMO to not
only perform investigations, inspections, and licensing, but also to “use pertinent and timely facts relating
to fires to develop educational programs and disseminate materials necessary to educate the public
effectively regarding methods of fire prevention and safety.” To further support this proactive approach
to addressing fire loss, the SFMO requested and obtained statutory authority from the 78th Legislature to
accept gifts, grants, and donations to help fund outreach and education efforts in Section 417.0051 (2) of
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the Texas Government Code.

Interstate Compact

TDI recommended adopting the Interstate Insurance Product Regulation Compact (Compact) in its report
to the 79th Legislature. The Compact is the result of a NAIC project aimed at developing a system that
would provide for uniform product filings standards for insurers and efficient and expeditious approval of
filings submitted in accordance with those standards. Enacting the Compact would streamline the
regulation of insurance and create a mechanism that eliminates the need for insurers to obtain approvals in
every state before they can begin to offer new products countrywide as well as preserve consumer
protections. Having a uniform set of standards and an efficient approval process would also help insurers
compete with sectors of the financial services industry that sell insurance products. Accordingly, the 79th
Legislature enacted HB 2613 during the regular session and Texas is now one of 30 compacting states.

Motor Vehicle Fraud Reporting Requirements

To streamline fraud reporting requirements for all insurers in the State of Texas and align conflicting
statutory requirements related specifically to motor vehicle theft and fraud, TDI recommended in its
report to the 80th Legislature that Texas Insurance Code, Chapter 702 be repealed. Repealing Chapter
702 would clarify which statute governs fraud reporting requirements for motor vehicle fraud.
Additionally, the repeal would enable uniformity for fraud reporting and investigations, thus ensuring the
most accurate data and results to the Legislature and the public. Accordingly, HB 2569 was enacted by
the 80th Legislature to abolish the Chapter 702 fraud reporting requirements.

Life-Only License

In its report to the 80th Legislature, TDI recommended adding a new “life-only” agents’ license. At the
time, the only way to sell life insurance in Texas was to obtain an accident and health license. TDI’s
recommendation was based on recent life insurance industry studies that showed a persistent decline in
the number of career life insurance agents available to serve the public. In fact, the industry reported that
since 1975 there has been a 46 percent decline in the number of new recruits selling life insurance.
Additionally, the average age of a life insurance agent reportedly exceeds 55 years. Adding a “life-only”
license would help increase the number of new recruits into the life insurance marketing profession and
facilitate greater uniformity in producer licensing among the states (other states issue “life-only” licenses)
as sought by the federal Gramm-Leach-Bliley Act of 1999. Based on TDI’s recommendation, the 80th
Legislature enacted SB 1263, which adds a “life-only” license in Texas.

Non-Insurance Benefits for Certain Insurance Types

In the last two years, insurers have been including non-insurance benefits and features in insurance
product filings. These non-insurance benefits are not part of the insurance contract terms or provisions,
and include things such as airline mileage bonuses, identity theft protection services, monetary deposits to
particular account types on behalf of the prospective insured, will and testament preparation services, and
funeral advisory services.

At the time, TDI disapproved these filings because Texas law did not authorize non-insurance benefits in
insurance policies. Furthermore, Texas law governing health care coverage explicitly prohibits offering
an inducement (rebate) to purchase or maintain coverage that is not included in the insurance contract or
evidence of coverage terms. Some insurers urged that despite regulatory prohibitions, non-insurance
benefits and features should be permitted in instances in which the item offered bears a reasonable
relationship to the filed product. Insurers also voiced concerns about a perceived conflict between
regulatory oversight of anti-rebating statutes and insurer ability to provide prospective insureds disclosure
about available health care related services and information that is not part of the terms of an insurance
contract or evidence of coverage.
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TDI recommended in its report to the 80th Legislature that if non-insurance benefits are permissible
features in insurance policies and products, then any standards developed should require that the benefits
be reasonably related to the risk, beneficial to prospective insureds, and fair and equitable to all insurers
offering life, annuity, and accident and health products. The Legislature enacted HB 1847 which permits
the industry trend, protects consumers, and grants TDI the authority to regulate such filings.

E. Do any of your agency’s functions overlap or duplicate those of another state or federal
agency? Explain if, and why, each of your key functions is most appropriately placed within
your agency. How do you ensure against duplication with other related agencies?

The functions performed by TDI are similar to those performed by other agencies; however, they are
specific to insurance and do not duplicate the functions of other state and federal agencies. TDI
recognizes that other state and federal agencies contribute to the agency’s ability to effectively regulate
the business of insurance. Therefore, TDI actively promotes communication, coordination and
cooperation with these agencies. In cases where there is the potential for overlap or duplication, TDI has
worked with other agencies to define roles and responsibilities and establish a protocol to minimize
duplication. Supporting detail by function is described below.

Licensing, Certification, and Registration

Certain aspects of the licensing, certification, and registration function require coordination with other
state agencies. For instance, criminal background checks are a standard part of this function, and TDI has
coordinated this activity with DPS and the FBI. Likewise, TDI participates in projects to make licensing,
certification, and renewal processes available through TexasOnline. TDI works with DIR to initiate
TexasOnline access; however, the fee for using TexasOnline is administered by the Texas Comptroller of
Public Accounts. Accordingly, TDI coordinates the fee collection process with the Comptroller’s office.

Other agencies perform licensing, certification, and registration. For example, the Texas Department of
Licensing and Regulation (TDLR) is the state's umbrella occupational regulatory agency, responsible for
the regulation of 22 occupations and industries, ranging from boxing to auctioneers. While TDLR and
other agencies perform licensing functions, licensing of insurance professionals is most appropriately
placed within TDI because TDI also regulates the business of insurance. TDI’s comprehensive
knowledge of the Texas insurance industry and of laws and regulations applicable to each type of
insurance and insurance-related product or service, place TDI in the best position to license insurance
professionals. Another reason this function is appropriately placed is TDI’s impartiality. TDI serves both
the consumer and the industry, thus balancing fair competition in the insurance market with ensuring
adequate consumer protections.

In cases where TDI has coordinated with other agencies to administer the licensing, certification, and
registration function, TDI has entered memorandums of understandings and/or contracts to clearly
articulate respective responsibilities and avoid duplication of functions.

Form, Rate and Advertising Filing Review

The agency’s rate, form and advertising functions do not overlap or duplicate the functions performed by
any other Texas state agency. There may be some duplication of regulatory activity regarding similar or
identical products offered in other states or for federal programs, such as Medicare Advantage or
Medicare Part D Plans. The duplication that exists relates to the process and procedures but not the
charge given by the Legislature to ensure products offered in Texas comply with the requirements of
Texas law. The form, rate and advertising review is appropriately placed within TDI because the agency
is charged with regulating the business of insurance, which includes the companies as well as the products
they offer.
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For purposes of consumer protection, Office of Public Insurance Council (OPIC) has certain functions
which overlap those of the agency, including reviewing selected form and rate filings for property and
casualty insurers. OPIC's statutory authority is found in the Texas Insurance Code, Chapter 501.
Additionally, OPIC represents the interests of consumers as a class on matters involving rates, rules and
policy forms affecting various personal lines of insurance such as auto, homeowners, title, and credit
insurance, and in rulemaking for life, accident, and health insurance. OPIC reviews and provides
comments to the agency on selected form and rate filings for property and casualty insurance, while TDI
reviews form and rate filings and makes recommendations for approval or disapproval. OPIC’s
involvement is limited to review and comment; TDI retains decision making authority with regard to form
and rate filings.

Examination, Monitoring, and Solvency Intervention

The examination, monitoring and solvency intervention function is generally unique to insurance
regulation and is not being performed by other Texas state or federal agencies. However, there are certain
circumstances where another state or federal agency may regulate an entity for purposes other than
insurance regulation such as Medicare and Medicaid; prepaid funeral merchandise or services; and
continuing care retirement communities’ quality of care issues.

The function is appropriately placed within TDI as the agency has the necessary level of experience to
comprehend the special accounting requirements for insurance entities. Statutory insurance accounting is
a unique subset within general accounting procedures, and has its own uniform accounting treatments that
are applied by all state regulators. These requirements ensure that companies operating in Texas meet
minimum financial standards, which provides the public a level of assurance that when they buy an
insurance product, the company they purchased from meets established financial standards and will stand
behind the product. Furthermore, examinations of the industry require special skill sets related to the
multitude of insurance products available to consumers. TDI has developed the skills needed to examine,
monitor, and intervene, as necessary, in the operations of companies engaged in the business of insurance
in Texas.

Intervening in troubled companies is a function appropriately placed at TDI because it provides regulators
the ability to attempt to fix conditions that are hazardous to the public before there is no recourse but to
liquidate the company. Successful rehabilitations ultimately protect the policyholders and the general
public by avoiding market and personal disruptions caused when companies are unable to meet
obligations and must be liquidated.

TDI manages the liquidation of insolvent insurers, either directly or by contracting with special deputy
receivers. TDI also oversees insurance guaranty associations, which provide a safety net for
policyholders by paying claims of impaired carriers. The Commissioner of Insurance as receiver
marshals the assets of receivership estates and minimizes expenses to reduce the burden ultimately bourn
by the general public.

TDI works with other regulators as needed, coordinating efforts to avoid duplication and share necessary
information. For example, TDI coordinates with other state insurance regulators regarding mergers and
acquisitions of insurance companies and regarding examinations of multi-state insurer groups.
Additionally, TDI cooperates with the Texas Department of Banking and United States Securities and
Exchange Commission to regulate holding company transactions. TDI and the Health and Human
Services Commission (HHSC) have a memorandum of understanding regarding examinations of
Medicaid managed care entities.
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Research and Analysis

Generally, there is not any overlap or duplication of research efforts by other state or federal agencies.
While there are some non-governmental entities that provide certain research studies and findings, these
activities are not tailored to the needs of the Texas insurance industry and/or do not provide the state-
specific and detailed information that is crucial to determine system impacts from a process, operational,
financial or regulatory standpoint. Workplace safety data collection and research efforts (Survey of
Occupational Injuries and Illnesses/Census of Fatal Occupational Injuries) performed by DWC are funded
by the Bureau of Labor Statistics (BLS), but do not duplicate the activities of that agency.

Each key research function is appropriately placed in TDI. The market analysis functions conduct in-
depth analysis of the Texas insurance market and perform special studies to assist in policy decisions.
This function is critical to the oversight of the insurance industry, which is licensed and regulated by TDI.
REG also provides a structured analysis of critical policy issues associated with the workers’
compensation system, which is regulated by TDI. Finally, workplace safety data collection and research
functions align with the goal of providing safe workplaces and serve to tailor the agency’s education
efforts to address Texas specific industry hazards or needs.

Data exchange efforts and communications with state agencies, such as the Texas Workforce
Commission, Department of Assistive and Rehabilitative Services (DARS), and private research entities,
such as the Workers’ Compensation Research Institute and the National Council on Compensation
Insurance, ensure that duplication of research efforts does not occur. Additionally, the grant application
and administration processes related to data collection or analysis for BLS purposes prevents duplication
of efforts and activities.

The State Fire Marshal’s Office collects fire information in its Texas Fire Incident Reporting System
(TEXFIRS), which reports data to the National Fire Incident Reporting System (NFIRS). Participation by
Texas fire departments in the TEXFIRS system is voluntary, and the Texas Commission on Fire
Protection (TCFP) assists the SFMO with collecting this information by requiring fire departments who
wish to apply for emergency grants and loans to report to the system.

Education, Outreach, and Customer Assistance

While the agency’s education, outreach and customer assistance function does not duplicate the functions
of other state and federal agencies, other state agencies do provide information about services that may be
covered by an insurance product or policy. For instance, the Department of Aging and Disability Services
(DADS) provides long-term care education, outreach and customer assistance services to Texas residents.
TDI also educates the public about long-term care; however, TDI’s focus is on insurance, while DAD’s
focus is on long-term care services.

The Health Insurance Counseling and Advocacy Program (HICAP) is the federally-funded State Health
Insurance Assistance Program (SHIP) for Texas. DADS receives SHIP funding from the Centers for
Medicare & Medicaid Services (CMS) then delegates administration of the SHIP via an interagency
contract to fund one position at TDI to coordinate HICAP. TDI partners with DADS and the Texas Legal
Services Center to provide information about public benefits and private health insurance to seniors and
persons with disabilities. The TDI HICAP coordinator trains Area Agency on Aging (AAA) volunteer
benefits counselors, located in 28 AAA offices statewide, on Medicare supplement insurance policy
benefits, exclusions, and coverage language, and on long-term care options, including long-term care
insurance. Also TDI publishes and distributes Medicare Supplement and Long Term Care Insurance
handbooks and rate guides to help consumers shop for these coverages.
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TDI often coordinates with other state agencies to provide educational seminars and health fairs. By
coordinating this effort, consumers benefit from a single point of contact to learn about the services of
multiple agencies.

The State Fire Marshal’s Office is statutorily charged with educating the public on fire prevention and
safety practices. To meet this goal, SFMO develops and distributes fire prevention and education
materials to communities who do not have their own programs. Activities that support SFMO’s outreach
efforts include the Juvenile Fire Setter Intervention Program, TEXFIRS, Insurer Services Office (ISO),
public outreach and safety education and the SFMO Fire Safety House. The Texas Commission on Fire
Prevention (TCFP) may be perceived as a fire prevention regulatory agency; however, their education
efforts focus on firefighters and are limited to providing research materials and setting minimum training
standards for firefighter health and safety.

The activities performed under this function are most appropriately placed within TDI because of the
agency’s experience and knowledge of insurance products and services and fire prevention programs.
Additionally, fire prevention and safety outreach promotes the agency’s goals of reducing the loss of life
and property due to fire and decreasing insurance industry loss costs.

Complaint and Dispute Resolution

Other state and federal agencies may accept and resolve certain insurance-related consumer complaints.
However, their complaint resolution activities do not duplicate those of TDI. Agencies that receive
complaints about insurance forward them to TDI or refer consumers to TDI’s web page and toll-free Help
Line. Likewise, TDI may refer consumers to another agency as appropriate for assistance with specific
types of complaints. In some instances, TDI may receive a complaint for which TDI has authority to
review certain aspects while another agency has jurisdiction over other aspects. To ensure that
policyholders’ complaints are addressed promptly by the agency that can assist them, communication and
coordination between TDI and other agencies regarding complaint resolution is a priority. Some
examples are listed below.

e The Office of Public Insurance Counsel represents consumers as a class on matters involving
rates, rules, and forms for property and casualty, title, and credit insurance, and on matters
involving rules and forms for life, accident, and health insurance. OPIC does not have statutory
authority to handle individual consumer complaints regarding insurance issues and forwards such
complaints to TDI.

e The Office of Injured Employee Counsel educates and provides general assistance to injured
employees regarding the workers’ compensation system and refers complaints regarding workers’
compensation to the appropriate agency or licensing board. OIEC refers complaints regarding
workers’ compensation claims, benefits, and fee payment disputes to TDI.

o The Office of the Attorney General enforces consumer protection laws. The OAG refers
consumers who have insurance complaints to TDI. Also the OAG and TDI may work together to
address an insurance-related issue. A recent example is advertising that promotes a “low cost
health insurance plan.” The product being marketed is not insurance but rather a discount card
for health services. TDI provided copies of complaints regarding such advertising to the OAG
and served as a resource during the OAG’s investigation.

e The Texas Health & Human Services Commission regulates the Children’s Health Insurance
Program (CHIP) and TDI refers complaints other than claim-related complaints to HHSC. TDI
handles CHIP claim complaints and HHSC refer claim-related complaints to TDI.

e The U.S. Department of Labor (DOL) resolves complaints about certain employer-based health
plans, also called self-funded plans, in accordance with the Employee Retirement and Income
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Security Act (ERISA). When TDI receives complaints from medical providers, TDI writes to the
carrier to determine what type of plan is involved. If a self-funded plan is involved, TDI refers
the provider to DOL’s Employee Benefits Security Administration. DOL also oversees employer
compliance with the Consolidated Omnibus Budget Reconciliation Act (COBRA), which is a
federal law regarding the continuation of health coverage. If a group plan is subject to COBRA,
the employer is required to notify all covered employees and their dependents of their rights
under COBRA. If an employer fails to provide the required COBRA notice to a former
employee, TDI refers the consumer to DOL’s Pension and Welfare Benefits Administration.

e Medicare Advantage health plans are regulated by CMS. However, TDI has authority over the
marketing practices of agents who sell these plans. Recently a consumer complained about
printed marketing materials involving both Medicare supplement insurance (over which TDI has
jurisdiction) and Medicare Advantage coverage. TDI sent a copy of the complaint to CMS. CMS
and TDI reviewed the content over which each had authority.

Additionally, TDI licenses and regulates IROs and assigns IRO requests to resolve prospective medical
necessity disputes in HMO cases. DWC also assigns IROs to resolve prospective and retrospective
medical necessity disputes of workers’ compensation cases. Following the passage of HB 7 (79"
Legislature), TDI modified the medical necessity dispute process to eliminate these dual systems for
making IRO assignments for both group health HMOs and workers’ compensation. Effective January
2006, the two functions were combined into one IRO process.

Enforcement, Fraud and Investigations

Certain state and federal entities perform functions similar to those of TDI’s Enforcement Program, Fraud
Unit, and SFMO.

The Enforcement Program and the OAG both have the authority to pursue deceptive trade practice cases
against insurers. However, since insurance regulation falls within this agency, this function is
appropriately located at TDI.

TDI’s Enforcement Program also shares regulation of certain types of health plans with the federal DOL.
In particular both agencies regulate multiple employer self-funded welfare arrangements (“MEW As”).
However, DOL focus is upon breaches of fiduciary duty, while TDI focuses upon licensure and the
regulation on MEWAs.

The Fraud Unit is the only state or federal entity in Texas specializing in the investigation of insurance
fraud for criminal prosecution. Those reporting insurance fraud are asked to record whether or not
another law enforcement agency was notified of the same event or may be actively investigating the same
incident. Additionally, staff routinely communicates with state and federal prosecutors during
investigations to minimize the potential for duplication of efforts by other law enforcement agencies.

Fire/arson investigations are conducted upon request from local officials, frequently in communities that
do not have the resources. On occasion, certain communities may request assistance from TDI’s
investigation’s personnel to augment their own capabilities. Services such as canines and/or the arson lab
are requested if they are not available in certain jurisdictions.

As of September 1, 2001, SFMO became responsible for investigating all line-of-duty deaths involving
fire-service personnel in Texas. TCFP assists the SFMO with these investigations. When requested, the
TCFP provides expertise while TDI conducts the investigation.
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Inspections and Consultations

When a request for an inspection is received, SFMO staff first check to see if the affected city/county has
a fire marshal. If so, the requester is asked to contact that individual. If the inspection focuses on a state-
owned facility, the SFMO conducts the inspection, as local fire marshals lack jurisdiction.

Other state agencies, such as DADS, have staff that conduct fire safety inspections as part of that
agency’s licensing procedures. Additionally, each DADS facility is required to have a fire inspection by
either a local fire marshal or by the SFMO when no local fire safety inspection program is present.

While not identical or overlapping services, functions of the Windstorm Inspections Section of the
Property & Casualty Program are sometimes confused with those of TWIA. While TDI windstorm
inspectors and appointed engineers inspect a structure to determine compliance with windstorm building
codes, TWIA employs contract inspectors to determine if a structure meets TWIA underwriting
guidelines.

The Occupational Safety and Health Administration (OSHA) provides compliance assistance to help
employers understand safety regulations and general safety issues, similar to the activities performed by
the Division of Workers’ Compensation OSHCON consultants. However, OSHA does not provide
consultative services on-site to employers in the same manner as the OSHCON program. The OSHCON
program is partially funded by a grant from OSHA to perform these services and to supplement the
OSHA efforts related to workplace safety.

Support Services

The support function includes administrative and legal support services, which are similar to those in
other state agencies. TDI’s support function specifically serves TDI staff and does not generally duplicate
the functions of another state or federal agency in terms of scope and customers served. The advantage of
TDI administering its own support services functions is that it allows the agency to effectively allocate
resources according to agency-specific priorities.

To reduce duplication of function and achieve economies of scale, the 79th Legislature consolidated
certain support services affecting TDI operations. HB 1516 established a state data center, which
required TDI and other state agencies to transfer IT staff and activities to the vendor responsible for
administering the project. Additionally, HB 7 abolished TWCC and created DWC as a division within
TDI. HB 7 also created OIEC as a separate agency administratively attached to TDI. The bill required
consolidation of administrative functions of DWC and TDI. In addition, a Governor’s veto proclamation
created funding reductions for TDI of approximately $8.8 million over the biennium. As a result, TDI
consolidated support services activities, eliminating 61 positions that performed duplicative
administrative or program functions.

In cases where TDI has coordinated with other agencies to administer support services, TDI has entered
memoranda of understandings and/or contracts to clearly articulate respective responsibilities and avoid
duplication of functions. For example, DIR and the Texas Building and Procurement Commission enter
into contracts with vendors on behalf of all state agencies and TDI contracts with those vendors through
the statewide contracts when appropriate. Additionally, TDI calculates and sets the rates to be charged
insurance entities for maintenance taxes; the Texas Comptroller of Public Accounts bills and collects the
taxes. TDI and the Comptroller entered a memorandum of agreement to delineate responsibilities of both
parties relating to the sharing of tax information.
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F. In general, how do other states carry out similar functions?

TDI’s functions are similar to those performed by other state insurance departments. The following
paragraphs describe how, in general, other states carry out TDI’s nine key functions.

Licensing, Certification, and Registration

Each state insurance department or other financial regulatory agency licenses, certifies and registers
persons engaged in the business of insurance. Additionally, all states have a fire marshal’s office. Most
large state fire marshal offices perform similar functions, including licensing, certification and
registration.

Form, Rate and Advertising Filing Review

In general, states vary in their approach to form, rate and advertising review ranging from states that
review and approve all forms, rates and advertising to states that require filings but do not review forms
and rates. The Interstate Compact, which is a collaborative effort of compacting states, is taking the
approach of reviewing and approving all forms for life and annuity; form, rates and advertising for long-
term care; and form and rates for disability. Texas is one of a few states that proactively review insurance
advertising appearing on the Internet.

Examination, Monitoring, and Solvency Intervention

Each state and territory of the United States, as well as the District of Columbia, regulates the business of
insurance in a manner similar to Texas. The functions performed by TDI are typically performed by each
state insurance department or by another financial regulatory agency with roughly equivalent powers and
duties.

Research and Analysis

For market analysis, most other states use national advisory organizations such as ISO or Independent
Statistical Services, Inc. to access statistical experience. In contrast, Texas designates statistical agents
and promulgates statistical plans and data calls in order to customize research to Texas specific
information needs. For workers’ compensation research, several large states retain research functions as a
component of the agency in charge of administering the system (California, Florida, Minnesota, Oregon
and New York). For workplace safety information, most states follow a similar model as the one
implemented in Texas.

Education, Outreach, and Customer Assistance

According to the NAIC 2005 Insurance Department Resources Report (issued in 2007), most state
insurance regulatory agencies have a consumer toll-free hotline, and many provide consumer information
in print, or via a website to help consumers understand the large number of insurance options available to
them. This report further notes that some states, including Texas, publish rate guides that help consumers
get the best value when purchasing insurance.

Complaint and Dispute Resolution

Complaint Resolution

The NAIC’s 2005 Insurance Department Resources Report addresses state insurance departments’
processes for complaint resolution. Each state’s insurance regulatory agency has a procedure to receive
and resolve consumer complaints. Complaint resolution typically includes procedures for:

e receiving complaints and recording them in a database
e coding key data about each complaint, making summary data available to the public, and
reporting data to oversight agencies
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o contacting the insurance carrier, agent, or other entity being complained about then reviewing this
information against applicable statutes and rules
e providing complainants with information about the final resolution of the complaint.

Dispute Resolution

All states have some form of workers’ compensation law that includes an administrative dispute
resolution function. However, each state’s dispute resolution process is tailored to the manner in which
workers’ compensation claims are administered and adjudicated in each individual jurisdiction.

Enforcement, Fraud, and Investigations

The majority of states utilize an agency devoted primarily to insurance issues to carry out the
enforcement, fraud and investigations function. However, certain states combine these activities with
other regulatory agencies such as the banking, securities or commerce departments. Furthermore, some
states are more reliant than Texas on their attorney general for insurance regulation.

Inspections and Consultations

TDI has explored how other states perform insurance-related inspections and consultations. The scope
and laws governing the function vary considerably; therefore, the findings are listed by TDI activity
below.

Windstorm Inspection Program/Engineering Section

Most hurricane prone states have state agencies involved in the adoption and inspection of statewide
building codes. North Carolina, South Carolina and Florida specifically require plan review of structures
and certification of inspectors, and are involved in various activities to mitigate damages as a result of
high wind events. Florida also requires licensing of builders and roofers, which Texas does not.

Loss Control Inspection

Most states have a specific review of loss control services for workers’ compensation insurance; however,
Texas, in addition to workers’ compensation, has statutorily required loss control requirements for
commercial auto, professional liability for hospitals, professional liability for insureds other than
hospitals, general liability and medical professional liability insurance. Most large insurers, as a result of
Texas requirements, provide these services to all of their policyholders in other states.

Commercial Property Oversight

Approximately 17 percent of state insurance departments continue to conduct commercial property
inspections, utilizing state inspectors to develop commercial loss costs. This inspection function was
privatized in Texas in 1994, with the provision for oversight by TDI. ISO conducts commercial property
inspections in all other states.

Amusement Ride Compliance

Most other states have regulatory requirements for amusement rides; however, there is no consistent
nationwide approach to amusement ride regulation. Examples agencies in other states that may regulate
amusement rides are: agriculture departments, public safety departments, state fire marshal offices,
treasury departments, labor departments, and commerce departments. Most state regulations are very
similar to TDI amusement ride regulations.

Voluntary Inspection Program
TDI is not aware of any other program in the nation that certifies or provides a license to an individual to
inspect the condition of a structure for residential property insurance.
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State Fire Marshal’s Office

All states have a state fire marshal’s office. Most large state fire marshal offices perform similar
functions to those of the Texas SFMO, as evidenced by an eleven state comparison study conducted in
FY 2004. The results of this study are available for review.

Safety Inspections and Consultations

Other states have similar approaches to addressing the need to conduct inspections, but the approaches are
tailored to the individual state’s regulatory authority for imposing and enforcing safety regulations based
on their relationship with OSHA. Twenty-four states have passed legislation to create state plans, which
combines the ability to enforce safety violations and perform the consultations or inspections. In contrast,
Texas conducts consultations but must refer potential safety violations to OSHA for enforcement
purposes. For comparison purposes, Florida’s program is structured similar to Texas, California’s
program is a state plan (with enforcement and consultations), and New York is a state plan but is limited
to public sector employers.

Support Services

Other states carry out the support services function in a manner similar TDI and Texas agencies. Some
states (e.g. Pennsylvania) have opted to consolidate technology services, similar to the Texas data
consolidation project, mandated by HB 1516, 79th Legislature, Regular Session; others have consolidated
and centralized aspects of human resource management and payroll at the state level (e.g. Wisconsin).

| G. What key obstacles impair your agency’s ability to achieve its objectives?

TDI is able to achieve its strategic objectives; however, some obstacles that impair the agency’s ability to
effectively or efficiently achieve its strategic objectives fall under four broad categories: agency
integration, technology, resource management, and statutory authority. The paragraphs below explain
why these areas are obstacles and how the agency strives to make such obstacles opportunities for future
improvements.

Agency Integration

HB 7 was passed during the regular session of the 79" Legislature. This sweeping legislation abolished
TWCC, established DWC as a TDI program, and created a new state agency administratively supported
by TDI, the OIEC. Such drastic changes required extensive consolidation of functions, particularly
support functions, such as human resource, financial, and information technology services. While TDI
successfully completed the majority of the HB 7 integration requirements, nearly two years later, the
agency is still involved in certain aspects of the integration. The most pressing issues involve the two
separate headquarter locations of TDI and DWC, DWC’s TXCOMP system integration, staff familiarity
with the operations and responsibilities of both entities, and further consolidation of similar functions or
processes.

Technology

Another significant bill passed during the regular session of the 79th Legislature was HB 1516, which
relates to the consolidation of state data centers. TDI’s Information Technology Services worked with
DIR and the various private vendors to transition many technology-based services to the state data center
as of April 1, 2007. The new arrangement, which guaranteed the same level or quality of service, should
have been transparent to TDI. However, TDI’s dependency upon the vendor has created a new obstacle
for the agency when addressing system operability issues. In June 2007, TDI incurred a limited disaster
involving the simultaneous failure of three servers. These servers store agency data and enable many of
the agency’s automated processes. The vendor was not able to respond to the disaster in a timely fashion,
and services to customers were impacted for more than one week. While TDI’s disaster recovery plans
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included manual procedures to mitigate the impact on customers, TDI identified a need to further explore
alternate procedures or activities in order to effectively respond to future disruptions in services.

TDI maintains multiple, in-house developed and purchased systems and databases related to the
regulation of the insurance industry and workers’ compensation. TDI systems and databases are not
integrated, making it difficult to assemble comprehensive data about a company, network, third party
administrator, or trading partner. Staff may manually enter the same data from different programs into
multiple systems, resulting in duplicate data. Additionally, to maintain these systems and ensure agency
compliance with NAIC state and federal reporting requirements, TDI must dedicate significant IT
resources.

With the additional support and integration requirements of HB 7, TDI’s ITS Division has had to shift its

resources away from existing application maintenance and enhancements, thus magnifying the need for a

more efficient and integrated computing environment that meets customer needs. Implementation of such
a system could represent a significant cost savings to the agency, and ITS staff could devote more time to

automation needs that are unique to TDI.

Managing with Resources

As a state agency, TDI’s budget and staffing-levels are determined by the Legislature. Consequently,
TDI must operate with the resources allocated. TDI has decreased staffing levels and reduced
management layers to meet mandated budget reductions and staffing ratios. Additionally, TDI has
identified opportunities to operate more efficiently and meet increased statutory responsibilities.

In addition to finding new ways to manage workload, TDI must prepare for retiring employees. With 42
percent of managers and 33 percent of all employees eligible for retirement in the next four years, the
agency is faced with a large potential for loss of experience and institutional knowledge. To ensure the
knowledge base of the agency’s future workforce, HR has worked with agency programs to begin
developing succession plans in order to ensure minimal disruption to program operations in the event of
separation by managers or other key staff. Additionally, TDI identified strategies for addressing this
obstacle in its agency workforce plan for FY 2007-2011.

Another obstacle facing the agency relates to the specialized and technical nature of certain TDI positions.
TDI has experienced difficulty filling such positions due to lack of competitive salaries and labor market
competition. Hard-to-fill positions include actuaries, attorneys, information technology staff, financial
examiners, fraud investigators, engineers, nurses, safety professionals, and budget analysts. TDI has
established a recruitment plan, which includes partnerships with local universities and colleges as well as
identification of recruitment resources for targeting potential applicants.

Statutory Authority

As previously mentioned, TDI makes statutory recommendations to the Legislature biennially. The
majority of TDI’s suggestions are enacted. However, there are statutory issues that impair the agency’s
ability to effectively and efficiently achieve its strategic objectives. One problem is the lack of authority
for the Commissioner of Insurance to issue directives and orders in catastrophe situations, which impedes
protection of the public and delays response time to address both industry and consumers needs in
catastrophe situations.

Another obstacle that impairs the agency’s ability to meet its strategic objectives is the lack of uniform,
mandated building codes in the designated catastrophe area. At this time, the windstorm building code
and certification process is voluntary, and building codes in the coastal regions vary. Mandatory building
codes would help ensure that buildings or structures are built to a recognized model building code, and
would improve eligibility for windstorm and hail insurance through TWIA.
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H. Discuss any changes that could impact your agency’s key functions in the future (e.g.,
changes in federal law or outstanding court cases).

A number of external changes may impact TDI’s key functions including changes in federal or state law,
court cases, etc. This section addresses these areas, with emphasis on possible changes related to federal
legislation.

Federal Legislation & Regulations

The federal government delegated the regulation of insurance to the states under the McCarran Ferguson
Act and more recently the Gramm-Bleach-Bliley Act. This delegation to the states is subject to change
through the enactment of subsequent federal law. TDI monitors pending federal legislation because
changes in federal law may preempt state law. As one example, certain insurance trade associations have
been calling for federal reform through the creation of an optional federal charter for insurance
companies. The states have generally responded that state-level regulation is more appropriate. , The 80"
Texas Legislature passed SCR 60 opposing federal regulation of insurance, which may be considered by
the 110™ U.S. Congress.

Federal legislation monitored by TDI includes the following:

e The National Insurance Act would form an optional federal charter where insurers could select
whether they are regulated at the state or federal level. It is modeled after the regulation of the
banking industry and creates an Office of National Insurance within the Treasury Department. It
provides for the appointment of a national insurance commissioner that is charged with chartering
insurers and insurance producers, exclusively regulating and supervising the operations and
solvency of federally chartered or licensed insurers and producers on a uniform, nationwide basis,
including the conduct of such insurers and producers with policyholders; and protecting the
interests of policyholders by establishing a comprehensive scheme for the receivership of
federally chartered insurers that requires federally chartered insurers to participate in qualified
state guaranty funds.

o State Modernization and Regulatory Transparency Act (SMART) would generally set certain
floors for the regulation of insurance and pre-empt state actions in other areas. State regulators,
through the NAIC, have expressed three primary concerns with the draft legislation:

- federal preemption of state consumer protection laws
- federal supervision of state regulation
- mandatory federal rate de-regulation.

e Terrorism Risk Insurance Act of 2005 (TRIA) requires that commercial property and casualty
insurers make terrorism insurance coverage available to their policyholders. The Property and
Casualty Program has been reviewing policy form, endorsement, and rate filings in relation to
terrorism coverage under the federal Terrorism Risk Insurance Act of 2005.

e Changes in Medicare, CHIP and Medicaid can impact TDI monitoring and enforcement against
regulated entities that perform services for these programs. For example, when CMS created
Medicare Advantage and Prescription Drug Programs, they preempted all the quality of care
functions that are normally regulated by the Health and Workers’ Compensation Network and
Quality Assurance Division. Regulation and oversight of Medicaid and CHIP contracting HMOs
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are coordinated with HHSC to lessen redundancy of oversight. TDI recently entered into an
MOU regarding the examination functions for Medicaid and CHIP HMOs.

The federal Health Insurance Portability and Accountability Act (HIPAA) enacted by Congress in
1996, establishes numerous requirements for regulated benefit plans and created national
standards for a variety of electronic healthcare transactions. The law also addresses security and
privacy requirements for entities that have access to private health information. CMS and the
Office for Civil Rights (OCR) periodically issue new regulations, bulletins, and updates regarding
various HIPAA provisions. In some cases, these changes require revisions in state insurance laws
or TDI regulations. Most recently, CMS announced delays in implementation of the National
Provider Identifier (NPI) compliance requirements, which immediately impacted TDI rules
related to prompt payment of claims. Future regulations are expected that will affect electronic
claim transactions, electronic health records and health ID cards.

Insurance Industry Anti-Trust Enforcement Act (S 4025). This legislation is an attempt to revise
McCarran Ferguson, along with all of the McCarran Ferguson amendments. This bill would
change the way the states interact with the Federal Trade Commission (FTC), in that it would
change state authority to regulate antitrust activities of insurers. Currently Congress has reserved
the regulation of insurers to the states and only lets the FTC intervene if states fail to actively
supervise insurers. The proposal would allow the FTC to oversee insurer antitrust activities
except in a couple of areas where the state authority is maintained in a safe harbor.

Non-admitted Insurance and Reinsurance Reform. This bill would federally preempt how the
business of surplus lines insurance is regulated and how related taxes are collected and allocated.
The bill would also provide that only the domestic regulator of an insurer could review
reinsurance transactions (which reduce the amount of funded reserves); and, such determination
would be required to be accepted by all other states in which the insurer does business.

Fairness in Asbestos Injury Resolution Act. The intent of this draft bill is to create a more
rational asbestos claims system. The NAIC has expressed support for a solution that provides
benefits for injured employees but would not excessively harm the industry in the process.

Small Business Health Fairness Act (H.R. 525 and companion bill S. 406). This bill, generally
referred to as the Association Health Plans (AHP) Act, would allow small businesses to band
together across state lines to negotiate lower health insurance costs for participants. The
legislation would preempt certain state laws. The industry is worried that the AHPs would
“cherry-pick” the healthiest individuals.

Military Personnel Financial Services Protection Act. This bill appears to relate to the recent
inappropriate activities concerning sale of life insurance products on military installations. The
bill requires NAIC to work with the Secretary of Defense to ensure implementation of appropriate
standards to protect members of the Armed Forces from dishonest and predatory insurance sales
practices. The bill affirms that any state law or regulation regarding the business of insurance
shall apply to insurance activities conducted on federal land or facilities, including military
installations.

Bundling of Real Estate Services. The federal Department of Housing and Urban Development is
considering rules to allow the ‘bundling’ of real estate services, including title insurance, to
achieve volume discounts. This action may impact TDI’s ratemaking ability, as rates in Texas
are currently set by the Commissioner of Insurance, and not subject to discounts.
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e Changes in the federal budget could impact the ability of the agency to fulfill the OSHA and BLS
grant requirements, especially if appropriations are diminished. Changes in federal and state
safety laws could impact how DWC interacts with employers and what information TDI provides
to them.

State Legislation

Laws adopted by the Texas Legislature obviously can impact TDI’s key functions. TDI implements any
number of new statutes enacted each session. As one example, HB 3430, as passed by the 80th
Legislature, changes how small businesses must be addressed in the administrative rule-making process.
Specifically, the definition of small businesses was broadened and revisions were made to the
requirements for considering possible alternatives for those businesses (rather than the proposed rules).
Many TDI rules would impact the small-businesses as defined in this bill, which could lengthen time
needed for TDI to adopt rules and/or require additional staff resources. TDI is working with the OAG in
the development of guidelines to assist state agencies in the implementation of this legislation.

Laws that specify how state agencies administer support services could impact the support services
function. Requiring TDI to provide support services for other agencies affects resources currently
devoted to TDI priorities. TDI would have to reallocate resources to address the additional workload
from such laws. Additionally, state and federal laws regarding the handling of public and confidential
information would impact how TDI administers its open records program. TDI is committed to
protecting personal and confidential information as required by law. Achieving this goal can require
special procedural, policy and technical solutions.

Litigation

Workers’ Compensation

The outcome of litigation may similarly impact TDI’s key functions. Litigation of a routine nature is
typically on going at any point. At this time, however, no litigation of a substantial nature was identified
that may have a material impact on how TDI functions. This can and may change, and TDI monitors this
area for potential impacts. For example, this self-evaluation report generally describes TDI exclusive of
the DWC, since DWC’s sunset review was deferred. However, the DWC is directly or indirectly
involved in a number of litigation cases whose outcome may impact how other parts of TDI function. For
example, cases are pending related to DWC’s interpretation of its “Stop-Loss Method” that may impact
carriers subject to regulation by TDI’s Financial Program. As another example, the outcome of other
DWC cases may impact the assignment of requests for IROs, which is administered by TDI’s Life, Health
& Licensing Program.

Rebating

Pending enforcement actions at TDI concerning rebating may ultimately result in court cases to determine
the scope and extent of TDI’s authority to prohibit them. At present, there are no pending court cases.
Pending enforcement actions concern a wide array of rebating activities, from outright gifts to trade
association sponsorships. Licensees argue that these are legitimate promotional activities, rather than
kickbacks. TDI has taken the position that these activities constitute prohibited rebates. If TDI is
successful in these enforcement actions, the losing licensee may appeal to obtain a court ruling to clarify
the law.

Residential Mortgage Fraud

Fraudulent land flips, a type of residential mortgage fraud, artificially inflate land values with bogus
appraisals, resulting in under-collateralized loans which often go into default. This activity not only hurts
lenders, it also leaves vacant houses which have a negative impact on the legitimate values of properties
in the surrounding neighborhood. The FBI is taking an interest in fraudulent land flips in Texas and
elsewhere. Staff in the Title Division recently assisted the FBI in developing investigations and serving
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as expert witnesses. HB 716, effective on September 1, 2007, requires that each applicant for a home
loan be notified of penalties for making false or misleading written statements. The bill requires the
reporting of suspected fraudulent activity, establishes a residential mortgage fraud task force, and makes
other statutory changes to combat mortgage fraud. Beginning FY 2008, TDI has funding for three
additional full time equivalent positions to implement HB 716 provisions.

I. What are your agency’s biggest opportunities for improvement in the future?

TDI strives to provide excellent customer service and, thus, the agency chooses to focus its opportunities
for improvement on activities that benefit TDI’s diverse customer base. TDI’s biggest opportunities for
improvement center on enhancing customer services and include: empowering consumers, embracing
technology, and optimizing the workforce.

Empowering Consumers

TDI is exploring educational opportunities to expand consumers’ insurance decision-making power.
Ideas to improve educational and outreach activities include enabling e-quotes, establishing partnerships
with schools, increasing field presence, broadening video streaming/conferencing capabilities, initiating
website redesign, and adding new website services.

A short-term customer service enhancement includes consolidating multiple complaint forms into a single
agency complaint form to eliminate customer confusion on which form to use for a particular insurance-
related concern. A cross-agency workgroup is defining and evaluating complaint form content and
presentation to remove any customer-perceived barriers to filing a complaint with TDI.

Technology Innovation

One technology improvement includes implementing a more efficient rate and form review and approval
process that maintains consumer protections, gives consumers more timely access to competitive,
approved product options, and streamlines industry filing requirements by adhering to national uniformity
standards. TDI currently accepts certain filings through the NAIC’s System for Electronic Rate and Form
Filing and the Multi-State Review. Expanding the lines of insurance submitted electronically could
achieve a more efficient regulatory review process.

Feasibility studies to consolidate agency databases are underway for the biennium. The anticipated
benefits of database consolidation are eliminating duplicate data entry, reducing the number of TDI-
maintained applications, facilitating access to information, and improving TDI disaster recovery planning.
Additionally, a comprehensive centralized database would allow staff to review a company’s history of
regulatory actions and any pending significant issues. Having access to this information prior to initiating
a communication or enforcement action would reduce the potential for inconsistent regulatory direction
among agency programs.

TDI has automated some of its paper-intensive processes and, in so doing, has created efficiencies that
have inspired agency interest in further automation opportunities. Automation projects enhance customer
services by reducing the time it takes to complete processes. They also improve access to information,
which facilitates the agency’s ability to process open records requests. Additional technology-based
customer service enhancements include viewing complaint status online, implementing imaging storage
solutions, and increasing web-based or other electronic applications for complex financial filings, industry
data calls, consumer and industry surveys, and consumer complaints.

An innovative approach to providing enhanced customer services considers telecommuting as an
alternative solution to the typical eight to five, Monday through Friday work environment. Customers
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require service availability at times other than routine hours of operation. TDI has initiated a pilot
telecommuting project in its Consumer Protection Program. Because of the success of the pilot program,
TDI will consider telecommuting opportunities for other employees throughout the agency. A well-
planned telecommuting program could allow TDI to offer customers expanded hours of operation, while
galvanizing employee morale and loyalty.

Optimizing Workforce

In addition to its funded goals, TDI has an indirectly funded goal to “value the contribution of each
employee to TDI’s mission and to the diversity of the agency.” Access to appropriate professional
development and communicating to employees their value in the organization through meaningful

feedback are essential objectives that support achieving this goal.

TDI programs consider workforce planning opportunities as part of the business planning process. This
assessment has led to professional development measures agency wide, such as cross-training, succession
planning, leadership development, and recruiting activities. In light of increasing expectations to provide
24 hour services with reduced staffing levels, TDI has an opportunity to optimize its workforce.
Combining technological innovations for routine functions with a highly-skilled, but smaller workforce
would allow TDI to more effectively and efficiently serve the public.

Recent surveys of TDI staff identified internal communication as an area for improvement. The
employee involvement survey conducted in March 2007 revealed that employees indicate that their
performance could improve with increased communication about division goals, priorities and cross-
divisional issues. Additionally, TDI employees responding to the 2006 Survey of Organizational
Excellence rated internal communication as an area for improvement. To advance internal
communication, TDI has identified the following opportunities: optimizing use of agency Intranet;
consolidating regulatory databases; circulating all-employee emails regarding important agency issues,
incorporating additional frequently asked questions into the agency newsletter, increasing distribution of
program bi-weekly reports to the Commissioner of Insurance.

While TDI recognizes that DWC will undergo its own Sunset review in 2011, workers’ compensation
improvements will be completed prior to 2011. Opportunities for improvements include promoting
performance based oversight in the workers’ compensation system, further business process
improvements to the TXCOMP system, streamlining dispute resolution, further consideration of
consolidating similar functions, and centralizing additional field office functions as appropriate.

J. In the following chart, provide information regarding your agency’s key performance
measures included in your appropriations bill pattern, including outcome, input, efficiency,
and explanatory measures.

Texas Department of Insurance
Exhibit 2: Key Performance Measures — Fiscal Year 2006

Measure Actual Annual Target
Code Key Performance Measures Target Performance Percentage
1.1.1op 1 Number of Inquiries Answered 1,000,000 995,108 99.51%
1.1.1op2 Number of Rate Guides Distributed 652,743 941,074 144.1%
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Texas Department of Insurance
Exhibit 2: Key Performance Measures — Fiscal Year 2006

Measure Actual Annual Target
Code Key Performance Measures Target Performance Percentage

112 0c 2 Pe?rcsznt of Agent License Filings Completed 96% 96% 100%
within 15 Days
Percent of Statutory Rate & Form Filings o o o

1.1.20c3 Completed within 90 Days 87% 88% 101.15%
Number of Automobiles Covered by
Voluntary Policies as a Percent of Total o o o

113 0c4 Passenger Automobiles in Underserved 69% 5% 108.70%
Markets
Percent of Personal Auto & Residential

1.1.30c6 Property Form Filings Completed in 60 95% 95% 100%
Days

1.2.10p1 Number of Complaints Resolved 32,200 26,255 81.54%
Average Response Time (in Days) to

1.2.1ef1 Complaints 38 33 86.84%
Number of Referrals of Alleged Insurer

1.230p1 Fraud to State & Federal Prosecutors 70 71 101.43%
Percent of Licensees Who Renew Online

124 0c1 34% 56% 164.71%
Percentage of Statutorily Mandated On-Site

2.1.10c1 Examinations Conducted During the Fiscal | 100% 100% 100%
Year
Special Deputy Receiver receivership Asset
Recovery Expenses as a Percent of the Total 0 0 o

2.1.Toc3 Dollars Collected by Special Deputy 15% 16% 106.67%
Receivers
Average Number of Days from Company

2.1.1oc4 “At Risk” Identification to the Date of 31 23 74.19%
Solvency-Related Intervention
Percent of Companies Rehabilitated after

2.1.1oc6 TDI Solvency-Related Intervention 18% 25% 138.89%
Number of Entities Receiving Solvency-

2.1.10p2 Related Intervention 13 9 69.23%
Number of Holding Companies

2.1.1op4 Transactions Reviewed 751 804 107.06%
Number of actuarial Examinations

21.10p5 Completed 80 79 98.75%
Number of On-Site Examinations

2.1.10p6 Conducted 160 156 97.50%

2.1.1efl Average State Cost per Examination $29,482 $29,271 99.28%
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Texas Department of Insurance

Exhibit 2: Key Performance Measures — Fiscal Year 2006

Measure Actual Annual Target
Code Key Performance Measures Target Performance Percentage

Dollar Amount (in Millions) of Insurance

2.1.1ex1 Company Insolvencies $20 $100.67 503.34%
Number of Estates Placed in Receivership

2.1.1ex2 4 7 175%
Percent of Commercial Property Inspections

3.1.1oc2 that Meet Filed Rating Schedule 85% 89% 104.71%
Requirements
Percent of Windstorm Inspections that . . .

3.1.1oc3 Result in an “Approved” Status Code 35% 32% 91.43%
Number of Windstorm Inspections

3.1.10p1 Completed 11,500 18,923 164.55%
Number of Inspections of Insurer Loss .

3.1.1op2 Control Programs Completed 200 200 100%
Number of Commercial Property Oversight

3.1.10p3 Inspections Completed 1,160 1,170 100.86%
Average Cost per Windstorm Inspection

3.1.1efl $50 $44 88%
Number of Referrals of Alleged Consumer

3.120p1 & Provider Fraud to State & Federal 110 106 96.36%
Prosecutors
Percent of SFMO Criminal Referrals .

4.1locl Resulting in Enforcement/Legal Action 79% 74% 93.63%
Percent of Registrations, Licenses, &
Permits issued, after Receipt of a
Completed Application within 20 Days to o o o

4.1.Toc2 Fire Alarm, Fire Extinguisher, Fire 9% 100% 101.01%
Sprinkler & Fireworks Firms, Individuals &
Other Regulated Entities
Number of Fire Investigations Completed

4.1.10p2 507 650 128.21%
Number of Registrations, Licenses, and
Permits Issued to Fire Alarm, Fire

41.10p5 Extinguisher, Fire Sprinkler & Fireworks 11,250 11,787 104.77%
Firms, Individuals & Other Regulated
Entities
Average Number of Days for the Required

6.1.1 0c2 Initial Benefit Payment to be Issued after 8.4 10.03 119.40%
Benefits Begin to Accrue
Percentage of Documents Received &

6.1.1 oc5 Maintained Electronically by the 74% 71.13% 96.12%
Commission
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Texas Department of Insurance

Exhibit 2: Key Performance Measures — Fiscal Year 2006

Measure Actual Annual Target
Code Key Performance Measures Target Performance Percentage

Percentage of Benefit Dispute Cases

6.1.1 0c 8 Resolved by the Commission’s Informal 86% 74.59% 86.73%
Dispute Resolution System
Percentage of Medical Benefit Dispute

6.1.1 oc9 Cases Resolved by Initial Administrative 87% 100% 114.94%
Decision
Average Number of Days to Resolve

6.1.10c11 Benefit Disputes 46 63 136.96%
Percent of Appealed Medical Fee Disputes

6.1.1 oc 12 Resolved Prior to a Formal Hearing at 75% 98% 130.67%
SOAH
Statewide Incidence Rate of Injuries &

6.1.1oc 13 Ilnesses per 100 Full-time Employees 4.8 3.7 77.08%
Number of Quality Care Audits of Health

6.1.10p 1 care Providers Completed 72 61 84.72%
Number of Quality of Care Audits of .

6.1.10p2 Insurance Carriers Completed 10 10 100%
Number of Persons Receiving Return-to- .

6.1.1op 5 Work Training Products & Services 20,000 29,444 147.22%
Number of Fraud Investigations Completed

6.1.10p6 630 550 87.30%

6.1.1op 11 Number of Injury Records Created 170,000 98,424 57.90%
Number of Injury Records Created for

6.1.10p 12 Income/Indemnity Injuries 85,000 53,768 63.26%
Number of Self-Insurance Applicants or

6.1.10p 14 Renewals Certified 50 49 98%
Number of Compensation Benefit Dispute

6.1.10p 16 Cases Concluded in Benefit Review 20,000 14,077 70.39%
Conference
Number of Medical Benefit Dispute Cases

6.1.10p 17 Resolved by Administrative Decision 13,200 14,194 107.53%
Number of Compensation Benefit Dispute

6.1.10p 18 Cases Concluded in Contested Case 7,200 6,233 86.57%
Hearing
Number of Inspections, Consultations, &

6.1.1 0p 20 Investigations Provided to Employers 3,750 3,307 89.86%
Average Number of Participants per Return(]

6.1.1ef2 to-Work Seminar 65 88.69 136.45%
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Texas Department of Insurance
Exhibit 2: Key Performance Measures — Fiscal Year 2006

M(e:z:)iluere Key Performance Measures Target Per?::zlzgnce Alll,l;::elr;{zgget

Average Number of Days from the Request
for Benefit Review Conference to the o

6.1.1ef 8 Conclusion of the Benefit Review 80 67 83.57%
Conference
Average Number of Days From the Request

6.1.1ef 10 for a Contested Case Hearing to the 80 78 97.50%
Distribution of the Decision
Average Cost per

6.1.1 ef 12 Consultation/Inspection/Investigation $895 $830.62 92.81%
Estimated Percentage of Employers

6.1.1ex4 Reported Participating in the Workers’ 76% 59.88% 78.79%
Compensation System
Number of Workers’ Compensation

6.1.1ex7 26,400 15,739 59.62%

Medical Dispute Cases Received
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II1. History and Major Events

Provide a timeline of your agency’s history, and key events, including:

X the date your agency was established;

X the original purpose and responsibilities of your agency;

major changes in responsibilities or statutory authority;

changes to your policymaking body’s name or composition;

significant changes in state/federal legislation, mandates, or funding;

significant state/federal litigation that specifically affects your agency’s operations;
and

key changes in your agency’s organization (e.g., a major reorganization of the
agency’s divisions or program areas).

T Wl

Texas began regulating the state’s fledgling insurance industry in 1874. The state’s economy and
population were growing, and wildcat insurance schemes were common. The 14th Texas Legislature
(1874) passed a law to regulate company formation, activities, and coverage for life and health insurance.
The Legislature gave the State Comptroller of Public Accounts supervisory authority over insurance — one
of many duties imposed on that office by statute. There was, however, no insurance department in Texas
at that time.

In the early days of statehood, nearly all insurance in Texas was written by companies organized in other
states and foreign countries. According to State Comptroller records, only four of the 61 companies
doing business in Texas in 1874 were domestic. These domestic companies, offering mostly fire and
marine insurance, ventured into business in competition with financially stronger and more experienced
out-of-state companies. As a result, most of them either went bankrupt or had to be reinsured and taken
over by their out-of-state counterparts.

The legal foundation for a state insurance department was laid in 1876. The Texas Constitution adopted
that year authorized the Legislature to create the office of Insurance Commissioner when it deemed it
necessary. Following are key events in Texas insurance regulation:

1876 — The 15th Legislature created the Department of Insurance, Statistics, and History. In addition to
insurance-related duties, the Commissioner was charged with keeping information and statistics on the
state’s population, wealth, and general resources. The Commissioner also served as the state historian,
state librarian, and superintendent of public grounds and buildings.

1887 — The 20th Legislature expanded the Commissioner’s authority to include agriculture and renamed
the agency the Department of Agriculture, Insurance, Statistics, and History. The Commissioner also was
made an ex-officio member of the Texas A&M College Board of Directors.

1905 — The 29th Legislature passed the first state banking act, adding the regulation and supervision of
state banks to the office of the Commissioner of Agriculture, Insurance, Statistics, and History.

1907 — The 30th Legislature created the office of Commissioner of Agriculture and renamed the
insurance agency the Department of Insurance and Banking.
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1909 — The Legislature created the Fire Insurance Rating Board and made the Commissioner of Insurance
and Banking its chair. The Commissioner also became supervisor of all building and loan associations in
Texas.

1910 — The 31st Legislature replaced the Fire Insurance Rating Board with the State Insurance Board
(SIB), giving SIB the authority to promulgate fire rates. SIB members were charged with selecting a
member to serve as Fire Marshal. The State Fire Marshal’s duties were to investigate fires to determine
causes, inspect buildings to identify fire hazards, and to ensure that hazards were removed or corrected.

1913 — SIB’s name was changed to the State Fire Insurance Commission and its authority was broadened.
The Legislature enacted a workers’ compensation law and created the Texas Employers Insurance
Association (TEIA).

1923 — The 38th Legislature separated insurance and banking functions by creating the Department of
Insurance and the Department of Banking, each with its own commissioner. The Legislature transferred
workers’ compensation rate-making authority from TEIA to the State Fire Insurance Commission.

1927 — The 40th Legislature created the Board of Insurance Commissioners, which included a Life
Insurance Commissioner, a Fire Insurance Commissioner, and a Casualty Insurance Commissioner. The
Legislature also gave the Casualty Insurance Commissioner the power to approve or disapprove auto
insurance rates and to promulgate uniform policy forms.

1944 — In United States v. South-Eastern Underwriters Association, the U.S. Supreme Court held that an
insurance company that conducted substantial business across state lines was engaged in interstate
commerce and was therefore subject to federal antitrust regulations. The ruling led to concerns that states
no longer had broad authority to regulate the insurance industry within their boundaries.

1945 — The United States Congress enacted the McCarran-Ferguson Act (U.S. Code Title 15, Chapter 20)
permitting the states to continue regulating insurance in their respective states. The Act exempts
insurance from some federal antitrust statutes to the extent that it is regulated by the states.

1951 — The Legislature codified the state’s insurance laws as the Texas Insurance Code.

1954 — Solvency scandals rocked the Texas insurance industry. As a result, the Legislature passed at least
16 insurance-related bills between 1954 and 1958, among them measures strengthening examination laws,
increasing minimum capital and surplus requirements, and giving the Board of Insurance Commissioners
more control to issue certificates of authority.

1957 — The 55th Legislature established the State Board of Insurance (SBI), with three members
responsible for hiring a Commissioner of Insurance to serve at its pleasure as chief administrative officer.

1974 — Congress enacted the Employment Retirement Income Security Act (ERISA) (U.S. Code Title 29,
Chapter 18), which overhauled the federal pension law. Health plans later used ERISA to preempt state
law regulating health insurance.

1975 — The 64th Legislature created a separate State Fire Marshal’s Office (SFMO).

1986 — TDI created a toll-free consumer hotline.

1987 — 70th Legislature created the Office of Consumer Protection (OCP) within SBI.
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1988 — The National County Mutual insolvency — the largest ever in Texas — led to the resignation of the
Commissioner and additional changes at SBI

1989 — The 71st Legislature enacted major workers’ compensation reform law and created the Texas
Workers’ Compensation Commission (TWCC).

1991 — The 72nd Legislature passed House Bill (HB) 2 and HB 62, the most comprehensive insurance
reform legislation in Texas history, affecting everything from ratemaking to the compulsory auto
insurance liability law. SBI was renamed the Texas Department of Insurance. OCP was made
independent of TDI, renamed the Office of Public Insurance Counsel (OPIC), and given broader powers.
Legislation also mandated that TDI provide a toll-free number for information and implement a process to
resolve consumer complaints. SFMO became part of the new Texas Commission on Fire Protection.

1993 — The 73rd Legislature shifted most of the board’s authority to a Commissioner to be appointed in
odd-numbered years to a two-year term by the Governor and confirmed by the Texas Senate. Legislation
allowed the board to continue its authority over rates, policy forms, and related matters until August 31,
1994. On November 18, 1993, however, the board voted unanimously to turn over all remaining
authority to the Commissioner as of December 16, 1993. Also that year, the Legislature passed HB 2055,
the Small Employer Health Insurance Availability Act. The bill required carriers to offer three standard
health benefit policies to small employers. TDI developed the three prototype policies and distributed
them along with informational materials to the industry.

1995 — The 74th Legislature established penalties for insurance claim fraud, empowered TDI to
commission peace officers, and conferred law enforcement agency status on TDI. TDI created the Fraud
Unit, headed by an Associate Commissioner. Guaranteed issue provisions of the Small Employer Health
Insurance Availability Act took effect, requiring insurers to accept and employer group despite the prel’
existing medical conditions of one or more employees. The Legislature also changed the number of
requires small employer plans from three to two, a basic plan and a catastrophic plan.

1996 — Congress enacted the Health Insurance Portability and Accountability Act (HIPPA), which
addressed health care coverage, administration, and security. The Senate Interim Committee on Managed
Care expressed concerns regarding the dual regulation of health maintenance organizations (HMOs) by
the Texas Department of Health (TDH) and TDI. As a result, TDH delegated the HMO complaint
investigation and examination functions to TDI via and interagency agreement that took effect on
September 1, 1996.

1997 — The 75th Legislature enacted Senate Bill (SB) 371, which returned SFMO and its duties to TDI.
The Legislature also enacted several bills designed to improve the availability of health care and assure
the quality of care. SB 385 permanently transferred responsibilities for HMO complaints and
examinations from TDH to TDI, codified TDI’s patient protection rules, and required OPIC to prepare
reports comparing the benefits and services of HMOs operating in Texas. Legislation to implement
provisions of HIPAA was also passed. The Texas Health Insurance Risk Pool was activated for people
unable to obtain coverage because of pre-existing medical conditions. Also that year, Texas became the
first state to enact a law authorizing enrollees of HMOs and other insurers to sue in state court for
treatment decisions. In Aetna Health Inc. v. Davila and Cigna Health Care v. Calad, the Supreme Court
held that ERISA preempts cases brought in state courts for damages allegedly resulting from the health
plans’ coverage decisions. The court further held that Texas law is not saved from ERISA preemption as
a law regulating insurance because the savings clause does not apply when there is a direct conflict
between state and federal law, including remedies provisions.
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1999 — The federal Gramm-Leach-Bliley Financial Services Modernization Act repealed the Glass-
Steagall Act, which prohibited banks from offering investment, commercial banking, and insurance
services. GLBA now allows commercial and investment banks to consolidate with insurance
underwriting services.

2000 — Led by a dramatic increase in mold remediation claims, homeowners claims for water damage
more than doubled, and the dollar amount paid on claims multiplied sevenfold.

2001 — TDI received $1.3 million from the federal Health Resources and Services Administration
(HRSA) to study the uninsured in Texas. HRSA awarded a supplemental grant to the agency in 2003 to
continue the study.

2003 — In response to rising homeowners insurance premiums, SB 14 granted TDI new authority to
regulate all insurance rates in Texas, eliminating the existing “Lloyds” exemption.

2005 — The 79th Legislature passed HB 7, which abolished TWCC and created the Division of Workers’
Compensation (DWC) as a division within TDI. DWC is administered by the Commissioner of Workers
Compensation, who is appointed by the Governor. HB 7 also created a new state agency, the Office of
Injured Employee Counsel (OIEC), to meet the needs of injured workers. OIEC is administratively
supported by TDI. HB 7 also authorized TDI to certify workers’ compensation health care networks, a
new approach to health care delivery similar to the managed care networks used in group health
insurance.

b
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A. Complete the following chart providing information on your policymaking body members.

Texas Department of Insurance
Exhibit 3: Policymaking Body

Member Name Term/Appointment Dates/ Qualification City
Appointed by
Mike Geeslin, 2-year term/ 1) be a competent and Austin
Commissioner of Insurance February 1, 2007 to February experienced administrator;
1, 2009/ (2) be well informed and qualified
Appointed by Governor Rick in the field of insurance and
Perry insurance regulation; and
(3) have at least five years of
experience in the administration of
business or government or as a
practicing attorney or certified
public accountant.
Tex. Ins. Code §31.023.
Albert Betts, Commissioner | 2-year term/ (1) be a competent and Austin
of Workers” Compensation | February 1, 2007 to February | eXperienced administrator;
1, 2009/ (2) be well-informed and qualified
Appointed by Governor Rick | in the ﬁeld_Of workers'
Perry compensation; and
(3) have at least five years of
experience as an
executive in the administration of
business or government or as a
practicing attorney, physician, or
certified public accountant.
Tex. Labor Code §402.00118.

B. Describe the primary role and responsibilities of your policymaking body.

The Commissioner of Insurance is the agency’s chief executive and administrative officer appointed by
the Governor as head of the Texas Department of Insurance (TDI). Texas Insurance Code, Chapter 31,
charges TDI with regulating the business of insurance in Texas and administering the Workers’
Compensation System of this state as provided by Title 5 of the Texas Labor Code. The Commissioner of
Insurance is charged with administering and enforcing the Texas Insurance Code, other insurance laws of
this state, and other laws granting jurisdiction or applicable to the agency and the Commissioner.

Texas Labor Code, Chapter 402, designates TDI as the agency to oversee the workers’ compensation
system in this state and establishes the Division of Workers’ Compensation (DWC) as a division within
TDI. DWC is part of TDI; however, unlike other divisions or areas, the Commissioner of Workers’
Compensation has statutory authority to perform other activities such as: adopt rules; intervene in any
judicial proceeding under Subchapter F or Subchapter G, Texas Labor Code; enter into contracts with the
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federal government to perform occupational safety projects and apply for federal funds through any
federal program relating to occupational safety; contract with a private or public entity to perform a duty
or function of DWC; appoint advisory committees as the Commissioner of Workers” Compensation
considers necessary; assess an administrative penalty for administrative violation; and enter a cease and
desist order.

The Texas Labor Code, Chapter 402, provides that the Commissioner of Workers” Compensation is the
division’s chief executive and administrative officer. The Commissioner of Workers’ Compensation has
the powers and duties vested in the division. The Commissioner of Workers’ Compensation shall
conduct the daily operations of the division and otherwise implement division policy.

C. How is the chair selected?

The Texas Department of Insurance does not have a chair.

D. List any special circumstances or unique features about your policymaking body or its
responsibilities.

The Commissioner of Insurance is TDI’s chief executive and administrative officer appointed by the
Governor as head of the Texas Department of Insurance. House Bill 7, enacted by the 79th Texas
Legislature, Regular Session, created the Division of Workers’ Compensation as a division within TDI
(Texas Labor Code, Section 402.001). The DWC is administered by the Commissioner of Workers’
Compensation, who is appointed by the Governor (Texas Labor Code, Sections 402.00111 and
402.00116).

E. In general, how often does your policymaking body meet? How many times did it meet in FY
2006? in FY 2007?

TDI does not have a policymaking body, such as a board or commission. TDI has a single commissioner
as the chief executive officer and administrative head of the agency.

House Bill 7, enacted by the 79th Texas Legislature, Regular Session, created the Division of Workers’
Compensation as a division within TDI (Texas Labor Code, Section 402.001). The DWC is administered
by the Commissioner of Workers’ Compensation, who is appointed by the governor (Texas Labor Code,
Section 402.00111).

F. What type of training do members of your agency’s policymaking body receive?

The Commissioner of Insurance receives training in the following areas pursuant to Texas Insurance
Code, Section 31.028:

(1) the legislation that created the department;

(2) the programs operated by the department;

(3) the role and functions of the department;

(4) the rules of the department, with an emphasis on the rules that relate to disciplinary and investigatory
authority;

(5) the current budget for the department;
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(6) the results of the most recent formal audit of the department;
(7) the requirements of:
(A) the open meetings law, Chapter 551, Government Code;
(B) the public information law, Chapter 552, Government Code;
(C) the administrative procedure law, Chapter 2001, Government Code; and
(D) other laws relating to public officials, including conflict of interest laws; and
(8) any applicable ethics policies adopted by the department or the Texas Ethics Commission.

The Commissioner of Workers’ Compensation receives training in the following areas pursuant to Texas
Labor Code, Section 402.00127:

(1) the legislation that created the division;
(2) the programs operated by the division;
(3) the role and functions of the division;
(4) the rules of the commissioner of insurance relating to the division, with an emphasis on the rules that
relate to disciplinary and investigatory authority;
(5) the current budget for the division;
(6) the results of the most recent formal audit of the division;
(7) the requirements of:
(A) the open meetings law, Chapter 551, Government Code;
(B) the public information law, Chapter 552, Government Code;
(C) the administrative procedure law, Chapter 2001, Government Code; and
(D) other laws relating to public officials, including conflict-of-interest laws; and
(8) any applicable ethics policies adopted by the division or the Texas Ethics Commission.

In addition, the Commissioner of Insurance and the Commissioner of Workers’ Compensation may attend
seminars on issues related to insurance and workers’ compensation.

G. Does your agency have policies that describe the respective roles of the policymaking body
and agency staff in running the agency? If so, describe these policies.

The Commissioner of Insurance on behalf of the Texas Department of Insurance has adopted the
following manuals, which set forth the agency’s policies and procedures:

e Operations Manual

e Personnel Manual

e Computer Security Manual

o Employee Health, Safety and Risk Management Manual
e Open Records Manual

e Fraud Prevention Manual.

The TDI Manuals are updated and/or revised every two years following each legislation session.
Following adoption by the Commissioner of Insurance, the TDI Manuals are made available to all
employees on TDI’s Intranet website, on TDI’s agency shared drive of TDI computers, and a hard copy is
maintained by program area supervisors. In addition, hard copies of the Manuals also are available for
review in Human Resources. Employees are made aware through an agency-wide email that the TDI
Manuals have been adopted. The employees are required to sign an acknowledgement form indicating
that they understand they must comply with the policies in the manuals and that the manuals are
accessible through the agency’s shared network drives.
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H. What information is regularly presented to your policymaking body to keep them informed
of your agency's performance?

The Commissioner of Insurance and the Commissioner of Workers’ Compensation receive regular
briefings and reports from staff regarding performance, which include:

o quarterly information on the agency’s budget, expenditure, performance measure, and revenue
status, and on human resources and recruitment data

o written biweekly or monthly reports from each agency program, including activities and status of
program initiatives

o monthly status of rulemaking efforts and contested cases

e regular meeting with program areas.

The information presented to the Commissioner of Insurance is augmented by meetings 1) between
program area executive management and 2) between key program personnel that meet separate from
executive management. This network of communication helps to foster intra-departmental
communication at both strategic and tactical levels. These efforts in turn help to enhance the information
presented to the Commissioners.

I. How does your policymaking body obtain input from the public regarding issues under the
jurisdiction of the agency? How is this input incorporated into the operations of your
agency?

In general, TDI uses the following methods to collect stakeholder feedback:

e daily telephone calls, mail, complaint submissions, and personal contacts

e dissemination of information to public and stakeholders (e.g., bulletins, articles, letters)
o formal and informal surveys

e guidance from working groups, advisory boards, task forces, and committees

o informational hearings to gather information on a particular topic

o formal and informal administrative rule comments

o compliance conferences, national and regional meetings of organizations.

Input from the public has resulted in process improvements, outreach efforts, publication development,
rule changes, and legislative recommendations.

J. If your policymaking body uses subcommittees or advisory committees to carry out its duties,
fill in the following chart.

Texas Department of Insurance
Exhibit 4: Subcommittees, Advisory Committees and Boards

Name of
Subcommittee Size/Composition/How are members . Legal Basis for
5 . Purpose/Duties 5

or Advisory appointed? Committee

Committee
Agents Study The commissioner of insurance may The advisory council may Tex. Ins. Code
Proposal Vendor | appoint an advisory council. Ifan advisory | provide the commissioner of | §4004.002.
Committee council is appointed, the council must be insurance with information
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(short term composed of nine members, four of whom and assistance in the conduct
study) must be public members. of the continuing education

program for agents licensed

under this title.
Building Code Nine voting members and the commissioner | The committee is Tex. Ins. Code
Advisory of insurance or the commissioner's designee | established as an advisory §§2210.3017
Committee shall serve as an ex officio, nonvoting committee to advise and 302.

member of the advisory committee.

The voting members of the advisory
committee consists of the following:

(1) three members who are representatives
of the building industry who reside in
catastrophe areas: (A) two of whom are
residential builders; and (B) one of whom
is a representative of the building supply
industry;

(2) three members who are representatives
of the insurance industry: (A) one of
whom is a member of the board of
directors; and (B) two of whom are full-
time employees of an insurer authorized to
engage in the business of property and
casualty insurance in this state that writes
insurance in a catastrophe area; and

(3) three members who are representatives
of the public who reside in a catastrophe
area, one of whom is a professional
engineer licensed in this state.

The voting members are appointed by the
Commissioner of Insurance.

make recommendations to
the Commissioner of
Insurance on building
specifications and
maintenance in the plan of
operation.

Fire Detection
and Alarm
Devices
Advisory
Council

7 members

The advisory council is appointed by the
commissioner and is composed of seven
individuals as follows:

(1) three individuals employed by any
registered firm in the fire protection
industry who have a minimum of three
years experience in the sale, installation,
maintenance, or manufacturing of fire
alarm or fire detection devices;

(2) two individuals who must either be
experienced in the engineering of fire
prevention services or be a member of a fire
protection association;

(3) one person experienced and employed
by a municipality or county as a fire
prevention officer; and

(4) one person who is employed by any
registered firm and who has at least three
years experience in the operation of a
central fire alarm monitoring station.

The council shall
periodically review rules
implementing this article
and recommend changes in
the rules to the
Commissioner of Insurance.

Tex. Ins. Code
art. 5.43-2, §6
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Fire
Extinguisher
Advisory
Council

The statute does not specify the number of
council members.

The commissioner may delegate the
exercise of all or part of the commissioner’s
functions, powers, and duties under this
article, except for the issuance of licenses,
certificates, and permits, to a Fire
Extinguisher Advisory Council whose
members shall be appointed by the
commissioner. The council shall assist in
the review and formulation of rules adopted
under this article and shall periodically
review rules implementing this article and
recommend changes in the rules to the
commissioner. The members of the council
shall be experienced and knowledgeable in
one or more of the following areas: fire
services, fire extinguisher manufacturing,
fire insurance inspection or underwriting,
fire extinguisher servicing, or be a member
of a fire protection association or industrial
safety association.

The council shall assist in
the review and formulation
of rules adopted under this
article and shall periodically
review rules implementing
this article and recommend
changes in the rules to the
Commissioner of Insurance.

Tex. Ins. Code
art. 5.43-1, §9

Fire Protection
Sprinkler
System
Advisory
Council

7 members

The advisory council shall have seven
members as follows:

(1) three individuals who have been
actively engaged in the management of a
fire protection sprinkler system business for
not less than five years preceding their
appointment;

(2) one representative of the engineering
section of the board's property division;
(3) one volunteer fire fighter; and

(4) one member from each of two fire
departments of incorporated cities of this
state.

The advisory council, in
addition to other duties
delegated by the
Commissioner of Insurance,
shall advise the State Fire
Marshal concerning the
practices in the fire
protection sprinkler system
industry and rules necessary
to implement and administer
this article and make
recommendations to the
State Fire Marshal regarding
forms and procedures for
certificates of registration
and licenses.

Tex. Ins. Code
art. 5.43-3, §6

Health Insurance
Risk Pool Board
of Directors

The board members are appointed by the
Commissioner of Insurance and consist of
nine members as follows:

(1) at least two, but not more than four,
members must be individuals who are
affiliated with a health benefit plan issuer
authorized to write health benefit plans in
this state;

(2) at least two of the members must be
individuals or the parents of individuals
who are covered by the pool or are
reasonably expected to qualify for coverage
by the pool; and

(3) the other members of the board may be
selected from individuals such as: (A) a
physician licensed to practice in this state

The pool is governed by a
board of directors. In
addition to the other powers
granted to the pool under
this chapter, the pool may
exercise any of the authority
that a health benefit plan
issuer authorized to write
health benefit plans in this
state may exercise under the
law of this state. Operation
and management of the pool
is governed by a plan of
operation. The plan of
operation includes the
articles, bylaws, and
operating rules of the pool

Tex. Ins. Code
§1505.051.
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by the Texas State Board of Medical
Examiners; (B) a hospital administrator;
(C) an advanced nurse practitioner; or (D)
a representative of the public who is not
employed by or affiliated with an insurance
company or insurance plan, group hospital
service corporation, or health maintenance
organization.

that are adopted by the
commissioner of insurance.

Health
Maintenance
Organization
Solvency
Surveillance
Committee

The committee is composed of nine
members appointed by the commissioner of
insurance.

Each member must be a health maintenance
organization that holds a certificate of
authority under this chapter or a public
representative. If a member is a health
maintenance organization or its holding
company system, the commissioner shall
appoint an officer or employee of the
member to represent the member on the
committee. No two individuals on the
committee may be employees or officers of
the same health maintenance organization
or holding company system. Five of the
members shall represent health
maintenance organizations or their holding
company systems. Of the health
maintenance organization members, one
shall represent a limited health care service
plan and one shall represent a single health
care service plan. The commissioner shall
select the remaining health maintenance
organization members after considering
appropriate factors such as the varying
categories of premium income and
geographic location. A public
representative may not: (1) be an officer,
director, or employee of a health
maintenance organization, a health
maintenance organization agent,

or any other business entity regulated by the
commissioner; (2) be a person required to
register under Chapter 305, Government
Code; or (3) be related to a person
described by Subdivision (1) or (2) within
the second degree by affinity or
consanguinity. Qualifications for
membership, terms of office, and
reimbursement of expenses shall be
governed by the approved plan of operation
required under Section 843.437.

The Health Maintenance
Organization Solvency
Surveillance Committee
exists under the direction of
the commissioner. The
committee shall perform its
functions under a plan of
operation. The committee
shall assist and advise the
commissioner regarding:
the detection and prevention
of insolvency problems in
health maintenance
organizations; and any
health maintenance
organization placed in
rehabilitation, liquidation,

supervision, or conservation.

Tex. Ins. Code
§843.4350]
843.436.

Life, Accident,
Health and
Hospital Service
Insurance

Nine members appointed by the
commissioner of insurance.

The commissioner of insurance shall

The Life, Accident, Health,
and Hospital Service
Insurance Guaranty
Association is a nonprofit

Tex. Ins. Code
§§463.053-463]
058.
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Guaranty
Association
Board of
Directors

appoint three board members from officers
or employees of the 50 member insurers
having the largest total direct premium
income according to the most recent
financial statement on file on the date of
appointment.

To give fair representation to member
insurers, the commissioner shall appoint
two board members from member insurers
other than insurers described by subsection
(b), considering the varying categories of
premium income and geographical location.
The commissioner shall appoint four board
members who are public representatives.

legal entity existing to pay
benefits and continue
coverage.

Property and
Casualty
Insurance
Guaranty
Association
Board of
Directors

The board of directors consists of nine
individuals.

Member insurers shall select five insurance
industry board members, subject to the
approval of the commissioner of insurance.
Four board members must be public
representatives appointed by the
commissioner of insurance.

The purposes is to (1)
provide a mechanism for the
payment of covered claims
under certain insurance
policies to avoid excessive
delay in payment; (2) avoid
financial loss to claimants or
policyholders because of an
insurer's impairment; (3)
assist in the detection and
prevention of insurer
insolvencies; and (4)
provide an association to
assess the cost of that
protection among insurers.

Tex. Ins. Code
§§462.0510
462.055.

Public Insurance

The advisory board is composed of nine

An advisory board shall

Tex. Ins. Code

Adjusters members appointed by the commissioner of | make recommendations to §4101.006.
Examination insurance as follows: the commissioner of
Advisory insurance regarding: (1) the
Committee (1) the presiding officer of the scope, time, and conduct of

unauthorized practice of law committee of written examinations under

the State Bar of Texas; Subchapter B; (2) the times

(2) three members who represent the and locations in this state

public; where the examinations are

(3) two members with knowledge and held; and (3) any other

experience in the profession of insurance matter the commissioner of

adjusting; insurance submits to the

(4) one member from a domestic insurer advisory board for a

authorized to engage in business in this recommendation.

state;

(5) one member from a foreign insurer

authorized to engage in business in this

state; and

(6) one member who is an independent

adjuster.
Technical The commissioner of insurance shall The technical advisory Tex. Ins. Code
Advisory appoint a technical advisory committee on committee shall advise the §§1212.0010
Committee on processing by insurers and health commissioner of insurance 1212.003.

Claims
Processing

maintenance organizations of claims by
physicians and other health care providers
for medical care and health care services

on technical aspects of
coding of health care
services and claims
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provided to patients.

development, submission,
processing, adjudication,
and payment, as well as the
impact on those processes of
contractual requirements and
relationships, including
relationships among
employers, health benefit
plans, insurers, health
maintenance organizations,
preferred provider
organizations, electronic
clearinghouses, physicians
and other health care
providers, third-party
administrators, independent
physician associations, and
medical groups. The
committee shall also advise
the commissioner of
insurance with respect to the
implementation of the
standardized coding and
bundling edits and logic.
The commissioner of
insurance shall consult the
technical advisory
committee before adopting
any rule related to the
subjects described by
subsection (a).

Texas Health
Coverage
Awareness and
Education
Program Task
Force

The task force members are appointed by
the commissioner of insurance. The task
force is

composed of:

(1) one representative from each of the
following groups or entities: (A) health
benefit coverage consumers; (B) small
employers; (C) employers generally; (D)
insurance agents; (E) the office of public
insurance counsel; (F) the Texas Health
Insurance Risk Pool; (G) physicians; (H)
advanced practice nurses; (I) hospital trade
associations; and (J) medical units of
institutions of higher education

(2) arepresentative of the Health and
Human Services Commission responsible
for programs under Medicaid and the
children's health insurance program; and
(3) one or more representatives of health
benefit plan issuers.

The task force may make
recommendations regarding
the health coverage public
awareness and education
program. The department
shall consult the task force
regarding the content for the
public service
announcements, Internet
website, and educational
materials.

Tex. Ins. Code
§§524.0010
524.005.

Texas Health The board of directors of the system is The system has the general Tex. Ins. Code
Reinsurance composed of: (1) nine members appointed powers and authority §1501.303.
System Board of | by the commissioner of insurance; and (2) granted under state law to an
Directors the commissioner of insurance or the insurer or a health
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commissioner's designee, who serves as an
ex officio member.

Five of the appointed members must be
representatives of reinsured health benefit
plan issuers selected from individuals
nominated by small employer health benefit
plan issuers in this state according to
procedures developed by the commissioner
of insurance. Four of the appointed
members must represent the public.

maintenance organization
authorized to engage in
business, except that the
system may not directly
issue a health benefit plan.

Texas Self-
Insurance Group
Guaranty Fund
Board of
Directors

The board is composed of the following
voting members:

(1) three members elected as provided by
Subsection (c), each of whom represents a
different group certified under this chapter;
(2) one member to represent wage earners
designated by the commission;

(3) one member designated by the
commissioner of insurance; and

(4) the public counsel of the office of
public insurance counsel. The
commissioner of insurance shall appoint the
initial board members representing groups.

The Texas self-insurance
group guaranty fund is a
nonprofit association
established to provide for
the payment of workers'
compensation insurance
benefits for injured
employees covered by a
group declared insolvent
under Section 407A.355.

Tex. Labor
Code
§§407A.452(]
407A.453.

Texas Surplus
Lines Stamping
Office

The board of directors consists of nine
members appointed by the commissioner.

Four members must represent the public
and have a minimum of three years of
experience in purchasing commercial
insurance.

The stamping office shall
conduct the following
activities as provided in the
plan of operation:

(1) receive, record, and
review each surplus lines
insurance contract that a
surplus lines agent is
required to file with the
office; (2) provide to the
commissioner of insurance
an evaluation of the
eligibility of each surplus
lines insurance contract and
surplus lines insurer; (3)
prepare monthly reports for
the commissioner of
insurance relating to surplus
lines insurance obtained
during the preceding month
in a form prescribed by the
commissioner; (4) prepare
reports for the commissioner
relating to surplus lines
business; (5) collect from
each surplus lines agent a
stamping fee for the costs of
operations to be paid by the
insured and determined by
the department in an amount
not to exceed three-fourths

Tex. Ins. Code
§981.152.
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of one percent of gross
premium resulting from
surplus lines insurance
contracts; (6) employ
persons; (7) borrow money;
(8) enter into contracts; (9)
perform any other acts to
facilitate or encourage
compliance with this chapter
and rules adopted under this
chapter; and (10) provide
any other service incidental
or related to an office

purpose.

Title Insurance

The board of directors consists of nine

The association shall

Tex. Ins. Code

Guaranty individuals appointed by the commissioner | perform its functions under a | §§2602.051(]
Association of insurance. plan of operation. The plan | 2602.057.
Board of of operation must, in
Directors Three board members must be officers or addition to the other
employees of title insurance companies. requirements of this chapter:
Two board members must be officers or (1) establish: (A)
employees of agents. Four board members | procedures for handling the
must be public representatives. assets of the association;
(B) the amount and method
of reimbursing board
members; (C) regular
places and times for board
meetings; (D) procedures
for maintaining records of
all financial transactions of
the association, its agents,
and the board; and (E)
procedures for determining
the amount of guaranty fees,
for collecting those fees, and
for assessments.
Texas Department of Insurance
Statutorily Created Entities
Board/Governing Body Members Appointed by the Commissioner of Insurance
Name {.)f Size/Composition/How are members . Legal Basis for
Association annointed? Purpose/Duties Committee
Advisory Body ’
Fair Access to 11 members The FAIR Plan Association | Tex. Ins. Code
Insurance is a nonprofit association §§2211.05201
Requirements The governing committee is composed as that is administered by a 2211.054.
(FAIR) Plan follows: five members who represent the governing committee of the
Association interests of insurers; four public members; association pursuant to a
Governing and two members who are general property | plan of operation. The
Committee and casualty agents. The commissioner of | Texas FAIR Plan
insurance or designee by the commissioner | Association provides
serves as an ex officio member. Each residential property
member of the governing committee who insurance to qualified
represents the interests of insurers must be a | consumers who are having
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full-time employee of an insurer.

The members of the governing committee
are appointed by the Commissioner of
Insurance.

difficulty obtaining coverage
from licensed insurance
companies. Subject to the
approval of the
Commissioner of Insurance,
the governing committee
must develop the plan of
operation and propose any
amendments to the plan of
operation, which must be
adopted by the
commissioner by rule. The
commissioner is charged
with the authority to
supervise the association.

Texas The governing committee is composed of The purpose of the Tex. Ins. Code
Automobile 15 members selected as follows: Association is to make §§2151.0511J
Insurance Plan automobile bodily injury 2151.055.
Association (1) eight members who represent the and property damage
Governing interests of insurers, elected by the liability insurance required
Committee association members according to a method | by the Texas Motor Vehicle
the members determine; Safety Responsibility Act
(2) five public members, nominated by the | available to eligible
office of public insurance counsel and applicants, subject to the
selected by the commissioner of insurance; | rules of the Association.
and The association is
(3) two members who are general property | administered by a governing
and casualty agents, as required by the plan | committee under a plan of
of operation. operation. The plan of
operation must: (1) provide
for the efficient, economical,
fair, and nondiscriminatory
administration of the
association; and (2) provide
a means by which insurance
may be provided in
accordance with Section
2151.102(a). Subject to the
commissioner of insurance’s
approval, the governing
committee may amend the
plan of operation.
Texas Medical The association is governed by a board of The association provides Tex. Ins. Code
Liability directors composed of the following nine medical liability insurance §2203.052.
Insurance members: on a self-supporting basis.
Underwriting
Association (1) five representatives of insurers that are
Board of required to be association members, elected
Directors by association members;

(2) one physician, appointed by the Texas
Medical Association or a successor to that
association;

(3) one representative of hospitals,
appointed by the

Texas Hospital Association or a successor
to that association; and
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(4) two public members, appointed by the
commissioner of insurance.

Texas
Windstorm
Insurance
Association
Board of
Directors

The board of directors is
composed of the following nine members:

(1) five representatives of different insurers
who are members of the association, elected
by the members as provided by the plan of
operation;

(2) two public representatives who are
nominated by the office of public insurance
counsel and who, as of the date of the
appointment: (A) reside in a catastrophe
area; and (B) are policyholders of the
association; and

(3) two general property and casualty
agents: (A) who have demonstrated
experience in the association; and (B)
whose principal offices, as of the date of the
appointment, are located in a catastrophe
area.

The plan of operation must:
(1) provide for the efficient,
economical, fair, and
nondiscriminatory
administration of the
association; and

(2) include: (A) a plan for
the equitable assessment of
the members of the
association to defray losses
and expenses; (B)
underwriting standards; (C)
procedures for accepting and
ceding reinsurance; (D)
procedures for determining
the amount of insurance to
be provided to specific risks;
(E) time limits and
procedures for processing
applications for insurance;
and (F) other provisions as
considered necessary by the
department to implement the
purposes of this chapter.
The plan of operation may
provide for liability limits
for an insured structure and
for the corporeal movable
property located in the
structure.

Tex. Ins. Code
§§2210.1010J
2210.105.
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V. Funding

A. Provide a brief description of your agency’s funding.

The Texas Department of Insurance (TDI) is primarily funded from two accounts within the General
Revenue fund. The agency’s operations are primarily funded by TDI’s operating account (Account 36).
The Subsequent Injury Fund (appropriated fund 5101) is used to pay lifetime benefits to workers
suffering subsequent injuries and to reimburse insurance carrier claims.

Account 36 is funded by collections from two primary sources:

e The Comptroller of Public Accounts collects insurance company maintenance taxes and fees and
deposits the revenues first into General Revenue Fund 001 and then transfers the funds into
Account 36.

o TDI collects user fees, such as insurance company filing fees, licensing fees, and examination
fees, and deposits them directly into Account 36. Additionally, certified self-insurer taxes and
federal funds are revenue sources for Account 36.

Maintenance taxes are a primary source of funding for Account 36. The maintenance taxes also provide
supplemental funding to other agencies as dictated by appropriations by the Legislature. The Texas
Insurance Code requires the Commissioner of Insurance to set maintenance tax rates each year for nine
lines of insurance in order to generate sufficient revenues to fund the difference between projected
revenues from non-maintenance tax sources and projected Account 36 expenditures. This mechanism
ensures that enough funding is generated to cover the appropriations passed by the Legislature, and it is
designed to be self correcting, as discussed below.

At the end of each fiscal year, Account 36 contains a substantial fund balance to cover continuing
expenditures until maintenance taxes are collected and credited by the Comptroller in April or May, when
the Account is usually at its lowest balance. In years when the maintenance taxes produce more revenue
than is spent from the Account, by statute the unspent funds remain in the Account and the maintenance
tax rates are set to recover a lower level of revenue the following year. In other words, the statute
governing the operation of Account 36 contemplates that revenue collection be a self-correcting
mechanism, collecting only the revenue needed for appropriations; any savings from current
appropriations simply reduce the amount of maintenance taxes assessed against the insurance companies
in the following year and do not result in a savings to General Revenue.

The source of revenue for the Subsequent Injury Fund is money from workers’ compensation insurance
carriers on the death of covered employees when no person entitled to compensation survives such
employees.

B. List all riders that significantly impact your agency’s budget.

Riders that significantly impact TDI are presented below. The description of each rider is the exact
language included in the General Appropriations Act. For additional information, please see the General
Appropriations Act for the 2006-2007 biennium.
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Capital Budget. None of the funds appropriated above may be expended for capital budget items except
as listed below. The amounts shown below shall be expended only for the purposes shown and are not
available for expenditure for other purposes. Amounts appropriated above and identified in this provision
as appropriations either for “Lease Payments to the Master Lease Purchase Program” or for items with a
“(MLPP)” notation shall be expended only for the purpose of making lease-purchase payments to the
Texas Public Finance Authority pursuant to the provisions of Government Code, Section 1232.103. Upon
approval from the Legislative Budget Board, capital budgeted funds listed below under “Acquisition of
Information Resource Technologies” may be used to lease information resources hardware and/or
software, if determined by agency management to be in the best interest of the State of Texas.

Liquidation Oversight and Title Examiner Full-Time Equivalent Positions. In addition to the full-time
equivalent positions authorized above, an additional 32.5 full-time equivalent positions are authorized for
each year of the 2006-07 biennium to support liquidation oversight and title examiner activities. These
positions are excluded from the FTE cap.

Appropriations Limited to Revenue Collections. The application of special provisions limiting
appropriations to revenue collections elsewhere in this Article shall be consistent with relevant statutory
provisions governing the agency’s assessment of tax rates and fees. As provided by the Texas Insurance
Code, the Commissioner shall take into account unexpended funds in the preceding year when adjusting
rates of assessment necessary to pay all expenses of regulating insurance and conducting the operations of
the State Fire Marshal during the succeeding year.

Travel Cap. Out of the funds appropriated above, expenditures for out-of-state travel by the Texas
Department of Insurance are limited to $600,551 in fiscal year 2006 and $600,551 in fiscal year 2007. Of
these amounts, $483,488 in fiscal year 2006 and $483,488 in fiscal year 2007 shall be utilized solely for
out-of-state travel for the purpose of financial examinations.

DWC-Related Riders:

Appropriation of Certain Fees. Revenues collected by the commission as reproduction fees, third party
reimbursements, seminar fees, publication fees, and fees collected for audits, inspections, and
consultations are estimated to be $1,264,106 for fiscal year 2006 and $1,271,270 for fiscal year 2007 are
included in the above method of financing as Appropriated Receipts.

Appropriations Limited to Revenue Collections. It is the intent of the Legislature that revenues as
authorized and generated by the commission cover, at a minimum, the cost of general revenue
appropriations made above, as well as covering “other direct and indirect costs” associated with such
general revenue appropriations. “Other direct and indirect costs” associated with such general revenue
appropriations are estimated to be $12,360,015 for fiscal year 2006 and $12,724,257 for fiscal year 2007.
In the event that actual and/or projected revenue collections are insufficient to offset the costs identified
by this provision, the Legislative Budget Board may direct that the Comptroller of Public Accounts
reduce the appropriation authority provided above to be within the amount of revenue expected to be
available. The application of this provision shall be consistent with applicable statutory provisions
governing the commission’s assessment of tax rates and fees. When the commission sets the rate of
assessment for the maintenance tax, it shall take into account a surplus or deficit produced by the tax in
the preceding year and other factors as provided by Section 403.003, Labor Code, Rate of Assessment.

Appropriation of Unexpended Balances. Any unexpended balances as of August 31, 2006, not to exceed
five percent for any item of appropriation, are hereby appropriated to the Division of Workers’
Compensation for the same purposes for the fiscal year beginning September 1, 2006.
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Business Process Improvement. Of the amounts appropriated above to the Division of Workers’
Compensation, an amount not to exceed $3,560,000 for the biennium shall be used for the Business
Process Improvement Project expenditures. As an exception to Rider 16: Appropriation of Unexpended
Balances, the unexpended balances for the Business Process Improvement Project for the fiscal year
ending August 31, 2006, not to exceed $2,808,500, are hereby appropriated to the agency for the same
purposes for the fiscal year ending August 31, 2007. If the amounts for the Business Process
Improvement in Rider 2, Capital Budget are reduced by other provisions in this Act, this rider shall not
take effect.

Subsequent Injury Fund. The amounts appropriated above in the Division of Workers’ Compensation
include an estimated $3,670,140 in fiscal year 2006 and $3,670,140 in fiscal year 2007 out of the GR
Dedicated — Subsequent Injury Account No. 5101 for payment of liabilities pursuant to Labor Code,
Chapter 403. In the event that actual liabilities exceed the estimated amounts, the Division of Workers’
Compensation shall furnish information supporting the estimated additional liabilities to the Comptroller
of Public Accounts. If the Comptroller finds that there are sufficient balances in the GR Dedicated —
Subsequent Injury Account No. 5101 to support the payment of projected liabilities, a finding of fact to
that effect shall be issued and a contingent appropriation shall be made available for the intended
purposes.

Out-of-State Travel Cap Exemption. Out of the funds appropriated above, expenditures for out-of-state
travel by the Division of Workers” Compensation are limited to $51,146 in fiscal year 2006 and $51,146
in fiscal year 2007. Notwithstanding any other provisions in this act, travel associated with federal
programs and paid out of federal funds is exempt from this limitation.

C. Show your agency’s expenditures by strategy.

Texas Department of Insurance
Exhibit 5: Expenditures by Strategy Fiscal Year 2006
Contract
Expenditures
Total Included in Total
Goal/Strategy Amount Amount
111 | Consumer Education And Market Analysis $3,641,305.17 $377,519.79
112 | Rates, Forms And Licenses 8,749,300.98 321,437.72
113 | Underserved Coverage 158,340.50 6,292.76
121 | Resolve Complaints 2,618,111.49 48,328.47
122 | Investigations and Enforcement 3,267,996.96 167,939.61
123 | Insurer Fraud 1,119,112.74 20,305.88
124 | TexasOnline-Subscription Fees 365,895.00 0
211 | Insurers’ Financial Condition 10,954,566.59 337,005.82
311 | Loss Control Programs 2,700,211.98 31,463.85
312 | Provider and Consumer Fraud[l 1,152,401.82 20,305.86
411 | Fire Protection 3,639,940.45 62,457.94
511 | Central Administration 6,761,533.87 329,653.18
512 | Information Resources 7,676,983.52 2,116,478.20
513 | Other Support Services 2,514,391.40 222,889.97
514 | DWC Business Process Improvement 3,751,906.72 2,439,220.83
515 | DWC Regional Administration 616,425.92 5,602.82
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611 | DWC Medical Cost Containment 1,939,104.31 110,455.20
621 | DWC Investigation Compliance 2,381,729.34 6,998.89
631 | DWC Develop Implementation Processes 6,186,206.22 155,556.84
641 | DWC Regulate Self-Insurance 612,242.73 0
711 | DWC Inform Benefit Dispute Resolution 7,859,915.60 84,172.74
712 | DWC Inform Medical Dispute Resolution 1,240,212.26 9,441.59
713 | DWC Formal Benefit Dispute Resolution 4,797,930.16 28,670.08
714 | DWC Formal Medical Dispute Resolution 668,164.18 304,859.31
811 | DWC Health and Safety Services 3,961,882.54 42,382.53
911 | DWC Subsequent Injury Fund Disbursement 2,691,131.47 0
GRAND TOTAL: $92,026,943.92 $7,249,439.88

D. Show your agency’s objects of expense for each category of expense listed for your agency in

the General Appropriations Act FY 2006.

Texas Department of Insurance
Exhibit 6: Objects of Expense - Fiscal Year 2006

Object-of-Expense Amount

1001 Salaries & Wages $67,969,231.64
1002 Other Personnel Costs 3,053,437.90
2001 Professional Fees/Services 4,497,785.33
2002 Fuels and Lubricants 124,228.37
2003 Consumable Supplies 537,811.03
2004 Utilities 867,633.91
2005 Travel In-State 1,543,456.95
2006 Rent - Building 3,053,676.01
2007 Rent - Machine and Other 354,016.29
2009 Other Operating Expense 9,211,260.25
2105 Travel Out-of-State 491,008.01
5000 Capital Expenditures 323,398.23
Total $92,026,943.92

A table presenting the agency objects of expense by program for each expense category is attached to
TDI’s Self-Evaluation Report.
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including taxes and fines.

E. Show your agency’s sources of revenue. Include all local, state, and federal appropriations,
all professional and operating fees, and all other sources of revenue collected by the agency,

Texas Department of Insurance
Exhibit 7: Sources of Revenue Fiscal Year 2006 (Actual)

Source Amount
General Revenue
0001 General Revenue $5,790.00
0001 DWC Earned Federal Funds 224,406.00

8042 Maintenance Taxes

31,614,560.27

Subtotal, General Revenue

31,844,756.27

General Revenue Dedicated Funds

0036 DWC Regular Operating Fund

$37,847,434.47

0036 Insurance Operating Fund 16,019,250.59
5101 Subsequent Injury Fund 2,626,768.67
0036 GR ACCT — ROC on Workers’ Compensation 418,008.75

Subtotal, General Revenue Dedicated

56,911,462.48

Federal Funds
0036 DWC Federal Funds $2,027,826.06
Other Funds
0036 DWC Appropriated Receipts $1,085,357.02
0036 DWC TMIC Grant 157,542.40
Subtotal, Other Funds 1,242,899.42
TOTAL $92,026,944.23

F. If you receive funds from multiple federal programs, show the types of federal funding

sources.
Texas Department of Insurance
Exhibit 8: Federal Funds - Fiscal Year 2006 (Actual)

Type of Fund ?\f[a;fc/: elgae:i?)l State Share Federal Share Total Funding
OSHA Data (4031) 0/100 0 $75,125.15 $75,125.15
BLS-ROSH (4041) 50/50 126,974.92 126,974.92 253,949.84

BLS-CFOI (4051) 50/50 54,735.24 54,735.27 109,470.51
OSHCON (4061) 10/90 192,317.81 1,770,990.72 1,963,308.53
TOTAL $374,027.95 $2,027,826.06 $2,401,854.01

G. If applicable, provide detailed information on fees collected by your agency.

The fees collected by the Texas Department of Insurance are listed in an attachment to TDI’s Self-

Evaluation Report.
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number of FTEs in each program or division.

A. Provide an organizational chart that includes major programs and divisions, and shows the

Texas Department of Insurance
Agency Organizational Chart

July 2007
Commissioner of Insurance
Geeslin, Mike |
Division of Workers’
Compensation Commissioner
Betts, Albert

Chief of Staff Internal Audit

Phillips, Karen Royal, Greg
Executive Services Public Affair_s General Counsel Medical Advisor
Chase, Laverne Durden, David L Smith, Howard
Garcia, Norma
General Counsel & Public Information

Chief Clerk Office

Jarmon, Gene Gonzalez, Ben
Government Relations Executive Deputy Ex_ec_utlve Deput){ ) )
Cates, Carol o . Commissioner for Policy & Hearings Legal Services
’ Commissioner for Operations B
" o Research Lang, Bob Strickland, Stan
Gilbert, Patricia
Fayhee, Jaelene
Consumer Financial . Life, Health, WC Property & State Fire Workers' Compensation
" Enforcement Insurance Fraud Legal Services . . 9 X Research &
Protection Rever, Catherine Saenz, Danny Pompa. Dennis Waitt, Sara Networks & Licensing Casualty Marshal’s Office Evaluation Grou
Selden, Audrey yer, (Acting) pa, ' Ahrens, Jennifer Mah, C.H. Maldonado, Paul Lee, Amy P

The July 31, 2007, organizational chart is attached to the TDI Self-Evaluation Report. The

attachment includes agency, program, and division-level organizational charts. Additionally, the
August 31, 2006, organizational chart is available for review.
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B. If applicable, fill in the chart below listing field or regional offices.

Texas Department of Insurance
Exhibit 10: FTEs by Location - Fiscal Year 2006

Headquarters, Region, or Field Office Location Budgeted FTEs Actual FTESs, as of
FY 2006 August 31, 2006

TDI — Hobby Headquarters Austin 791.3 759.30
DWC — Metro Headquarters Austin 640.43 525.80
TDI Field Office — Central Texas San Antonio 16 16
TDI Field Office — North Texas Dallas 34 27
TDI Field Office — South Texas Houston 24 21
Angleton Field Office (Windstorm) Angleton 7 6
Beaumont Field Office (Windstorm) Beaumont 3 3
Corpus Christi Office (Windstorm) Corpus Christi 6 6
La Marque Field Office (Windstorm) La Marque 7 5
Corpus Christi (Fire Marshal) Corpus Christi 5 5
State Fire Marshal Field Staff zfoigfnlfnli(t)izl 12 12
DWC - Field Offices See note* 260.37 234

TOTAL 1,806.1 1,627.1

*Note: As of August 31, 2006, DWC had field offices in the following cities: Abilene, Amarillo, Austin, Beaumont,
Bryan, Corpus Christi, Dallas, Denton, El Paso, Fort Worth, Houston (East and West), Laredo, Lubbock, Lufkin,
Midland, Missouri City, San Angelo, San Antonio, Tyler, Victoria, Waco, Weslaco, and Wichita Falls.

C. What are your agency’s FTE caps for fiscal years 2006 - 2009?

Texas Department of Insurance FTE caps, FY 2006 - 2009

2006 2007 2008 2009
TDI (not including DWC) (Art. VIII-25) 923.8 923.8 903.1 903.1
Mandated Reductions (Art. IX, Sec 6.14 (a)(2)) (18.5) (18.5)
Long-Term Care (Art. VIII-31, Rider 16) 3.0 3.0
Cross-Border Health (Art. VIII-32, Rider 17 - vetoed) 2.0 2.0
3 Share Premium Assistance (Art VIII-32, Rider 18) 1.0 1.0
Residential Mortgage Fraud (Art IX-76, Sec. 19.10) 3.0 3.0
HMO Data Collection (Art. IX-84, Sec. 19.44) 1.0 1.0
Cigarette Regulation (Art. IX-101, Sec.19.94) 2.0 9.0
Data Center Consolidation (Art IX. Sec 18.02) (6.9) (6.9)
Subtotal 905.3 905.3 908.2 915.2
DWC (Art. VIII-25) 1012.0 1012.0 801.3 801.3
OIEC (Art. IX, Sec 14.02 (a)) (91.0) (91.0)
Mandated Reductions (Art. IX, Sec 6.14 (a)(2)) (20.2) (20.2)
Data Center Consolidation (Art. IX, Sec 18.02) (16.0) (16.0)
Subtotal 900.8 900.8 785.3 785.3
TOTAL TDI 1806.1 1806.1 1693.5 1700.5
August 2007 60




TDI Self-Evaluation Report

D. How many temporary or contract employees did your agency have as of August 31, 2006?

TDI had five contracted and four temporary employees as of August 31, 2006.

program.

E. List each of your agency’s key programs or functions, along with expenditures and FTEs by

Texas Department of Insurance
Exhibit 11: List of Program FTEs and Expenditures C Fiscal Year 2006

Program Aug:s]is;if ;3 06 Actual Expenditures

Administrative Operations 196 $21,279,161.98
Commissioner’s Administration 40.6 2,599,161.82
Consumer Protection 74.1 3,668,014.13
Enforcement 50 2,347,560.98
Financial 181.85 10,565,051.88
Fraud 37 1,921,205.06
Legal Services 39 2,269,064.45
Life, Health & Licensing 139 6,007,615.12
Property & Casualty 134.75 6,664,799.44
State Fire Marshal 68 3,406,353.18
\éfr(())i(;rs’ Compensation Research Evaluation 3 418,008.19
DWC Commissioner’s Administration 12.8 950.200.71
DWC Dispute Resolution 129 6,728,082.56
DWC Field Services 353 11,784,904.38
DWC Legal & Compliance/Enforcement 45 2,410,655.72
DWC Policy & Research 45 2,384,417.22
DWC Workplace & Medical Services 79 3,995,918.43
DWC Subsequent Injury Fund Disbursements N/A 2,626,768.67

TOTAL 1,627.1 $92,026,943.92
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VII. Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Administrative Operations
Location/Division William P. Hobby Building, Tower I, 2nd, 8th and 13th
Floors

Contact Name Karen A. Phillips

Actual Expenditures, FY 2006 $19,488,755.38

Number of FTEs as of August 31, 2006 196

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Administrative Operations has three primary objectives.

e Provide TDI and the Office of Injured Employee Council (OIEC) with operational support in the
areas of budget, accounting, planning, information technology, human resources, purchasing,
facilities management, records retention, and copy services.

o Ensure that TDI complies with oversight regulations of other state agencies.

e Help TDI obtain adequate funding and manage its resources effectively to accomplish its mission
and goals.

Administrative Operations consists of five activities: Financial Services, Purchasing and Contract
Administration, Information Technology Services, Human Resources, and Staff Services. Each activity is
organized as a separate division within the Administrative Operations Program, and an explanation of
each division’s responsibilities is described below. The Administrative Operations organizational chart is
provided as an attachment to the Self-Evaluation Report.

Financial Services

As part of the Administrative Operations Program, Financial Services maintains the agency's financial
records, prepares supporting documents required for a proper audit trail, establishes internal financial controls to
detect errors and irregularities, prepares the agency's annual financial report and develops and recommends rates
for maintenance taxes and assessments. The division manages agency-wide budget and planning functions,
including the Legislative Appropriations Request (LAR), the strategic plan, the annual operating budget,
performance measure reports, and the business planning and redesign function. In addition, the division monitors
the agency’s compliance with certain Article IX provisions of the General Appropriations Act (GAA). The
division also provides administrative support to the OIEC. Financial Services performs all financial
management functions for the agency and comprises four functions: Accounting, Budget, Strategic
Planning, and Business Planning and Redesign.

e Accounting maintains and monitors the agency’s financial records, including collecting revenue,
processing expenditures, preparing the agency’s annual financial report, and calculating
maintenance tax rates.

o Budget develops and monitors the annual operating budget and legislative appropriations request,
responds to legislative inquiries, prepares fiscal notes during legislative sessions, and reviews the
agency's compliance with certain Article IX provisions of the General Appropriations Act.
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e Strategic Planning develops the agency’s Strategic Plan, coordinates, monitors and reports the
agency's performance against targets in the Strategic Plan.

o Business Planning and Redesign (BPR) coordinates agency-wide business planning, disaster
planning, and projects such as the agency’s Customer Satisfaction Survey.

Purchasing and Contract Administration

Purchasing and Contract Administration processes all agency purchasing and contracting transactions,
coordinates the agency’s Historically Underutilized Business (HUB) program and is responsible for the
administration of all agency contracts. The division balances the needs of the program areas and
compliance with state purchasing regulations while conducting business with agency staff and vendors
fairly and economically to achieve the best value and the most effective results for the agency. The
purchasers are the main contact for procuring goods and services and for contracting with vendors. The
majority of procurements are processed centrally in the Purchasing division. Purchasing is responsible
for:

e The timely processing of purchase orders, which includes:
- ensuring the adequate review of purchase requests
- obtaining appropriate approvals
- overseeing the solicitation process for specialized goods, professional and other services, and
— adhering to oversight processing and reporting requirements.

e The Historically Underutilized Business (HUB) program, which ensures the agency is making a
good faith effort to utilize minority and women owned businesses across Texas.

e The proper administration and monitoring of contracts, including the monitoring of contractors, to
ensure they are providing services in accordance with the contract terms and conditions.

Information Technology Services

Information Technology Services (ITS) provides automation and computer support for all TDI agency
programs as well as for the Office of Injured Employee Counsel (OIEC). ITS consists of four sections:
Innovative Development, Customer Support, Project Management and Division Support, and Desktop
and Telecommunication.

o Innovative Development performs application development and quality assurance.

e The Customer Support Center includes three teams: First Line Support, Network Advanced
Support, and Hobby Business Analysts. First line support responds to customer requests at the
agency’s technology Help Desk. The group ensures the agency’s infrastructure and networked
computer systems, including Local Area Networks (LAN) and Wide Area Networks (WAN), are
fully operational. Business Analysts provide direct customer support to Hobby program areas.

e Project Management and Division Support ensures that current developments and trends in
technology are addressed, prioritized, and managed. This section manages all technology
projects, provides systems analysis, plans and monitors the capital and operational budgets,
prepares division reports, administers software documentation, and administers a technical library
that houses the agency’s authorized software licenses and documentation.

e Desktop and Telecommunication is composed of the Desktop Support, Telecommunications, and
Metro Business Analysts sections. These sections provide desk side software support, office
automation support, and support of telephones and telephone systems. Business Analysts provide
direct customer support to Metro program areas.

Human Resources
Human Resources performs three main functions: Administration, Personnel and Benefits, and
Professional Development.
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e Administration monitors the agency’s compliance with state and federal employment laws,
reviews and implements legislation, provides workforce reports to agency management and
appropriate state agencies, and assists program areas with staffing and workforce planning.

e Personnel and Benefits administers the agency’s hiring process, maintains payroll leave records
and employment information, processes personnel actions, including merit raises, promotions,
new hires, employee transfers, assists program management with disciplinary issues, assists
employees with insurance, disability and retirement benefits, and conducts and analyzes
employee exit interviews.

o Professional Development designs and implements programs and services to maintain high
employee satisfaction and provides professional development courses on topics related to
management training, technical insurance training, new employee orientation and workplace
conduct.

Human Resources also develops and/or supports creative, non-monetary incentives for the agency, such
as offering flex and compressed work weeks, promoting the availability of an employee assistance
program, an internal employee ombudsman program, delivery of a wellness program, a forum for
expressing and addressing concerns or ideas through the Reality Check Group, granting administrative
leave for outstanding performance and recognizing employee longevity through service awards.

Staff Services

Staff Services provides and coordinates facilities-related and operational support and is comprised of six
functions: Facilities Management, Mail Services, Copy Center Services, Records Retention, Warehouse
Services and Safety and Risk Management.

o Facilities Management coordinates all leases, space planning and fixed asset inventory at the
agency’s headquarters and field office locations and performs office moves and modular furniture
installations.

e Mail Services handles all daily incoming and outgoing mail, inter-office mail and publications
distribution (mailed) for the agency.

e Copy Center Services serves as the agency's in-house quick copy shop and provides services such
as high speed photocopying, scanning, inserting mail outs, simple graphic layouts and bindery.

o Records Retention develops and maintains a current inventory and retention schedule of the
agency's records and identifies and preserves essential records.

o TDI’s Warehouse Services ensures proper storage of the agency’s assets. The TDI Warehouse is
located off site. Staff perform the receiving and delivery of goods, surplus of furnishings and
equipment and supplies ordering and distribution. Staff periodically conduct inventories and
reconciliations of furnishings, equipment, supplies and vehicles.

o Safety and Risk Management identifies safety risks to the agency and its employees. The agency
Risk Manager identifies, monitors and reviews the agency's exposure to risks in the areas of TDI
processes, procedures and programs, offering suggestions for mitigating risks when appropriate.
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C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

In order to show the effectiveness and efficiency of the Administrative Operations Program, it is
necessary to provide some background information about House Bill 7 (HB 7) passed during the regular
session of the 79" Legislature. This background information will serve as a reference point for many of
the accomplishments of the five divisions within the Administrative Operations Program, whose actions
were essential in achieving the legislative goals of HB 7. For more information about HB 7 and its effects
on the agency, please see the Agency Strategic Plan For the Fiscal Years 2007-2011 Period.

HB 7 merged two formerly independent agencies of equal size, the Texas Workers’ Compensation
Commission (TWCC) and the Texas Department of Insurance (TDI). TWCC became the Division of
Workers’ Compensation (DWC) within TDI on September 1, 2005. HB 7 also created a separate agency
known as the Office of Injured Employee Counsel (OIEC) that is administratively attached to TDI. This
structure required TDI to create separate accounting, payroll, email, server networks, purchasing systems
and reporting mechanisms for the OIEC while combining these same activities for DWC and TDI. HB 7
authorized, and TDI worked with the Comptroller of Public Accounts (CPA) to transfer $40 million of
TWCC’s unexpended maintenance tax from the General Revenue Fund (001) into TDI’s operating
account (036) for initial funding of DWC and OIEC.

In order to operate as one agency, the Administrative Operations Program successfully consolidated
DWC and TDI purchasing, human resources, information technology, financial services and staff services
activities. This process resulted in an initial increase in work for the Administrative Operations Program;
however, staffing levels did not increase proportionately to workload. All Administrative Operations
divisions have implemented more effective and efficient ways to manage the increased workload, as
demonstrated by the information below.

In addition to successfully integrating the administrative functions of DWC with TDI and establishing
administrative support for OIEC, key statistics and performance data that illustrate the effectiveness and
efficiency of the Administrative Operations Program are discussed below. Presentation of the
information is grouped by division.

Financial Services

The Financial Services Division measures the effectiveness and efficiency of its functions by evaluating
key statistics, considering the results of independent audits, and successful implementation of process
improvements.

e 4,500 plus travel payment vouchers processed annually.

e 10-day turn around time to process travel reimbursement, allowing sufficient time for staff to pay
credit card vendor.

e 100 percent of reporting deadlines to oversight agencies met with attention to quality.

o Prepared three agency’s FY 2006 Annual Financial Reports (TDI, TWCC, OIEC), which
received written recognition and appreciation for thoroughness from CPA’s financial reporting
analyst.

e Prepared 405, 377, and 414 fiscal notes in response to legislation from the 78th, 79th, and 80th
sessions. The Legislative Budget Board has complemented TDI on its responsiveness in
preparing fiscal notes during legislative sessions.
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Financial Services has been audited by CPA twice since FY 2004. A January 2004 post payment audit of
expenditures conducted on TDI’s FY 2003 travel and goods and services payments received favorable
audit results. The audit concluded that TDI did not have any significant monetary issues to be projected
or calculated into future years. In 2006, an audit to identify and recover duplicate payments in state
agencies was performed by CPA’s contracted vendor, Horn and Associates. Horn and Associates
reviewed 81 of TDI’s payment vouchers and determined that TDI did not have duplicate payments
subject to recovery.

To improve service to TDI customers, Financial Services conducted public meetings regarding
maintenance tax rates with members of the insurance industry to answer questions and to provide
information regarding the maintenance tax methodology prior to publishing the rates. Attendees have
praised TDI for providing useful and informative meetings.

To support the agency’s customer service improvement efforts, Financial Services led the development of
TDI’s Customer Service reports for 2002, 2004 and 2006. The reports include the results of TDI’s
biennial customer satisfaction surveys, which generate program-specific business plan projects to enhance
customer services. Additionally, Financial Services’ BPR Director serves as the Customer Relations
representative to assist customers with customer service issues.

To improve efficiency and effectiveness, Financial Services has implemented a variety of process
improvement initiatives, which were to:

o automate the legislative fiscal note process to coordinate and approve fiscal notes electronically,
which expedites communication.

e provide managers and assigned staff electronic access to the financial/expenditure data, allowing
expedited calculation and reporting of performance measure data. Several program staff have
commented on the improved efficiency in having the data available electronically.

o implement self-audits and develop performance measure calculation methodologies within DWC
to establish internal controls, documented performance measure procedures, and verifiable
measures thereby aligning DWC practices with those of TDI.

e revise agency strategic budget structure, including goals, objectives, strategies, and performance
measures in the 2007-2011 Strategic Plan to streamline performance measures and reporting
while aligning DWC's strategic goals and objectives with the HB 7 workers' compensation reform
goals.

e streamline the business planning process to improve content and use of program business plans
and further support agency planning and accountability.

e improve customer access to agency forms by inventorying, centralizing and posting agency forms
to the Internet and by responding to forms-related emails.

e review processes of select regulatory programs at the request of the Chief of Staff, including
agent licensing functions, windstorm inspections, and designated doctor scheduling to
recommend improvements for program consideration.

Purchasing and Contract Administration

The Purchasing and Contract Administration Division uses key statistics, the results of independent
audits, and the successful implementation of process improvements to measure the effectiveness and
efficiency of its functions. Some performance highlights for FY 2006, independent audit results for the
past five years, and process improvement activities are listed below.

e 2,600 purchase orders and/or contracts processed.
e 700 plus contracts administered and monitored.
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e $7 million, multi-agency contract for the statewide vehicle financial responsibility verification
program negotiated.

e 37.5 percent of TDI’s total expenditures spent with HUB vendors compared to the 13.7 percent
statewide average in FY 2006.

o Ranked sixth of the top 25 agencies spending more than five million dollars on HUB contracts.

Independent audits of the Purchasing and Contract Administration Division included two HUB audits and
two Texas Building and Procurement (TBPC) audits. The State Auditors Office conducted two audits
over the past five years and found TDI to be in compliance with all but one HUB subcontracting
requirement. This finding was immediately addressed and TDI is currently in full compliance. TBPC
audited TDI twice over the past five years.

o TDI audited Sept 2004 - Findings Published July 2005 - 99.57% compliancy rating.
e TDI audited March 2003 - Findings Published June 2003 - 99% compliance rating.

TDI uses a real-time purchasing management system, which allows electronic access to and management
of agency purchase requisitions and orders. The Gateway Purchasing System eliminated some duplicate
data entry, integrated data for approvals, receiving and payment and facilitated production of all relevant
forms from one system. A separate Gateway Purchasing System was purchased and implemented to
process OIEC transactions.

To streamline processes, the Purchasing Division automated Gateway reports to more efficiently generate
data for oversight agencies. Additional process improvements included consolidating agency contracts
across programs to streamline the contracting process and to take advantage of vendor pricing incentives
and discounts. To facilitate electronic access to agency contracts and staff’s understanding of the
procurement process, the Purchasing Division scanned contracts and enhanced its Intranet site to provide
additional information and instructions.

To improve customer service to agency staff, the Purchasing Division established the roles of DWC
purchasing liaisons, requisitioners and contract administrators in Austin and TDI field offices throughout
Texas as part of the HB 7 (79" Legislature) integration. Additionally, to facilitate proper training of all
purchasing staff across the state, the division implemented webinars, which provide real-time, interactive
training and instructions to staff.

TDI makes a good faith effort to increase utilization of HUB vendors. To do so, the Purchasing Division
hosted annual TDI HUB forums and participated in forums across Texas in an effort to locate minority-
and women-owned businesses. Through the forums, HUB participants meet agency staff and learn about
TDI’s procurement opportunities.

For FY 2007, the Purchasing Division is currently identifying and evaluating all office equipment
(copiers, printers, faxes and scanners) and maintenance contracts at the Metro Center, Hobby Building
and all field office locations. Purchasing will recommend a solution for office equipment based on the
evaluation.

Information Technology Services

Information Technology Services measures the effectiveness and efficiency of its services by evaluating
key statistics, customer surveys and feedback, considering the results of independent audits, and
successfully implementing process improvements.
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Key statistics and performance highlights are listed below.

e 876 hours of instructor-led training offered over the past five years

e 231 hours of self-paced training offered over the past five years

e 99.75 percent server “uptime” provided for the past five years

e 78 percent of computer help desk calls are received electronically instead of by telephone, which
facilitates better use of ITS staff time and prompt completion of the help desk call

e 76 percent of ITS employee time is spent in direct support of formal agency projects

o 100 percent of reporting deadlines were met for fiscal years 2006 and 2007

e 18 audits conducted by TDI’s Internal Audit Division over the past five years confirmed ITS
processes and procedures support recognized information technology industry best practices

e 24 DWC field office servers were replaced by six central servers, which improved the agency’s
network computing environment

o TDI has not experienced any computer downtime for the last few years from computer viruses or
Internet hacking, which indicates ITS maintains a secure network environment

e ITS conducts annual external penetration exercises to test the security of TDI’s technical
environment.

To improve services to TDI’s programs, ITS implemented several processes and tools, such as self-paced
technology training, self-service system for submitting help desk calls and a robust project management
and timekeeping software package. Additionally, ITS drafts a five-year technology architect roadmap,
which serves as a blueprint for future agency technology acquisitions and deployments, and as a guide
for programs seeking technological solutions to business-related problems within the agency’s technical
infrastructure.

To keep pace with technology and explore technical solutions for TDI’s computing environment, [TS
initiated the use of NOREX TeleForums, a professionally moderated discussion group that enables
members to share topic-specific information with peers. TeleForum agendas are based on questions
submitted by the participants, so members can tailor a discussion to meet their needs.

Lastly, to explore opportunities for significant cost-savings to the agency, ITS participated in the testing
of an email system known as statewide enterprise messaging. Based on test results, ITS has proposed
further exploration to determine whether TDI should replace its GroupWise email system with statewide
messaging email services, as managed by IBM through a statewide master contract negotiated by the
Department of Information Resources.

Human Resources

The Human Resources Division measures the effectiveness and efficiency of its functions by evaluating
key statistics and turnaround times, considering the results of independent audits, and the success of
process improvements that facilitate the agency with retaining and attracting a professional and highly-
qualified workforce.

Key FY 2006 statistics and performance measures that demonstrate the effectiveness of the Human
Resources Division include:

e 5,320 employment applications processed

e 1,906 personnel actions processed

e 67 personnel actions processed for OIEC staff

e 589.5 hours of instructor-led professional development training

e 270 hours of training through mediums such as video-streaming, video and CD ROM
o 80,353 agency switchboard calls answered and routed to appropriate areas
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e 100 percent of all payroll reporting deadlines met with less than a one percent error rate.

For the last four years, HR has been audited by the State Classification Office twice, TDI’s Internal Audit
Division, CPA, and Texas Workforce Commission Civil Rights Division. With the exception of minor
findings for CPA’s post-payment audit of TDI’s payroll, HR was in compliance with applicable law or
practices for four of the five audits conducted, including job classifications, hiring procedures,
promotions, performance evaluations, disciplinary actions, work place accommodations, and equal
employment opportunities. Additionally, internal audit’s review of agency ethics showed that HR and the
Ombudsman/Ethics Advisor have provided both management and employees with adequate resources to
handle ethics issues as they arise.

To facilitate the agency’s objective of recruiting and retaining a diverse workforce of qualified and skilled
individuals, HR prepares and provides annual workforce summary reports to the program areas. These
reports include information to assist the areas with workforce planning, including demographics,
employee turnover information, salary levels and other pertinent information.

On an annual basis, HR assesses the average time to fill vacant positions in order to measure how
efficiently it is at meeting the agency’s objective to recruit and retain qualified staff. In January 2007, HR
evaluated the hiring process and implemented several process changes and standards that streamline the
process and improve the time it takes to fill vacant positions. Prior to streamlining the process, HR
requested recommendations from the programs. Highlights of the changes include, delegating the Chief
of Staff’s final approval for routine personnel actions to HR, transferring the responsibility for obtaining
education documentation and verifying previous employment from HR to managers and their designees,
and implementing standards to evaluate the accuracy and timeliness of HR staff’s performance when
processing personnel actions.

In addition to streamlining the agency’s hiring process, HR recently expanded its recruitment efforts to
specifically target more minority and professional groups. To accomplish this goal, HR conducted
research to identify minority colleges, universities and professional organizations. HR’s research
culminated in a database that TDI will use to regularly provide the entities identified with agency vacancy
information, thus effectively reducing hiring time while increasing minority and hard-to-fill position
recruitment efforts. HR is also working with TDI's employee committees to generate ideas for expanding
the agency’s recruitment efforts. Recruitment performance standards were implemented for HR
specialists, including developing a recruitment plan for each professional position posted at TDI. These
performance standards are a part of each HR specialist’s individual performance review.

The acquisition of 24 field offices following the HB 7 merger, presented a challenge for cost effective
delivery of professional development. TDI recognized the importance of providing direct training and
delivering the same quality of training as is provided at the central offices. To achieve this objective,
trainers were deployed to the field and field staff were invited to Austin for certain courses. Additionally,
to leverage resources and accommodate field office employee training needs, TDI expanded use of
mediums such as video-streaming, video and CD ROM. Courses offered to DWC field office staff
included new employee orientation, courses on communication, customer service, defensive driving and
insurance, management training, orientation, and policy review.

Staff Services

Staff Services measures the effectiveness and efficiency of its services by evaluating key statistics,
analyzing the impact of the increased number of office moves and workstation reconfigurations, and
implementation of process improvements.
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Key statistics and performance highlights are presented below.

e 1,000,000 pieces of mail were processed annually during the past five years.

e $12,000 annual savings achieved by eliminating duplicate courier services during the HB 7
merger.

e Created a procedures manual identifying the most cost effective mailing methods for the agency.

e Purchased a barcode reader and software in FY 2003 to enhance the speed and accuracy of
conducting the annual fixed asset inventory.

The merger with TWCC, subsequent DWC reorganizations and natural disasters have resulted in many
office moves, workstation additions, and reconfigurations. For example, in June 2006, Staff Services
completed a major renovation project at the Metro Center location that effectively reduced the number of
workstations from 56 to 32.

Staff Services places a very high priority on reducing workplace injuries and accidents. To achieve this
objective, Staff Services provides safety training and awareness that encourages workplace safety and has
resulted in a safe work environment for TDI employees. During the past five years, the TDI Safety
Officer/Risk Manager has conducted monthly safety training, physically inspected workstations and work
areas and has distributed safety information to TDI staff. The effectiveness of TDI’s comprehensive
safety program can be measured by the number of injuries reported and accepted as workers’
compensation claims and the annual review conducted by the State Office of Risk Management (SORM).
Each year for the past five years, the number of injuries that TDI reported and SORM accepted as
workers' compensation claims averaged less than one percent of the total number of TDI’s FTE's. The
agency has routinely received excellent reviews from SORM, including two risk management program
reviews in the last four years that resulted in a total of five recommendations for improvement. These
five recommendations were considered minor and were implemented immediately.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

2003 - Human Resources reorganized in order to meet mandated (GAA, Art. IX, Sec. 12.02) staffing
levels for Human Resource departments in agencies with greater than 500 employees, which limit
agencies to employing a maximum of one human resources staff for every 85 employees.

2005 - HB 1516 (79™ Legislature, 2005) required 27 state agencies, including TDI, to outsource its
information and telecommunication functions to managed statewide information centers under the
direction of the Department of Information Resources (DIR). As a result of the provisions in HB 1516,
23 TDI technology positions were transferred from TDI to the data center consolidation vendor in April
2007.

2005 - TDI achieved the mandates of HB 7 (79™ Legislature, 2005) pertaining to the abolishing of TWCC
and transfer of its administrative support functions to TDI. The agency established joint budgeting and
accounting mechanisms with CPA, reconfigured the computing environment and processes to
accommodate the newly created DWC at TDI, consolidated contracts, transferred the payroll, transferred
the fixed assets inventory, and met all reporting deadlines. Also as a result of HB 7, TDI began providing
facilities and administrative support to the newly created OIEC.
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E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Administrative Operations primarily serves internal customers of the agency, but there are some external
interactions with oversight agencies, state and federal agencies, vendors, and the public. Mail operations,
printing services, publications distribution and telecommunications also impact external customers and
stakeholders as well. Affected persons or entities include:

o TDIstaff =1627.1 FTE as of August 31, 2006
- Hobby =59 percent
- Metro =41 percent
e OIEC staff — 97.75 FTEs as of August 31, 2006
e Companies = 2,437 insurers and various other types of insurance-related entities
e Agents and adjusters = 347,830 licensed to do business in Texas
e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas)
o State agencies
e Applicants for employment = 5,320 applicants in FY 2006
e Vendors, Contractors, Special Deputy Receivers, Trade organizations.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Chief of Staff is the director of the Administrative Operations Program. The program consists of five
divisions. Financial Services is directed by the Chief Financial Officer (CFO). Information Technology
Services is directed by the Information Resources Manager (IRM). Purchasing and Contract
Administration is headed by the Director of Purchasing and Contract Administration. Human Resources
is directed by the Deputy Commissioner for Human Resources; and Staff Services is managed by the
Director of Staff Services.

The Administrative Operations Program encourages its employees to seek professional development and
training that will benefit the employee as well as the program area. Employees have the opportunity to
attend any internal training courses offered by TDI. Supervisors and managers may also approve external
training when the training is appropriate or if the employees’ job duties require it.

Administrative Operations understands the importance of succession planning and has developed
strategies to minimize the impact on services to the agency when tenured staff retire or resign from the
agency. Ongoing/future succession planning activities within Administrative Operations are described
below.

e Internal procedure manuals are in place or are in the process of being developed for
documentation of standard operational procedures to be used in cross-training and succession
planning.

e A comprehensive training program has been delivered to educate current and future managers to
prepare them to be more effective leaders.

o BPR staff led a research project on the conceptual framework of succession planning and has
recommended a model methodology for agency succession planning.

o Human Resources continually identifies eligible retirees and closely monitors positions nearing
retirement.
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e Managers regularly review job functions and identify staff for cross-training.
e Management and Human Resources continuously assess training needs to develop the skills of
less experienced staff to ensure continuity of operations following retirements.

Monthly deputy commissioner meetings facilitate intra-agency communication and prepare mid-level
management for leadership positions by furthering participants’ understanding of agency policy and
regulatory issues.

Administrative Operations successfully merged the administrative areas of TWCC and TDI to comply
with the requirements of HB 7. Accomplishments of this major undertaking are detailed in the report
titled HB 7 — Consolidation of Support Services Progress Report June 1, 2005 —-November 30, 2006,
which is available for review.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

The administrative functions conducted at TDI are similar to those in other state agencies. TDI has
relationships with oversight agencies and one outside vendor that conduct similar or related activities.
For example:

o TDI calculates and sets the rates to be charged to insurance entities for maintenance taxes; the
Comptroller bills and collects the taxes.

e DIR and TBPC enter into contracts with vendors on behalf of all state agencies; TDI contracts
with those vendors through the statewide contracts when appropriate.

o DIR is implementing H.B. 1516 which requires a state data center; as a participating agency, TDI
has transferred positions to the H.B. 1516 vendor and will receive services from the state data
center.

e TDI has a contract with a vendor to provide employee assistance services; the vendor provides
some training classes to TDI employees.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

In cases where TDI has coordinated with other agencies to administer support services, TDI has entered
memorandums of understandings and/or contracts to clearly articulate respective responsibilities and
avoid duplication of functions. For example, DIR and the TBPC enter into contracts with vendors on
behalf of all state agencies and TDI contracts with those vendors through the statewide contracts when
appropriate. Additionally, TDI calculates and sets the rates to be charged to insurance entities for
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maintenance taxes;

CPA bills and collects the taxes. TDI and CPA entered a memorandum of agreement to delineate
responsibilities of both parties relating to the sharing of tax information. TDI coordinates closely with
CPA, DIR, TBPC, and the employee assistance vendor to ensure that services are not duplicated and that
there is no conflict between the services provided.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

TDI coordinates with federal agencies to administer grants that fund special TDI activities. Recent
federal grants include:

e U.S. Department of Labor — TDI annually receives three grants from this entity. The purpose of
the grants are to 1) conduct surveys on occupational injuries and illnesses and gather information
on fatal occupational injuries, 2) provide consultation services identifying and controlling
workplace safety & hazards and improving workplace safety and health programs, and 3) provide
occupation injury and illness and employment data to OSHA.

o Department of Health and Human Services - From the spring of 2001 to February 2007, TDI
participated in a federally-funded State Planning Grant (SPG) program designed to help
participating states develop strategies to significantly reduce their number of uninsured citizens
and develop options for expanding health insurance to uninsured Texans.

o Department of Homeland Security — From April 2004 to August 2005, TDI received a one-time
grant to disseminate materials to the public regarding effective methods of fire safety and
prevention.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.
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N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

e the scope of, and procedures for, inspections or audits of regulated entities;
o follow-up activities conducted when non-compliance is identified;
e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VIl. Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Commissioner’s Area

Location/Division William P. Hobby, Jr. Bldg., Tower I, 5th and 13th Floors
Contact Name Karen Phillips

Actual Expenditures, FY 2006 $2,599,161.82

Number of FTEs as of August 31, 2006 40.6

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Objectives
The objectives of the Commissioner’s Area are to:

o provide executive leadership and policy direction to the Texas Department of Insurance;

o ensure that the agency's activities are compliant with all statutory and regulatory requirements
and consistent with the agency's goals, objectives, purpose, and policies;

e ensure accountability and integrity of all areas of the agency;

e provide assistance and information in a responsive manner to the Legislature;

o provide information to the public and the media on matters and issues within the regulatory
responsibilities of the agency;

e minimize formal and informal employee complaints, including harassment and discrimination
complaints, by resolving manager-employee and employee-employee communications issues.

Major Activities

The Commissioner’s Area includes the Commissioner of Insurance and executive support staff, the Chief
of Staff, the Associate Commissioner of Public Affairs, the Employee Ombudsman and Ethics Advisor,
the General Counsel and Chief Clerk’s Office, Government Relations, Internal Audit, and the Public
Information Office.

The Commissioner of Insurance, appointed by the Governor with the advice and consent of the Senate, is
the agency’s chief executive and administrative officer. As the agency’s chief administrator, the
Commissioner oversees agency regulatory functions, establishes agency operating procedures and
enforces state insurance laws, which includes initiating disciplinary and legal actions against violators.
As part of his regulatory duties, the Commissioner issues, reviews, regulates, and promulgates rates for
various lines of insurance. The Commissioner adopts rules, implements new laws, and addresses
problems in regulating companies and agents. He also coordinates all facets of public relations,
communication, and tracking of emerging issues. In addition, the Commissioner appoints individuals to
advisory boards and committees and oversees their operations. The Commissioner is supported by a
small staff shown on TDI’s organizational chart as public affairs and executive services.

The Chief of Staff leads a variety of agency-wide initiatives on behalf of the Commissioner. The Chief of
Staff ensures that the agency complies with Government Code provisions enforced by oversight agencies
such as the State Auditor’s Office, the Comptroller of Public Accounts, the Texas Building and
Procurement Commission, and the State Office of Risk Management. The Chief of Staff also coordinates
executive communications and assists the Employee Ombudsman and Ethics Advisor in matters not
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requiring the Commissioner’s action. In addition, the Chief of Staff oversees Administrative Operations,
which includes the agency’s financial services, information technology services, human resources,
purchasing and contract administration, and staff services divisions. (See Section VII for Administrative
Operations.)

The Associate Commissioner of Public Affairs reports to the Commissioner. Primary responsibilities
include advising the Commissioner, coordinating all facets of public relations and communication to
ensure consistent messaging, public speaking, and representing the agency at events where strategic
communication is required.

The Employee Ombudsman and Ethics Advisor provides an outlet for employees to discuss their
concerns and problems in private. The Ombudsman also is charged with helping encourage positive
communication between agency managers and employees; helping resolve workplace complaints,
grievances, or disputes; helping agency employees with ethics questions; and assisting Human Resources
with providing employee training, such as the state-mandated sexual harassment and discrimination
classes.

The General Counsel/Chief Clerk serves as the Commissioner’s legal adviser on both contested and non-
contested cases and assists in developing rules, setting rates, and handling various appeals to the
Commissioner, including appeals from decisions of boards and associations supervised by the
Commissioner. In addition, the office coordinates matters involving contested case proceedings, policy
issues, and rule-making; performs legal research; certifies rules for the agency; approves all bulletins
issued by the agency and the Commissioner; and maintains records and proceedings involving
Commissioner actions. The office also coordinates hearing notices and hearing scheduling with the State
Office of Administrative Hearings (SOAH), along with providing a required court reporter for hearings.
The General Counsel/Chief Clerk also maintains the Commissioner’s agendas and bulletins and the Texas
Administrative Code and manual rules posted on the agency website; approves and processes non-
disciplinary and non-rate orders; maintains and prepares all contested-case hearing files (Official
Administrative Record) and all other administrative hearing files of the Commissioner of Insurance or his
delegate for archiving; and assists the Office of the Attorney General in related appeals filed in district
court.

Government Relations is TDI’s liaison with the Legislature and other governmental entities. Major
responsibilities include: helping the Commissioner develop legislative recommendations for improving
insurance regulation in Texas; reporting information regarding TDI activities and the insurance market to
the Legislature; coordinating and tracking agency-wide responses to legislative and constituent inquiries;
monitoring and analyzing legislation affecting the agency; updating agency staff on the status of
legislation; coordinating the appearance of agency staff for testimony before various legislative
committees; overseeing implementation of legislation; compiling and indexing all insurance and agency-
related legislation for inclusion on TDI’s website; and distributing requested information to legislators,
committees, and other governmental entities. This office researches and reviews the appointment of
persons to statutorily-created advisory committees and boards that assist TDI. Finally, Government
Relations maintains consumer liaisons for insurance inquiries and for workers’ compensation inquiries.

Internal Audit provides an independent, objective quality assurance and consulting activity designed to
improve an organization’s operations. Internal Audit helps the agency accomplish its objectives by
bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management
and agency processes. Major quality assurance and consulting activities are included in annual reports.
Quality assurance services include objective and independent examinations, such as financial,
compliance, economy and efficiency, effectiveness, investigations, and information technology
engagements. Internal Audit also provides consulting services. Consulting services are advisory in
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nature, and the scope is agreed upon with the client and intended to improve an organization’s
governance, risk management, and control processes. Examples include counsel, advice, facilitation, and
training.

The objective of the Public Information Office (PIO) is to provide the media and the public at large — both
consumers and insurers — with accurate information about insurance, the insurance market, and the
regulatory activities of TDI. As the agency’s primary contact with the media, this office researches,
writes, edits, and distributes news releases announcing agency actions; conducts and coordinates
interviews with the media; assists the Commissioner in drafting articles and consumer columns for
various publications; and responds to information requests from the media.

PIO provides several services to agency staff. For example, PIO establishes website standards and
provides graphics and printing services to the agency; monitors and clips news articles from all major
Texas newspapers and from several national newspapers that provide insurance-related news; meets the
agency’s needs for web audio broadcasts; produces TDI’s employee newsletter, The Bulletin Board; and
coordinates and provides taped and live radio and television interviews. PIO writes and oversees
production of radio and television public service announcements, and arranges media support for agency
officials conducting events such as public hearings and town hall meetings.

PIO assists outside entities by responding to news-related inquiries from regulators, legislators,
consumers, agents, and insurance company personnel; coordinates writing and editing of TDI’s Annual
Report to the Governor and Legislature; produces TDI’s regulatory newsletter, TDInSight; and designs
and updates the agency’s websites, www.tdi.state.tx.us, www.helpinsure.com, and
www.texashealthoptions.com.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The evidence of effectiveness and efficiency for the Commissioner’s Area is presented below.

The counseling and training offered by the Employee Ombudsman and Ethics Advisor contributes to the
agency’s scores on the biennial Survey of Organizational Excellence, which measures the effectiveness of
the agency's internal communications, teamwork, supervision of employees, and stress management.
Additionally, the Ombudsman offers an informal mechanism for resolving employee concerns, which
mitigates potential litigation regarding personnel matters. In FY 2006, the Ombudsman traveled to all
Division of Workers’ Compensation (DWC) field offices to conduct orientation, sexual harassment and
discrimination classes. The Ombudsman also met and consulted with agency executive management and
division heads regarding the Survey of Organizational Excellence and Ethics Survey.

The activities of the General Counsel/Chief Clerk’s Office help mitigate lawsuits against the agency by
providing the Commissioner with appropriate legal advice, including statutorily-created entities’ rate
proceedings. In FY 2006 the office reviewed, briefed, and advised the Commissioner on:

e 53 contested cases heard by SOAH

e 31 hearings and public meetings conducted by the Commissioner

e 13 appeals of Texas Windstorm Insurance Association decisions

e 37 new, repealed, or amended Texas Administrative Code (TAC) rules proposed and adopted
e 260 consent orders

e 96 default orders

77 August 2007



TDI Self-Evaluation Report

e 42 contested orders.

Government Relations plays a key role in implementing the legislation that impacts TDI. In FY 2006,
GR tracked, coordinated, and published to the website implementation activities of 126 insurance-related
bills passed during the 79th Legislative Session (2005), which resulted in approximately 302
implementation items for TDI. In addition, the office co-managed implementation of Senate Bill (SB)
1670 (79th Legislature, Regular Session, 2005), among implementing agencies and working group
members. SB 1670 added Subchapter N to Chapter 601 of the Transportation Code, which requires TDI,
in consultation with the Texas Department of Public Safety, the Texas Department of Transportation, and
the Texas Department of Information Resources to establish a program for verification of whether owners
of motor vehicles have established financial responsibility. Additionally, Government Relations assisted
agency staff with implementation of House Bill (HB) 7 (79th Legislature, Regular Session), with special
focus on administrative consolidation of the former Texas Workers’ Compensation Commission into the
TDI Division of Workers’ Compensation, rule development, and coordination of ongoing transition
decisions.

The audits conducted by TDI’s Internal Audit Division assist the agency with ensuring that best practices
are used throughout the agency. Each fiscal year the division sets the following goals:

o Complete 80 percent of the scheduled Audit Plan projects

e Spend a minimum of 75 percent of total hours available on direct audit or consulting work

e Obtain management acceptance of 95 percent of audit issues and/or recommendations

o Obtain management satisfaction on at least 80 percent of audit assurance and consulting activities

e Complete development and approval of the Annual Audit Plan by the end of September

o Complete the Annual Internal Audit Report in accordance with Texas Government Code Section
2102.008 by the first of November.

TDI’s Public Information Office is integral to communicating with the media and the agency’s customers.
In FY 2006, PIO completed the following activities.

o Published 6 bimonthly issues of TDInsight, providing industry stakeholders and policymakers
with timely information on key issues and regulatory actions, in a readable, visually interesting
format;

o Issued 46 press releases, covering agency response to Hurricanes Katrina and Rita, the insolvency
of Vesta/Texas Select, enforcement actions taken against Texas insurance agents and agencies,
fraud alerts, market conditions, among others;

o Facilitated 23 statewide events for the Commissioner;

o Responded to 436 media calls and interview requests;

o Implemented Collage content management software for TDI’s websites to allow automation of
routine maintenance and audit/recovery capabilities;

o Created website/intranet site for Office of Injured Employee Counsel (OIEC);

o Enhanced TDI web presence by improving online search function, implementing more precise
online translation software, and creating automatic e-mail notices;

o Joined with representatives from the Red Cross, Federal Emergency Management Agency, and
Insurance Council of Texas on tour of coastal media markets to speak with media and civic
groups regarding hurricane preparedness;

o Participated in Health Coverage Awareness and Education Task Force and Workers’
Compensation Networks Communication Team;

e Provided print design and media presentation at Juvenile Firesetter Intervention Program
conference sponsored by the State Fire Marshal’s Office;

e Provided live and archived audio broadcasts of public hearings via the Internet.
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D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

1995 - Creation of Employee Ombudsman and Ethics Advisor position to assist employees at all levels in
resolving problems related to their jobs without having to file a formal complaint. The Ombudsman
reports directly to the Chief of Staff, with direct access to the Commissioner as the Ombudsman deems
appropriate. In 1995, the role of the Ombudsman was expanded to include the added responsibility of
serving as the agency's Ethics Advisor and conducting management training at the agency.

2006 - TDI enhanced its internal fraud prevention efforts by developing a comprehensive fraud
prevention program that included the development of a fraud prevention manual and the formation of an
agency fraud panel, which is comprised of the Chief of Staff, Director of the Fraud Unit, Director of
Internal Audit, Employee Ombudsman and Ethics Advisor and Agency Counsel. The fraud panel reviews
all allegations of internal fraud, waste or abuse of TDI resources and determines the appropriate action.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

The Commissioner’s Area affects insurance companies, agents and adjusters; consumers; media entities;
members of the Legislature and their staff; and agency staff. These affected groups include:

e 2,437 insurers and various other types of insurance-related entities

e 347,830 agents and adjusters licensed to do business in Texas

e 23,507,783 consumers (2006 U.S. Census) in Texas

e 1,059 newspaper and other media correspondents in Texas

e 181 Texas legislators and their staff

e 1,627.1 full-time equivalent (FTE) agency staff as of August 31, 2006.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Chief of Staff conducts an executive staff meeting at least monthly. The Commissioner of Insurance
communicates with the Commissioner of Workers’ Compensation several times weekly and with agency
program directors on a defined schedule, and with managers in the Commissioner’s Area as needed. Each
program head that directly reports to the Commissioner of Insurance maintains a project tracking list as
requested by the Commissioner and provides bi-weekly or monthly written reports for the other members
of executive staff.

The Commissioner initiated a monthly meeting of “deputies,” managers who report to Senior Associate
and Associate Commissioners. The Deputy Commissioner for Human Resources coordinates the
meetings, and the programs rotate responsibility for facilitating the meetings. The meeting provides an
opportunity for all agency managers to share ideas and dilemmas with a variety of other agency managers
outside of executive staff and personnel who report directly to the Commissioner.
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The Commissioner receives monthly reports from the General Counsel/Chief Clerk, including
information about:

e pending SOAH enforcement hearings
e non-rules hearings
e status of rules in development.

The Commissioner also receives monthly reports from the agency’s Chief Financial Officer and the
Deputy Commissioner for Human Resources regarding agency funding issues, performance measures,
and workforce statistics.

Finally, the Commissioner has initiated a quarterly market trends report that is prepared by a cross-section
of agency experts, which is chaired by the Financial Program’s Associate Commissioner.

The Commissioner promotes cross-divisional communication channels within the agency to improve
operations and coordination among agency programs. Ultimately the goal is to enhance strategic
planning and adaptability to changing times and market conditions.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

General Counsel / Chief Clerk

The Legal Services and Enforcement programs and the General Counsel all provide legal support to the
agency. The General Counsel/Chief Clerk serves as the Commissioner’s legal adviser on both contested
and non-contested cases, reviews and certifies rules, reviews all Commissioner Orders for final approval,
assigns bulletin numbers for each program area as necessary, maintains official records of SOAH cases
and Commissioner dockets, provides court reporters services for hearings and transcripts when requested,
and prepares Administrative Records for district court when the Office of the Attorney General requests
records.

Pursuant to Chapter 31 of the Texas Insurance Code, the Commissioner is the Chief Executive and Chief
Administrator of TDI. He is responsible for administering as well as enforcing the provisions of the
Texas Insurance Code. In contested case matters, he is the final decision maker. As provided in Chapter
2001 of the Texas Government Code, the Commissioner may not engage in communications with any
party involved in a contested case unless all parties are given notice and the opportunity to participate in
the communication. The General Counsel serves as the Commissioner’s legal advisor to ensure that
decisions of the Commissioner as Chief Executive in contested case matters are not influenced by
improper communications from the parties, including the Legal Services and Enforcement team of the
agency.
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In contrast, the Legal Services and Enforcement programs prepare drafts of proposed and adopted rules,
initiate and prosecute cases with SOAH, and compile Commissioner Orders in non-contested case
settings.

Government Relations
All agency programs may respond to requests from the Legislature with advice and direction from
Government Relations.

Internal Audit

The State Auditor’s Office (SAO) conducts similar functions to Internal Audit. The SAO serves under
the legislative branch and reports to the Legislative Audit Committee. SAO performs statewide audits
and has authority to conduct audits at all state agencies and institutions of higher education. It has a
statewide risk assessment to determine the audit projects for its audit plan. Internal Audit performs audits
of TDI operations and reports to the Commissioner of Insurance.

The reviews performed by the SAO and Internal Audit are similar. These may be financial, compliance,
economy and efficiency, effectiveness, special request, or investigations. In addition, Internal Audit may
assist management by performing advisory type services. Both the SAO and Internal Audit are required
to follow professional auditing standards while carrying out their work.

Public Information Office
Both the PIO and the Consumer Protection program provide a similar service of supplying information to
the public.

The PIO receives inquiries from news-gathering organizations and other public and private publications
that have questions about insurance issues or current events at TDI. The PIO then coordinates actions
within the agency to provide an appropriate response. The PIO also prepares internal and external
newsletters for distribution, coordinates TDI’s Annual Report, assists the Commissioner’s Office in
developing speech materials, prepares press releases, and coordinates Internet activities.

In contrast, the Consumer Protection program is the primary point of contact for individual consumers
with insurance questions or complaints about agents or companies. The Consumer Protection program
also develops educational materials and presentations on insurance issues as they relate to consumers.
These publications and brochures are available online and by request in hard copy.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

General Counsel / Chief Clerk

The Legal Services program and the General Counsel coordinate memorandums of understanding (MOU)
that are finalized between TDI and other state agencies and other entities, and distribute information
regarding Commissioner Orders and contested cases to appropriate parties, which include Enforcement
staff attorneys, SOAH administrative law judges, the legal counsel for the ordered respondent(s), and the
ordered respondent(s).

The Legal Services program assists the programs of the agency to develop rule proposals and notices as
are required and requested. The General Counsel advises Legal Services and other programs on preferred
content of the rules, and reviews the rules prior to publication in the Texas Register.
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The General Counsel provides legal counsel to the Commissioner. It is especially important that this
function remain separate and distinct from the activities of the Enforcement Program as the
Commissioner is prohibited from discussing the substance of contested cases with any party, including
Enforcement staff (Texas Government Code, Section 2001.061). Enforcement and the Office of General
Counsel/Chief Clerk work together to establish and maintain procedures in contested cases.

Government Relations

All programs within TDI are required to respond to legislative requests from elected officials and their
staff. Any information provided in response to a legislative request is coordinated and communicated
through Government Relations, which either responds directly or works with the programs to obtain and
review the information to provide a uniform TDI response. Additionally, the programs are requested to
make sure that Government Relations is notified and made aware of any legislative contacts. The
programs are also instructed to direct requests for bill comments or resource information about legislation
to Government Relations for handling. TDI acts as a resource for the Legislature, and Government
Relations serves as TDI’s liaison.

Internal Audit

Internal Audit’s Annual Audit Plan and copies of all completed projects are sent to the State Auditors
Office (SAO). The SAO uses this information in its risk assessment to avoid duplication of work already
performed or scheduled to be performed by Internal Audit. In addition, the SAO assigns a contact
manager to each agency. Internal Audit maintains a working relationship with the SAO contact and
communicates with the contact regarding TDI’s Annual Audit Plan.

When the SAO performs audits at state agencies, it uses an MOU so the agencies being audited and the
SAO know what is expected. Internal Audit is the liaison with the SAO on projects at TDI. This helps
Internal Audit reduce duplication of future audits.

Public Information Office

The PIO and the Consumer Protection program interact and coordinate to avoid duplication when media
outlets have questions regarding consumer issues, when developing press release material about issues
directly relating to consumer matters, and on distribution of educational materials beneficial to consumers
or the insurance industry.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The Commissioner and/or Associate Commissioner of Public Affairs occasionally correspond or meet
with local, regional, or federal officials regarding activities discussed in TDI’s Self-Evaluation Report.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.
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L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
o why the regulation is needed;

e the scope of, and procedures for, inspections or audits of regulated entities;

e follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII. Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

. Consumer Protection — General Management and Special
Name of Program of Function .
Work Assignments Team
Location/Division William P. Hobby Building, Tower I, 11th Floor
Contact Name Audrey Selden, Senior Associate Commissioner
Actual Expenditures, FY 2006 $519,827.11
Number of FTEs as of August 31, 2006 6

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Consumer Protection (CP) encourages fair treatment of consumers and fosters industry competition by:

o assisting consumers with inquiries and insurance complaints

e educating consumers about insurance and providing information to help them shop for the
insurance they need at the best possible price

o reviewing insurance advertisements to prevent distribution of misleading information and to
detect possible fraudulent activities

o disseminating timely information about regulatory requirements.

The General Management Section oversees program staff and directs its business operations. The Special
Work Assignments Team (SWAT) performs program-wide functions. These include business and
strategic planning, performance measure auditing, administration of CP’s automated systems,
maintenance of TDI’s consumer web pages, data collection, and coordination of business process
improvement projects.

In addition, General Management and SWAT coordinate the agency’s response following a disaster.
General Management and SWAT solicit and schedule agency volunteers to assist consumers in impacted
areas, make travel and other arrangements for the volunteers, and provide support to staff in the field. CP
also leads the Texas State Disaster Coalition (TSDC), a group of state agency, consumer, and industry
representatives who work together to provide a smooth and unified response during and after disasters.
Additional information about TSDC is available for review.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

CP was recognized in 1996 with a Greater Austin Quality Award for “commitment to quality.”
The Senior Associate Commissioner for Consumer Protection was awarded the Ma Ferguson
Award for Excellence in the Public Sector in 1997. In addition, CP has been recognized as a
“best practice” model for its consumer information call center, complaints resolution process,
and consumer outreach program by the following organizations:
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e The Urban Institute, Washington, D.C.

e Florida, Oklahoma, New Mexico, and Pennsylvania Departments of Insurance
o U.S. General Accounting Office

e National Association of Insurance Commissioners

e Texas State Auditor’s Office.

TDI participates in the biennial survey of state agency employees, the Survey of Organizational
Excellence, conducted by the University of Texas at Austin’s School of Social Work. In 2006, CP’s
scores in every construct increased over the 2004 scores. CP’s scores continue to be above both the
agency and statewide averages. The biggest increases were in supervisor effectiveness, employment
development, strategic orientation, and internal communication. More than one CP activity ranked in the
agency “top ten.” Survey administrators have twice invited CP’s Senior Associate Commissioner to
make presentations on management strategies for using survey data. A video of the presentation is
available on the survey website at
http://www.utexas.edu/research/cswr/survey/site/practice/forum_cd/Forum2002/tdi.html.

Please see the performance measure charts in each division’s Section VII.C response. In addition to
performance measures, CP uses input from staff surveys (such as the Survey of Organizational Excellence
and other feedback) and from consumer surveys to continually monitor effectiveness and efficiency.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

1991 - The 72™ Legislature required TDI to help resolve policyholder complaints and maintain data
relating to the number of complaints received against an insurer. The legislation also required TDI to
publish a complaint ratio for each insurer. The ratio is the number of justified complaints against an
insurer expressed as a percentage of the insurer’s total number of policies. In addition, the law created
specific timelines for prompt payment of first-party claims.

1992 — An agency reorganization resulted in the creation of the Consumer Services Program, which
would later be renamed Consumer Protection. The new program contained Complaints Resolution,
Information Assistance, Public Education, and Advertising divisions. Long-term care insurance ads were
first required to be reviewed.

1994 - CP refined its complaints process to improve quality and efficiency. Changes made to the
Complaints Inquiry System (CIS) allowed letter generation to move from overnight batch processing to
direct production. Staff also began using keywords to code complaints and began an auditing process to
further monitor work quality. CP developed TDI.nfo, an informational database with links to the Texas
Insurance Code, agency rules, fact sheets, etc. to enhance staff’s ability to provide consistent and accurate
responses to consumers. CP created an online complaint form to assist consumers reporting insurance
concerns. Consumer publications were placed on the website to allow viewing and download.

1996 — Advertising reviews were first required for viatical settlements (amended to include life
settlements in 2001).

1998 — CP began a project to implement a “paperless” complaints process. CP purchased a call monitor
system to better evaluate handling of calls to the Consumer Help Line.

1999 — The Legislature enacted provisions to expedite payment by HMOs and issuers of preferred
provider benefit plans for “clean claims” submitted by contracted physicians and providers. The
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Publication Order Process (POP) database was developed. The database allows staff to enter customer
requests for TDI publications into an online form. POP generates a daily report and mailing labels used
by TDI Mail Services staff to mail or ship publications to requesters.

2000 — To provide easier access to information about insurance companies, TDI placed its Practice and
Claims Company Inquiry (PCCI) application on the agency’s website.

2001 — CP implemented a paperless complaints process. Federal regulation preempted prior filing
requirements for most Medicare HMO ads. The Senior Associate Commissioner for CP was appointed
by the Commissioner as the Provider Ombudsman to assist health care providers with issues about prompt
payment of claims. Additional prompt pay information is available for review. TDI, the Governor’s
Division of Emergency Management, and the Institute for Business and Home Safety formed the Texas
State Disaster Coalition to assure swift and effective assistance to Texans after a disaster.

2003 — The Legislature enacted provisions to streamline and standardize claim filing and prompt payment
processes. The statute also required carriers to provide quarterly provider claims data reports. The
legislation and outreach efforts led to a decrease in the number of provider complaints. Internet hits to
consumer publications on the website exceeded the number of paper copies distributed for the first time.

2005 — The 79™ Legislature required TDI to promote and publicize heath coverage options available to
Texans through a health coverage awareness program and a website (www.TexasHealthOptions.com).

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

CP affects insurance consumers, companies, and agents. The statistical breakdown is:

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas)
e Companies = 2,437 insurers and various other types of insurance-related entities
o Agents and adjusters = 347,830 total active licenses.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

General Management comprises the Senior Associate Commissioner and an Executive Assistant. SWAT
has a team leader and three staff members. General Management directs CP’s four divisions:

e Complaints Resolution — resolves consumer complaints and returns money to Texans.

o Information Assistance — answers questions about insurance via the toll-free Consumer Help
Line.

o Public Education — distributes consumer publications to Texans in print and via TDI’s website,
conducts public outreach, and responds to open records requests.

e Advertising Unit — reviews insurance advertisements to assure truth in advertising.

Each division is led by a manager. Staffing among the divisions varies. Please see the divisions’ separate
Section VII responses for more information on the individual divisions and their activities.

CP uses a “high tech-high touch” approach to assist consumers, inform the insurance industry, and train
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staff. Communication is a key management priority. Each division and the program as a whole have
regular staff meetings and retreats for information sharing and team-building. Recent division-wide
retreats have focused on issues such as change management (“Who Moved My Cheese?”’) and a series of
customer service videos featuring Seattle’s world-famous Pike Place Fish Market.

CP’s “three-deep” business continuity plan ensures adequate staffing resources by training at least three
people to perform all essential job functions. In addition, the program’s “35/5” project allows employees
to spend up to five hours per week performing a function other than their normal job duties. Typical 35/5
projects include assisting in another division or TDI work unit, completing a professional certification, or
taking training courses. The goal of the 35/5 project is to build team spirit and morale and help prevent
job burnout. Although CP has no field offices, the program’s services cover the entire state. The
program is piloting a telecommuting project for the agency to determine the viability of allowing staff to
work from their homes for one or more days a week. The pilot project will be completed in mid-August.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

One FTE, the HICAP Coordinator, is funded by the federal Centers for Medicare and Medicaid Services
(CMS) via a memorandum of understanding between the Department of Aging and Disability Services
(DADS) and TDI.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

There are no other programs that perform the oversight functions of CP’s General Management or
SWAT’s support functions. However, several sections within the agency, including Human Resources,
Administrative Operations, and Information Technology Services, provide business and resource planning
and technology support services similar to or in conjunction with General Management and SWAT.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Not applicable.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

This information is provided for each division’s Section VIIL.J response.
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K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

o why the regulation is needed;

e the scope of, and procedures for, inspections or audits of regulated entities;

e follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.
Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Consumer Protection — Complaints Resolution
Location/Division William P. Hobby Building, Tower I, 11th Floor
Contact Name Valerie Brown

Actual Expenditures, FY 2006 $1,546,889.16

Number of FTEs as of August 31, 2006 37

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Complaints Resolution Division helps consumers resolve complaints against their insurance
companies and agents. CP’s intervention frequently results in monies returned to consumers in additional
claims payments or premium refunds. The division resolves complaints about homeowner claims and
auto, life, accident, and health insurance (indemnity plans and preferred provider plans). Because these
are the most frequent types of consumer complaints, CP’s Complaints Resolution Division resolves the
majority of complaints submitted to TDI, or about 87 percent.

Over the last five years, the complaints investigated by CP regarding auto, homeowner, accident, and
health insurance mostly involved delays in claims handling, unsatisfactory settlement offers, and claims
denials. For the same period, life insurance and annuity complaints primarily involved issues related to
delays in policyholder service, misrepresentation, and premium refunds.

Complaints Resolution and other TDI staff assist consumers impacted by disasters or other catastrophes.
Staff frequently volunteer to assist consumers at Disaster Recovery Centers (DRCs) established by the
Federal Emergency Management Agency in presidentially declared disaster areas. While on disaster duty,
staff provide information to help minimize property losses, expedite the insurance claims process by
contacting companies on behalf of consumers, help resolve complaints, and identify potential industry
and consumer fraud.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

Complaints Resolution’s effectiveness is best demonstrated by the number of complaints resolved and the
dollar amount returned to consumers. In FY 2006, the division resolved more than 24,000 complaints and
returned $56 million to consumers.

To improve CP’s efficiency in processing complaints, the program implemented a “paperless” workflow
solution in October 2001. Complaints Resolution has vastly improved its complaints resolution time as a
result. In June 2007, the average time to resolve complaints was 34 days, which is less than the target of
38 days. A five-year history follows.
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1.2.1. Efficiency 1 — Average Response Time (Days) to Complaints

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 82 56 49 34 33
Annual Target 38 38 55 55 38
Percentage of Target 216% 147% 89% 62% 87%
Analysis/Variance In FY 2002, CP began the year with a backlog at the same time the program
Explanation implemented a paperless complaints workflow and responded to two major
disasters. As a result, processing time increased. Since then, CP has
coordinated efforts to reduce processing time while delivering excellent
customer service. These efforts along with the decrease in complaints received
have resulted in shorter processing time.

In March 2007, the State Auditor’s Office (SAO) audited the “Number of complaints resolved” measure.
SAO found no errors in the measure calculation and certified the agency’s complaints resolution
processes as sound. In addition, SAO commented that TDI’s complaints workflow system was “state of
the art” for state government.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

Please see history provided in the General Management Section VIL.D response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Complaints Resolution affects consumers and the insurance industry. A statistical breakdown is as
follows:

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas)
o Companies = 2,437 insurers and various other types of insurance-related entities
o Agents and adjusters = 347,830 total active licenses.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

Complaints Resolution is administered by the Senior Associate Commissioner for Consumer Protection
and the Director of Complaints Resolution. The complaints process flow chart and procedures manual is
available for review. Although Complaints Resolution has no field offices, its services cover the entire
state.

Complaints Resolution staff focus on claims-related complaints for most insurance lines. The division
has two sections, Life, Accident, and Health; and Property and Casualty. Each section has a team leader.
Complaints are routed to the appropriate section based on the line of insurance that is the subject of the
complaint. Complaints Resolution staff are classified as Administrative Assistants and Insurance
Specialists. Each group performs two different sets of tasks.

August 2007 90



TDI Self-Evaluation Report

Administrative staff open, sort, and route incoming complaints to the appropriate section; scan and
barcode those that CP will process; forward those that other TDI divisions will process; read the
complaints; and then enter them into CIS. Administrative staff generate letters, including
acknowledgement letters sent to complainants and requests for information to insurance companies,
agents, and other entities.

Insurance Specialists review the complaint and responses from insurers and/or agents, draft appropriate
correspondence to complainants and the insurance entities, enter information into CIS, research insurance
issues to resolve the complaint, code the complaint as justified or unjustified, and refer potential
enforcement matters to TDI’s Enforcement Program or the Fraud Unit if warranted. The Director of
Complaints Resolution and the Senior Associate Commissioner approve all referrals.

A senior Insurance Specialist audits most complaints before they are closed to make sure the
complainant’s issues were addressed accurately and thoroughly. The auditor verifies that the specialist
entered the proper codes into CIS and then closes the complaint.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

Due to the complexity of insurance products, other TDI areas also resolve consumer complaints. The
Property and Casualty Program handles complaints about homeowners insurance rates and title insurance;
the Life, Health, and Licensing Program’s Health and Workers’ Compensation Network Certification and
Quality Assurance (HWCN) Division handles HMO and workers’ compensation network complaints; and
the Division of Workers” Compensation’s Complaint Resolution Customer Services section handles most
workers’ compensation complaints.

No external programs provide an insurance complaint resolution service identical to TDI’s. Some
specific types of complaints are referred to other agencies, however. For example, complaints from state
employees about their health care plans are handled by the Employees Retirement System, and
complaints about self-funded insurance plans are handled by the U.S. Department of Labor. The Texas
Medical Association has a program physicians may use to complain about insurers and HMOs. Some of
these complaints may ultimately be referred to TDI. In addition, all licensed companies are required to
maintain consumer complaint records.
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I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Staff follow written procedures and receive training to assure that complaints are handled by the
appropriate program area. Two charts, “SORT for Success” and “Overview of Complaints Processing”
that include information about TDI program areas and the types of complaints they handle are available
for review. All areas handling complaints follow a consistent process established by an agencywide
complaint workgroup. The High Level Complaint Process Framework and supporting complaint
procedures are also available for review.

CP shares complaint information with the following agencies:

o Texas Department of Banking — monthly letter with copies of complaints involving a financial
institution, provided per an MOU.

o Federal Office of the Comptroller of the Currency — monthly letter with copies of complaints
involving a financial institution, provided per an MOU.

o National Association of Insurance Commissioners (NAIC) — complaint data for the NAIC’s
national complaints database. Complaint data regarding Medicare supplement policies is sent to
NAIC then forwarded by NAIC to the federal Centers for Medicare and Medicaid Services
(CMN).

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

CP shares information with federal and state agencies, such as the Texas Department of Banking and the
federal Office of the Comptroller of the Currency. To help Texans prepare for and mitigate disasters, the
division also works with the Governor’s Division of Emergency Management and the Federal Emergency
Management Agency.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.
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M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

o why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Why the regulation is needed
Complaint resolution is needed to ensure that consumers receive the benefits of their insurance products,
to make certain that the industry abides by state laws, and to promote market competition.

The scope of, and procedures for, inspections or audits of regulated entities

The Texas Insurance Code requires TDI to resolve policyholder complaints and to collect and maintain
information about complaints against insurers. All resolved complaints are coded as either justified or
unjustified. Justified complaints are expressed as a percentage of the total number of insurance policies
written by each insurer. The resulting “complaint index” allows consumers to compare companies’
complaint records. In addition, the Texas Insurance Code creates timelines for prompt payment of first-
party claims and certain health care claims.

Follow-up activities conducted when noncompliance is identified
CP refers complaints to TDI’s Fraud Unit or Enforcement program if there is suspected fraud or a pattern
of practice of noncompliance with insurance statutes and rules.

Sanctions available to the agency to ensure compliance

Based on a review of complaints, TDI’s Enforcement program may take a variety of administrative
actions, ranging from a management conference with a carrier to a formal enforcement action or fine.
The Fraud Unit handles allegations of fraud, which may result in referral for criminal prosecution.

Procedures for handling consumer/public complaints against regulated entities
Complaints resolution procedures are described in Section VIL.F above. Additional information and
flowcharts are available for review.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Complaints Resolution is primarily responsible for resolving insurance-related complaints involving
claims issues. For FY 2006, the Complaints Resolution Division resolved 24,054 complaints, or
approximately 87 percent of all complaints resolved by TDI. The remaining 13 percent were handled in
other areas of the agency. The following table shows the distribution of resolved complaints by TDI
divisions for fiscal years 2002-2006.
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Texas Department of Insurance — Complaints Resolved, FY 2002-FY 2006

Program/Division FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
CP Complaints Resolution 34,364 41,263 29,480 23,582 24,054
CP Advertising 24 31 25 48 68
DWC Complaint Resolution N/A N/A N/A N/A N/A
Customer Services
DWC Legal & Enforcement N/A N/A N/A N/A N/A
Enforcement 1,364 1,349 1,291 1,160 1,223
LHL HWCN 8,465 6,280 3,622 2,422 1,457
P&C Personal Lines 2,725 2,893 1,144 511 366
P&C Commercial Property 152 211 135 122 91
P&C Title 214 294 326 393 368
P&C Workers’ Compensation 115 102 82 82 85
Actuarial 1 0 0 0 0
Total 47,424 52,423 36,105 28,320 27,712
CP Complaints Resolution — Complaints Against Regulated Entities
FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Number of files received 45,358* 44,502* 33,951 30,084 30,604
Number of complaints resolved 34,364 41,294 29,505 23,630 24,122
Number of complaints 0 0 0 0 0
dropped/found to be without merit
Number of complaints pending 4,839 8,549 4,196 1,754 1,875
from prior years
Average time to resolve complaints 82 days 56 days 46 days 33 days 33 days

* Number of complaints received spiked in fiscal years 2002 and 2003 as the results of several factors,
including increases in disaster-related complaints, health care provider complaints, and mold

complaints.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Consumer Protection — Information Assistance
Location/Division William P. Hobby Building, Tower I, 11th Floor
Contact Name John Robinson

Actual Expenditures, FY 2006 $761,757.40

Number of FTEs as of August 31, 2006 16.1

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Consumer Protection’s Information Assistance (IA) Division operates TDI’s toll-free Consumer Help
Line. Insurance Specialists assist callers with insurance questions and concerns Monday through Friday
from 8 a.m. to 5 p.m., Central time, excluding holidays when TDI is closed.

Following a catastrophic event, such as a hurricane, extensive flooding, or a large insurer going out of
business, [A often extends its hours to better assist consumers. During hurricanes Katrina and Rita in
2005, for instance, IA staff worked 8 a.m. to 7 p.m., seven days a week. These hours corresponded with
the Federal Emergency Management Agency’s hours of operation at its Disaster Recovery Centers
(DRCs). 1A staff also frequently volunteer to assist consumers in the field at DRCs.

Calls to the Consumer Help Line cover a variety of topics, including general inquiries, complaints about
insurance rates, and claim settlement problems. The most common calls are about auto, homeowners,
life, and health insurance.

IA has seven bilingual Insurance Specialists to assist Spanish-speaking customers. IA utilizes Language
Line Service to assist callers who speak other languages. Language Line provides a translator who joins

the call “real-time” to translate between the caller and the IA Insurance Specialist.

IA staff also respond in writing to consumers who mail or e-mail TDI with insurance inquiries.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

IA performance measure data and management statistics are presented in the following tables. Brief
descriptions of process improvements that have enhanced [A’s efficiency and effectiveness are also
provided.
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1.1.1. Output 1 — Number of Inquiries Answered

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Total inquiries 621,565 671,144 938,084 920,436 995,119
o Telephone calls 317,204 281,076 262,231 240,510 251,611
e Written inquiries 1,408 1,285 1,185 1,238 1,419
. ggé}’)i)"f%’g?ys{’;‘égfe 302,953 388,789 | 672,745 678,693 742,089
Annual Target 350,000 350,000 621,565 621,565 1,000,000
Percentage of Target 178% 192% 151% 148% 99.5%

Analysis/Variance Explanation

From FY 2002 — 2005 performance exceeded the target due to the high
number of hits to company profiles on TDI’s website. The target was

increased in FY 2006 to reflect the high number of Internet hits.

Management Statistics

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Call capture rate 80% 84% 94% 95% 90%
Average length of call (minutes) 3:31 3:12 2:42 2:35 2:38

Prior to 1999, consumers had to call the Consumer Help Line for company profile information. To
provide easier access to this information, TDI placed its Practice and Claims Company Inquiry (PCCI)
application on the agency’s website. Within two years, the monthly average for PCCI Internet hits was
19,619, and the monthly average of incoming calls was 28,095. By fiscal year 2006, PCCI Internet hits
were up to 61,841 per month and call volume was reduced to 20,968 calls per month. This allowed CP to
reduce its call center staff accordingly.

Bilingual IA staff assist Spanish-speaking consumers. Previously, all non-English calls were handled
using interpreters with Language Line Services. The process improvement allows better service to

consumers who speak Spanish and has reduced costs associated with vendor fees.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is provided in Consumer Protection’s General Management Section VII.D response.

entities affected.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or

Anyone in the United States can dial TDI’s toll-free Consumer Help Line. Most callers are from Texas
and are insurance consumers or industry representatives. Following is a statistical breakdown of the

customers TA affects:

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas)
e Companies = 2,437 insurers and various other types of insurance-related entities
o Agents and adjusters = 347,830 total active licenses.
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

IA is administered by the Senior Associate Commissioner for Consumer Protection and the Director of
Information Assistance. Although IA has no field offices, its services cover the entire state.

To ensure consistent and accurate answers to questions, Insurance Specialists use an information database
accessed via TDI’s Intranet. TDI.nfo (pronounced TDI Info) includes links to the Texas Insurance Code,
agency rules, fact sheets, other online resources, etc. to enhance staff’s ability to provide consistent and
accurate responses to consumers. Insurance Specialists query TDI.nfo to provide information to callers.

IA staff use the Complaint Inquiry System to provide complaint status to callers. Staff may view
documents in the electronic complaint file to answer questions about when an acknowledgement or
closing letter was mailed, when the insurer was contacted, and the TDI staff member handling the
complaint.

Incoming telephone calls are initially answered through the Octel Voice Information Processing system,
the capitol complex system operated by the Department of Information Resources (DIR). Telephone calls
are evenly distributed among the staff available to answer calls. DIR provides daily call statistics to [A.
IA staff record the type of call answered (auto, homeowner, life, health, etc.) in an Access database. If
the caller requests a TDI publication, the insurance specialist enters the order into POP, an electronic
publications order system.

Consumer Help Line calls are recorded by a network-based Dictaphone Freedom system. Licensing and
Human Resources call centers also use the system to record their calls. In addition, a manager or senior
staff member monitors some calls live each day. The manager or senior staff member evaluate an average
of eight calls per month per Insurance Specialist. The manager includes these evaluations in Insurance
Specialists’ annual performance evaluations. The call evaluations also help identify staff training needs.

In December 2004, the Incoming Calls Management Institute (ICMI) and A.C. Nielsen Company of
Canada conducted a survey of call center monitoring practices and policies (view the report at
http://www.incoming.com/WebModules/Products/PubDetail.aspx?Productld=513). A total of 735 North
American call centers participated in the survey. IA’s call evaluation practices are in line with the study’s
major findings:

o The majority of call centers (93 percent) reported monitoring calls.

e The number of calls monitored per person ranged from one a month to 10 or more a month.

o The largest percentage (33.8 percent) of call centers monitored four or five calls per month per
person.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.
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H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

The Licensing Division, Division of Workers Compensation (DWC), and Human Resources (HR) have
call centers that perform services similar to IA. Licensing operators assist the more than 300,000 Texas
agents and adjusters who have questions about their insurance licenses. The DWC call centers assist
injured employees and other workers’ compensation system participants. The HR call center is the
agency’s switchboard and routes calls to staff. TA answers consumers’ questions about insurance. TDI
has these additional toll-free numbers:

Name

Number

Notes

TDI Main Switchboard

800-578-4677

Staffed during business hours by Human
Resources

TDI Job Line

800-952-7099

Recorded message regarding current job
information

Arson Hotline — to report suspicious activity

877-434-7345

Staffed 24 hours a day by State Fire
Marshal’s Office

DWC Complaint Resolution Customer Service
Hotline

800-372-7713

Staffed during business hours by DWC

DWC Safety Violations Hotline — to report safety
violations

800-452-9595

Staffed during business hours by DWC

DWC TXCOMP Technical Help Line — to get
assistance with WC claims, proof of coverage,
medical claim electronic data transmission,

system access, Approved Doctor List training

888-489-2667

Staffed during business hours by DWC

DWC - Workers” Compensation Injured
Employee Hotline

800-252-7031

Staffed during business hours — calls are
routed to the closest DWC field office

DWC Workplace Safety - Occupational Health
and Safety Hotline— to get information about
occupational health and safety

800-687-7080

Staffed during business hours by DWC

Fraud Hotline — report consumer and industry
fraud

888-327-8818

Staffed during business hours by Fraud

Help Insure Hotline — for consumers seeking auto
and homeowners insurance

866-695-6873

Staffed during business hours by P&C

Independent Review Organization, WC
Networks, and URA Hotline

866-554-4926

Staffed during business hours by Health
& Workers’ Compensation Network

Publications Order Line — to order a publication

800-599-7467

Automated order line

Windstorm Inspections — to request an inspection

800-248-6032

Staffed during business hours by P&C
Windstorm

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency

agreements, or interagency contracts.

CP convened the Phone Transfer Policy Team (PT?), which included call center staff from all TDI
divisions, to discuss issues related to the intra-agency transfer of calls. The team met quarterly to
coordinate call transfer procedures and to share customer service improvement tips and resources.
Agency call center managers currently meet as needed to update training information and share resources.
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J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Not applicable.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Consumer Protection — Public Education
Location/Division William P. Hobby Building, 333 Tower I, 11th Floor
Contact Name Richard Lee

Actual Expenditures, FY 2006 $554,956.12

Number of FTEs as of August 31, 2006 9

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Public Education (PE) Division develops and provides Texas consumers with accurate and timely
information, enabling them to make informed decisions about the insurance products they need. Division
staff write, edit, and distribute more than 45 consumer publications. PE also coordinates the agency’s
Speakers Bureau and conducts outreach.

In addition, PE administers a special program for Texas seniors called the Health Information,
Counseling, and Advocacy Program (HICAP). PE also coordinates CP’s responses to requests for
information made in accordance with the Texas Public Information Act. Descriptions of the division’s
primary activities follow.

Publications

PE and agency staff review publications for accuracy and relevance at least once a year. The review
process generally consists of three phases: initial review, team review, and executive review. The team
review includes technical and subject-matter experts in appropriate TDI program areas. The executive
review includes TDI executive-level staff, the Public Information Office, and the Office of Public
Insurance Counsel.

TDI produces rate guides and price comparisons for six types of insurance: auto, homeowners, Medicare
supplement, long-term care, workers’ compensation, and small employer health plans. Price comparisons
and rate guides require data collection from companies. CP’s Special Work Assignments Team in
coordination with PE collects data for the rate guides. The Workers’ Compensation Classification and
Premium Calculation Division collects data for and publishes the workers’ compensation rate guide.

PE staff distribute publications at outreach events and to consumers on request. Consumers may order
publications 24 hours a day, seven days a week, by calling CP’s automated order line. Consumers may
view and download consumer-related information, including publications, from the TDI website. Internet
hits to publications count toward the distribution performance measure. In addition to publications, the
division maintains several “web resource pages” on insurance topics, such as seniors insurance issues,
shopping for insurance, and disaster preparedness. Resource pages and publications may be accessed
from the Consumer page on the TDI website, http://www.tdi.state.tx.us/consumer/index.html.

Outreach and Speakers Bureau

PE conducts public outreach on request, in partnership with numerous organizations, and to certain
“target” audiences. The division provides targeted outreach in response to legislative or regulatory
priorities or agency initiatives. In recent years the division has targeted outreach toward:
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o senior audiences (the Medicare prescription drug program, insurance fraud, and long-term care
insurance)

e Texans in the military (life insurance sales and general insurance)

o parents of uninsured children

o Texans with disabilities

e minority audiences.

Additional information about targeted outreach to Texans in the military and seniors is available for
review. Targeted outreach is also conducted in specific areas of the state following disasters or market
changes such as company withdrawals, company insolvencies, or policy nonrenewals.

Outreach [T

conducted

through TDI l * Areas visited, FY 2007
Speakers EEEE,

Bureau [

The Speakers Bureau Coordinator processes most requests for speakers from external groups. The
appropriate Commissioner’s office handles requests for speeches by the Commissioner of Insurance or
the Commissioner of Workers” Compensation. The Public Information Office coordinates media requests
for interviews with TDI staff. The measure methodology counts media interviews as outreach events.

CP regularly provides information to consumers via mass mail and e-mail. The program maintains
mailing lists and e-mail lists of consumer advocacy groups, business and industry groups, state agency
contacts, Texas military bases, and public libraries.

HICAP

The Health Information, Counseling, and Advocacy Program, or HICAP, is a federally funded program to
assist older Texans. TDI is one of three Texas agencies implementing the program. Other program
partners are the Texas Department of Aging and Disabilities Services (DADS) and the Texas Legal
Services Center. HICAP provides information about both public benefits and private health insurance.
This is accomplished with the cooperation of the 28 Area Agencies on Aging offices (AAAs), which
provide one-on-one counseling to assist older and disabled Texans in or near their town of residence.
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Management Statistics - HICAP Program
FY 2002 | FY 2003 | FY 2004 | FY 2005 FY 2006
Number of presentations conducted 33 34 27 38 50
Number of trainings conducted 11 5 10 13 19
Number of Spanish presentations 7 7 7 8 19
Number of Benefits Counselors certified 456 341 349 380 425
Number of senior-related publications 90,132 95,603 98,135 98,138 113,029
distributed
Open Records

TDI’s Agency Counsel Division oversees the agency’s open records function. PE staff respond to open
records requests for information in consumer complaint files. CP staff receive and enter requests into an
automated tracking system; redact information deemed to be confidential by state law, common law
standard, and Attorney General opinion; and then provide the information to the requestor. Confidential
information is removed from paper documents using a black marker and then photocopied before the files
are provided to the requester. Before releasing the requested information, all documents provided for an
open records request are proofread by a staff member who did not perform the original redaction. PE
processes a majority of the Open Records requests received by the agency.

Management Statistics - Open Records Requests
FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Number of requests processed by 603 718 745 530 652
PE
Number of pages redacted 85,454 100,658 110,411 110,758 116,190

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey the
effectiveness and efficiency of this function or program.

PE has consistently met performance measures for the past five years.

1.1.1. Output 2 — Number of Rate Guides Distributed

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 652,743 832,112 756,162 861,235 941,074
Annual Target 600,000 600,000 652,743 652,743 652,743
Percentage of Target 109% 137% 116% 132% 144%

Analysis/Variance
Explanation

Rate guides are distributed on request through the Consumer Help Line, via
partnerships with county Tax Assessor-Collectors, and on TDI’s website. Overall
performance has exceeded the target, though demand may fluctuate from year to year.
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1.1.1. Output 3 - Number of Consumer Information Publications Distributed

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 2,216,617 | 2,763,216 | 3,343,753 3,079,365 3,579,147
Annual Target 2,000,000 | 2,000,000 | 2,200,000 | 2,200,000 3,200,000
Percentage of Target 111% 138% 152% 140% 112%

Analysis/Variance
Explanation

Consumer demand for TDI publications, especially on TDI’s website, has
increased and the target has been exceeded each year.

1.1.1. Output 4 - Number of Consumer Information Presentations

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 574 545 561 542 647
Annual Target 500 500 500 500 540
Percentage of Target 115% 109% 112% 108% 120%

Analysis/Variance Explanation

TDI’s Speakers Bureau coordinates requests for TDI speakers. Each
year performance has exceeded the measure due to the high number
of requests and ongoing partnerships with a variety of organizations
and agencies.

1.1.1. Efficiency 1 — Average Cost per Rate Guide

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 33 cents 19 cents 16 cents 11 cents 10 cents
Annual Target 60 cents 60 cents 50 cents 50 cents 20 cents
Percentage of Target 55% 31% 32% 22% 50%

Analysis/Variance Explanation | The average cost per rate guide is a companion to the “number of rate
guides distributed.” Due to the high number of rate guides distributed
via Internet hits and the low cost to distribute rate guides via TDI’s
partnership with the county Tax Assessor-Collectors offices, the cost

per rate guide has decreased year to year.

In addition, the Public Education section has received numerous awards since 2000:

e The Consumer Federation of America rated the quality and quantity of consumer information
provided by TDI among the best in the nation (2000). TDI was one of only seven states receiving
an “A” grade.

e The Centers for Medicare and Medicaid Services (CMS) recognized the HICAP program with a
national award for its outstanding work in public outreach (2000).

e The HICAP program earned certificates of appreciation for its work with Texas seniors and
retirees from the Department of Defense (2000); the Area Agency on Aging (AAA) of the Golden
Crescent (2000); CMS (2001); the Texas Medical Foundation (2003 and 2005); and CMS Region
VI Office (2006).

e The Middle Rio Grande AAA presented its Together We Can award to the HICAP program for
outstanding support to Texas seniors (2003).

103 August 2007



TDI Self-Evaluation Report

e CP’s consumer outreach efforts have earned certificates of appreciation from the Governor’s
Department of Emergency Management for assisting consumers following disasters (2001 and
2004); the City of Austin (2004, 2005, and 2006); the Austin Police Department (2005); Fort Sam
Houston for outreach to Texans in the military (2005 and 2006); Fort Hood for outreach to
Texans in the military (2005 and 2006); the American Heart Association (2005 and 2006); and
the Association of Texas Tax Collector-Assessors for our cooperative program to provide
information and assistance to Texas consumers (2006 and 2007).

Publication Distribution - Paper Distribution vs. Internet Hits
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Other evidence of efficiency includes increased hits to TDI’s website for educational and outreach
information. Hits to publications on the agency’s website are the key drivers to successfully achieving
three of PE’s four performance measures: publications distributed, rate guides distributed, and average
cost of a rate guide.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is provided in Consumer Protection’s General Management Section VII.D response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

PE staff provide information to the public. The division conducts special outreach programs to senior
Texans, Texans with disabilities, Texans in the military, minority Texans, and parents of uninsured
children. Following is a statistical breakdown:

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas)
e Companies = 2,437 insurers and various other types of insurance-related entities
o Agents and adjusters = 347,830 total active licenses.
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

Public Education is administered by the Senior Associate Commissioner for Consumer Protection and the
Director of Public Education. The procedures manual is available for review. Although PE has no field
offices, its services cover the entire state.

The division has nine FTEs. Primary job functions are broken down as follows: program management
(one), consumer outreach (three), HICAP (one), publication writing and editing (one), and open records
(three). In addition to their primary job functions, staff also assist with disaster outreach, publication
distribution, coordination of the agency’s Speakers Bureau, legislative bill review and analysis, and
special projects.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

The HICAP program is funded by a grant from the Centers for Medicare and Medicaid Services (CMS) to
the Department of Aging and Disabilities Services (DADS). DADS contracts with TDI via an
interagency contract.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

TDI’s PIO section also provides information to the public, although its focus is primarily on the media
rather than to consumers and the general public.

The State Fire Marshal’s Office (SFMO) conducts outreach and produces various publications. SFMOQO’s
function is primarily to work with local firefighting units.

TDI’s Division of Workers’” Compensation conducts outreach for employers regarding workplace health
and safety and return to work.

The Office of the Public Insurance Counsel (OPIC) publishes some consumer information on its website.
OPIC is statutorily required to publish a “Report Card” on Texas HMOs.
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I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

A rider to the General Appropriations Act, 2006-2007, requires TDI to contract with OPIC to provide
consumer information. As a result, OPIC participates in the review process for TDI consumer
publications, helps develop certain outreach strategies, and assists with disaster outreach.

SFMO publications and outreach are targeted at fire prevention and other fire awareness topics, and are
counted in separate performance measures. There is no duplication of effort with PE.

CP’s HICAP Coordinator position is funded by a grant from CMS through an interagency contract with
DADS. The HICAP coordinator provides targeted outreach to Texas seniors in partnership with DADS
and other CMS grant recipients. To avoid duplication of efforts, the agreement specifies the activities and
deliverables to be accomplished by the HICAP Coordinator.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

PE works with the following agencies and governmental units:

o Tax Assessor-Collector offices in most Texas counties: Distribute auto and homeowner price
comparisons and other publications in county offices.

e Texas Workforce Commission (TWC): CP exhibits at TWC’s Texas Business Conference.

o Texas Department of Aging and Disability Services (DADS): CP’s HICAP program is funded
through an interagency contract with DADS.

e Area Agencies on Aging (AAA): CP trains benefits counselors, provides insurance information,
and provides other support for the 28 AAAs in Texas.

e Texas Health and Human Services Commission (HHSC): TDI is a partner with HHSC and other
entities in the Long-Term Care Partnership to provide information and training about long-term
care insurance.

e Austin Police Department and Travis County Sheriff’s Office: Distribute auto and homeowner
insurance information at outreach events held in towns throughout Central Texas.

o Capital Area Metropolitan Planning Organization: Distribute insurance information at Capitol
Metro fairs in the Austin metropolitan area.

o  Other state agencies: Distribute information at summer health insurance enrollment fairs.

e Austin Children’s Hospital and Seton Healthcare network: PE exhibits at mobile health van
events for uninsured schoolchildren in the Austin area.

e Travis County Health and Human Services Department: Distribute information to uninsured
residents via a mobile health van.

o Financial Literacy Coalition of Central Texas: Distribute insurance-related information to
Texans.

e Texas public libraries: Distribute insurance-related information and publications via mass
mailings.

o Texas military bases: Distribute information and publications regarding insurance issues pertinent
to service members via mass mailings and outreach events.

« City, county, emergency management, and elected officials’ offices: Distribute information and
publications regarding assistance with insurance questions and claims during a disaster response.

August 2007 106



TDI Self-Evaluation Report

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

e why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;
sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Consumer Protection — Advertising Unit
Location/Division William P. Hobby Building, Tower I, 11th Floor
Contact Name Jack Evins

Actual Expenditures, FY 2006 $284,584.34

Number of FTEs as of August 31, 2006 6

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Advertising Unit protects the public and promotes accuracy in advertising by reviewing insurance
advertisements. In general, an “advertisement” is any prepared communication intended to promote name
identification of a licensee or to generate interest in insurance or other regulated products. Staff review
insurance ads to ensure that they are compliant with the law and agency rules and to detect possible fraud
and unauthorized activities. Additionally, the Advertising Unit proactively selects insurance industry
websites for review. These reviews ensure that companies are not inappropriately using unfiled required
ads on their websites and also help detect potentially false and misleading statements. Approximately 24
percent of the ads reviewed in FY 2006 were proactively reviewed Internet ads.

The Advertising Unit monitors marketing trends to identify potential “scams.” It helps create and
maintain a level playing field in the industry, thus promoting fair competition.

The Advertising Unit receives a small number of complaints annually (68 complaints closed in FY 2006).
Most complaints are submitted by carriers or agents questioning the compliance of a competitor’s
advertisements; less frequently, consumers complain of advertising they believe to be false or deceptive.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The Advertising Unit has exceeded its performance measure for the past five years.

1.2.1. Output 2 - Number of Insurance Advertising Filings Reviewed
FY 2002 | FY 2003 | FY 2004 | FY 2005 | FY 2006

Actual Performance 6,028 6,160 6,400 6,065 6,062

e Required ads 3,659 2,986 4,332 3,612 2,997

o Non-required ads 2,369 3,174 2,068 2,453 3,065
Annual Target 6,000 6,000 6,000 6,000 6,000
Percentage of Target 100.5% | 102.67% | 106.67% | 101.08% | 101.03%
Analysis/Variance Explanation N/A
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Management Statistics
FY 2002 | FY 2003 | FY 2004 | FY 2005 | FY 2006

Number of forms with compliance issues 3,773 3,415 3,575 3,415 4,142
(objections)

Average time (in days) to review advertising

e Required ads 24.81 27.09 29.18 20.75 24.30

o Nonrequired ads 20.29 19.33 10.45 24.49 23.27

e Total 23.14 24.64 20.11 22.23 23.80
Number of companies submitting ads

e Required ads 101 89 89 82 71

e Nonrequired ads 151 121 84 41 32

e Total 252 210 173 123 103
Number of files referred to Enforcement 6 7 4 10 10

Required = Ads that are required to be filed with TDI before they may be used.
Nonrequired = Ads that are not required to be filed with TDI before they may be used.

Some violations detected by the Advertising Unit have resulted in consent orders and fines paid by
insurers and agents. In addition, the unit has provided information to the Office of the Texas Attorney
General (OAGQG) to support cases that led to cease and desist orders against deceptively marketed discount
health care programs.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is provided in Consumer Protection’s General Management Section VIL.D response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Advertising regulation affects the insurance industry and consumers. Statistical breakdown is as follows:

o Companies = 2,437 insurers and various other types of insurance-related entities
o Agents and adjusters = 347,830 total active licenses
e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas).

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Advertising Unit is administered by the Senior Associate Commissioner for Consumer Protection and
the Director of Advertising. The Advertising Review Flow Chart is available for review. The unit has no
field offices, but its services cover the entire state. Following is a summary of the advertising review
process:
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o Each piece of advertising is date-stamped and logged into an Oracle database tracking system,
which assigns a Filing ID number to each submission.

e An Insurance Specialist reads the advertisement for content; context; prominence and position of
required disclosures; omissions of required information; and violations of statutes, regulations,
policy provisions, and licensing requirements. To help insurers, these requirements are
summarized in detailed guidelines in the “Advertising Workbook” for the industry and available
at http://www.tdi.state.tx.us/consumer/documents/advworkbook04.doc.

o The specialist may review the outline of coverage or policy form to compare the contractual
benefits to the advertising language. Because most insurance policy forms are imaged, a
specialist can usually query the policy form tracking systems (PATK and TRACK) and view the
form online from the computer desktop.

e Ifno problems are found with the advertisement, the specialist sends a letter to the submitter by e-
mail or fax, if possible, or otherwise by mail, noting the findings.

o If the specialist identifies a problem with the advertisement, he or she prepares a detailed letter
with reasons for objections to specific content and citations to the TAC or the TIC. The specialist
e-mails or faxes the letter to the submitter, if possible, or otherwise mails it. If an advertisement
raises more serious or complex issues, the specialist may request additional information or, if the
ad is in circulation, request that the company or agent voluntarily discontinue the ad.

o During the course of a review, a specialist may consult with staff in the Life, Health, and
Licensing; Property and Casualty; Legal Services; or Enforcement programs to complete the
review.

o The Advertising Director or a senior Insurance Specialist reviews each completed ad review. The
auditor reviews the specialist’s findings, reads the correspondence for clarity and accuracy, and
follows up with staff as necessary.

o If staff determine an ad should be referred to Enforcement or Fraud, the staff member drafts a
referral, which is approved by the Advertising Director and Senior Associate Commissioner.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

TDI has no identical function to the Advertising Unit’s reviews. TDI Market Conduct examiners may
identify noncompliant advertising; however, they would generally be looking at advertising in use, rather
than material proposed for use. The form approval function conducted by Life, Health, and Licensing and
Property and Casualty is similar to the advertising review function. Advertising interacts with
Enforcement regarding cases opened from referrals. Occasionally, advertising issues arise on cases
initially referred from other programs, and Enforcement or Fraud requests the Advertising Unit to review
ads in question.

In late 2007, the Interstate Compact Insurance Regulation Commission may provide a centralized filing
and review option for long-term care insurers in participating states (including Texas). Ads that pass the
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Commission’s review will not need to be filed for prior review in Texas. The National Association of
Securities Dealers (NASD) has jurisdiction over prospectuses promoting variable annuity products. The
OAG also may take action regarding material that violates the Deceptive Trade Practices Act (Business
and Commerce Code, Chapter 17). The federal Centers for Medicare and Medicaid Services reviews
Medicare Advantage products.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Adpvertising participates in an MOU between TDI, the Texas Funeral Services Commission, and the Texas
Department of Banking regarding prepaid funeral service contracts. Life, Health, and Licensing staff
coordinate the MOU, and the agency participants meet annually.

Adpvertising; Life, Health, and Licensing; and Property and Casualty staff interact regularly to coordinate
reviews of policy forms, endorsements, outlines of coverage, and advertisements.

When Advertising staff identify apparent patterns of violation or unauthorized activities, they interact
with the Legal Services, Enforcement, and Fraud programs, and with the OAG.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The Advertising Unit works with the following agencies:

e CMS regarding Medicare-related products

o the OAG regarding lead card advertising and discount health care services programs

o State Securities Board regarding the sale of variable annuities

e Texas Funeral Services Commission and Texas Department of Banking regarding prepaid funeral
services contracts.

The principal nature of these dealings is exchange of information. This may include referrals of
complaints from one agency to another, as appropriate.

The Advertising Unit also interacts with staff in other state departments of insurance to compare
advertising review requirements.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.
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L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

In late 2006, TDI hosted meetings of the Advertising Workgroup. The group, which included industry
representatives and the Office of Public Insurance Counsel, discussed opportunities to improve
advertising regulation. Many recommendations were contained in HB 2251 and HB 2252 enacted by the
80th Legislature.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

why the regulation is needed;

e the scope of, and procedures for, inspections or audits of regulated entities;
e follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and
[

procedures for handling consumer/public complaints against regulated entities.

Why the regulation is needed
Regulation of insurance advertising promotes competition and protects consumers. In addition, federal
law mandates that states require Medicare supplement insurance ads to be filed for review or approval.

TDI rules require advertising for long-term care insurance and viatical and life settlements to be filed for
review. These requirements are imposed to monitor the marketing of complex products and to protect
particularly vulnerable consumers.

The scope of, and procedures for, inspections or audits of regulated entities

All advertising is subject to basic requirements, per Texas Insurance Code, Chapter 541, and Texas
Administrative Code, Chapter 21. TDI rules establish additional requirements for health and accident
insurance, Medicare supplement insurance, Medicare cost HMOs, long-term care insurance, life and
annuity advertising, and viatical and life settlement ads.

Advertising staff must complete reviews of Medicare supplement, Medicare cost, and long-term care
insurance advertising before the applicable deadline. If an advertising review is not completed before the
deadline, the carrier may consider the ad to be “deemed” acceptable.

Advertising staff review websites of insurers with significant market shares in personal lines of insurance
and those with ads that are the subject of a complaint. Occasionally, another TDI program may request
that a carrier submit all of a certain class of “nonrequired” advertising to TDI for review.
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Follow-up activities conducted when noncompliance is identified

In reviews of advertising filed prior to use, staff prepare and send a letter with reasons for objections and
citations to the law and agency rules. The responsible party would then have to make modifications and
resubmit the ad to receive a “no objection” letter indicating that the material is acceptable.

In reviews of noncompliant advertising already in use, staff will again send the responsible party a
detailed letter noting objections and require the responsible party to confirm its remedial actions within a
reasonable time frame.

An ad may be referred to TDI’s Fraud or Enforcement program if:

o staff detect possible fraud or evidence of actual damages to consumers or competitors
o the party responsible commits a pattern of violations
o the party responsible fails to remedy noncompliant advertising.

Sanctions available to the agency to ensure compliance

The administrative penalties available under Texas Insurance Code, Chapter 84, may be applied to entities
regulated by TDI. Cease and desist orders may also be applied, particularly when an unauthorized
activity is involved. These actions are pursued by TDI’s Enforcement program.

Procedures for handling consumer/public complaints against regulated entities

Complaints about insurance advertising will result in a review of the ad. An acknowledgment of receipt
of the complaint is sent to the complainant. A closing letter is also sent to the complainant summarizing
the results of the review, including whether violations were noted and, if so, what actions were taken.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

The Advertising Unit resolved 68 complaints during FY 2006, as noted in the CP Complaint Resolution
Section VII.O agency complaint resolution table.
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VIl. Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Enforcement Program

Location/Division William P. Hobby Building, Tower I, 10th Floor

Contact Name Catherine Reyer

Actual Expenditures, FY 2006 $2,347,560.98

Number of FTEs as of August 31, 2006 50

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Enforcement’s primary objective is to encourage fair competition in the insurance industry by reducing
unfair and illegal practices. To meet this objective, Enforcement investigates allegations of illegal
activities by insurance agents, insurance companies, HMOs, and other licensed entities and brings
disciplinary actions that may result in:

e cease-and-desist orders

e license denials

o license revocations and suspensions
e monitored agent probations

e administrative penalties

e  restitution.

Enforcement refers cases to the Fraud Unit for criminal prosecution and assists appropriate prosecutors in
criminal prosecutions. Enforcement works with the Office of the Attorney General (OAG) on appeals of
disciplinary actions and on enforcement actions conducted by the OAG’s Consumer Protection Division.

Enforcement’s Compliance Intake Unit provides data and file management and public assistance
telephone support to the program. The section also is responsible for analyzing and referring complaints
and reports to the appropriate areas within TDI.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The Enforcement Program’s effectiveness is best demonstrated by the number of enforcement actions
concluded, penalties fined, and restitution assessed. The tables below demonstrate Enforcement’s success
at meeting annual performance measure targets for the past five fiscal years (FY).

1.2.2 output 1 — Number of enforcement actions concluded

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 332 352 457 417 364
Annual Target 295 295 300 300 350
Percentage of Target 112.54% 119.32% 152.33% 139% 104%
Analysis/Variance Explanation | Enforcement consistently meets the target for this measure.
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1.2.2 output 2 — Dollar amount of penalties assessed for unfair and illegal practices

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance $26,256,925 | $14,709,197 | $8,344,761 | $12,744,166 | $8,690,433
Annual Target $1,250,000 | $1,250,000 | $1,350,000 | $1,350,000 | $2,750,000
Percentage of Target 2100.55% 1176.74% 618.13% 944.01% 316.02%
Analysis/Variance Explanation | Enforcement consistently meets the target for this measure.
1.2.2 output 3 — Dollar amount of restitution assessed for unfair and illegal practices

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance $55,158,846 | $18,476,341 | $29,844,650 | $18,031,974 | $18,224,109
Annual Target $2,500,000 | $2,500,000 | $10,500,000 | $10,500,000 | $10,500,000
Percentage of Target 2206.35% 739.05% 284.33% 171.73% 173.56%
Analysis/Variance Explanation | Enforcement consistently meets the target for this measure.

Enforcement’s effectiveness is also reflected by the combination of explicit agreements for compliance
with statutes and regulations, payment of restitution to those harmed by past behavior, and payment of
monetary penalties to the general revenue fund as documented by orders issued to regulated entities. In
FY 2006, Enforcement collected approximately $5.8 million in general revenue fund penalties, which is
more than the program’s fiscal year budget.

Additionally, following House Bill 7 merger, TDI’s Enforcement Program assisted the Division of
Workers’ Compensation (DWC) with reducing the backlog of medical dispute resolution cases. As a
result of Enforcement’s efforts, the number of cases docketed for hearings with the State Office of
Administrative Hearings (SOAH) decreased from 3,919 to 1,877. DWC has continued to work on the
backlog and as of August 2007, only 1,632 cases remain.

Specific enforcement actions highlighting the program’s performance for FY 2006 are presented below.

o Issued a cease and desist order and assessed a $1 million penalty against Employers Resource
Management for engaging in the business of insurance without proper authorization and engaging
in deceptive acts by making misrepresentations about its health benefits plan.

e Assessed a $4 million penalty against United Healthcare Insurance Company for violating the
insurance laws relating to compliance with Texas prompt payment statutes and rules.

o Participated in a multi-state regulatory settlement agreement in and between American-Amicable
Life Insurance Company of Texas that resulted in more than $10.7 million in restitution for Texas
consumers. Allegations included misrepresentation and violation of insurance or consumer
protection statutes in the marketing and sale of Horizon Life to members of the United States
military.

e Ordered Melvin Dean Marshall to pay restitution of approximately $2.6 million. Mr. Marshall
was found to have participated in and benefited from dishonest and deceptive practices in the
business of insurance, resulting in financial losses to retired elderly people.

e Required Unum Life Insurance Company of America to pay approximately $8.6 million in
restitution for improper claims settlement practices in individual and group long-term disability
income insurance policies.

o Following a contested case hearing at SOAH, the Commissioner issued an order requiring
Allstate Texas Lloyd to reduce its homeowners insurance rates by 5 percent and to pay restitution
to policyholders in an amount estimated to be more than $57 million.

Other specific examples that demonstrate the impact of the Enforcement program on the market include
the following. In 2000-2001, TDI experienced a sharp increase in complaints regarding unauthorized

115 August 2007



TDI Self-Evaluation Report

health insurance plans. In response, Enforcement created an unauthorized insurance team to deal solely
with unauthorized insurance issues. During 2003, Enforcement entered over 100 orders against agents
involved in selling unauthorized insurance. By 2005, the incidents reported to TDI of agents participating
in unauthorized insurance schemes fell so low that the unauthorized insurance team was disbanded.
Enforcement staff have since learned that individuals involved in unauthorized insurance operations have
specifically refrained from doing business in Texas due to the enforcement efforts of TDI.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

1997 - The Enforcement Section of the Legal and Compliance Program of TDI was created as a result of
the merger of the Agent Enforcement and Market Activities sections. Attorneys from the State Fire
Marshal’s Office joined Enforcement when the Fire Marshal enforcement function was delegated to the
Legal and Compliance Division.

2006 - The enforcement portion of the Legal and Compliance Program was split into a separate program,
which also included the Compliance Intake Unit.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Enforcement primarily impacts individuals and entities regulated by TDI. The program also affects TDI
programs and the public. The statistical breakdowns are as follows:

e Companies = 2,437 insurers/various other insurance-related entities as of December 31, 2006
o Agents and adjusters = 347,830 total active licenses as of August 31, 2006

e Agency staff = 1,627.1 as of August 31, 2006

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas).

The vast majority of cases handled by Enforcement involve individuals and entities regulated by TDI, as
illustrated below.

Pending Enforcement Cases as of January 2007
1303 Total

Agent Other
Financial 170%
2.00%

Windstorm
Engineers
0.60%

Advertising
2.20%

Fire Marshal
3.00% Agent
Attorney General Disciplinary:
Referral 23.90%
4.80%
Agent Continuing
Education
7.80%
Property and
Workers' Casualty

Compensation
8.40%

8.60% Life, Health; HMO \ Tite

Agent Application
0,
110% 12.70%

13.40%
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Enforcement Program is administered by an Associate Commissioner and consists of investigators,
attorneys, and administrative staff. Enforcement processes involve opening cases, investigating cases,
pursuing orders in appropriate cases, issuing orders, and tracking compliance with orders. Enforcement’s
Compliance Intake Unit is responsible for setting up cases in the complaint tracking system and routing
cases, complaints, and reports to the appropriate area. Flowcharts of Enforcement’s processes are
available for review.

Enforcement has four subject matter teams. Generally, each attorney and investigator are assigned to
more than one team.

o Licensing (dealing with Agent issues)

e Property and Casualty/Windstorm/Fire Marshal

o Rates/Title/Financial

e Health/HMO/Life/Workers” Compensation Networks

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

Internal Programs

The Legal Services Program of TDI provides legal advice, interpretation, and non-litigation support
services to the agency. Enforcement relies on Legal Services for these support services and
communicates through both regularly scheduled meetings and ad hoc interaction as specific cases
demand.

DWC’s Legal Services Section provides legal advice, interpretation and support services to DWC. TDI’s
Enforcement Program and DWC’s Legal Services regularly communicate regarding disciplinary actions
to ensure consistency across the agency.

The General Counsel/Chief Clerk of TDI provides legal counsel to the Commissioner. It is especially
important that this function remain separate and distinct from Enforcement as the Commissioner is
prohibited from discussing the substance of contested cases with any party, including Enforcement staff
(see Texas Government Code, Section 2001.061). Enforcement and the General Counsel work together
to establish and maintain procedures in contested cases.

Many enforcement cases involve allegations of activities that, if proven, would provide the basis for
criminal prosecution. TDI’s Fraud Unit investigates and prepares these cases for referral to various
district attorneys around the state. Due to the need to take appropriate action against regulated entities,
and since the nature of the available sanctions are different, companion cases often run simultaneously in
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both Enforcement and the Fraud Unit. Enforcement meets and communicates regularly with
representatives of the Fraud Unit through both regularly scheduled meetings and ad hoc communications
on specific cases to ensure coordination of efforts and sharing of information where possible.

External Agencies

TDI works daily with SOAH. Per Texas Insurance Code, Chapter 40 and Texas Government Code,
Chapters 2001 and 2003, SOAH conducts contested case proceedings for TDI including issuance of
proposals for decision which contain recommendations to the Commissioner.

Pursuant to Texas Business and Commerce Code, Section 1747, the OAG has authority to pursue
deceptive trade practices cases against insurers. This overlaps with the authority of TDI under the Texas
Insurance Code. Since insurance agents and entities may not do business in Texas without authorization
from TDI, the function of regulating deceptive trade practices by regulated entities is appropriately given
to TDI.

TDI shares regulation of certain types of health plans with the United States Department of Labor (DOL).
Both agencies regulate self-funded multiple employer welfare arrangements (MEWAs). However, the
DOL focuses on breaches of fiduciary duty, while TDI focuses on MEWA licensure and regulation under
Texas Insurance Code, Chapter 846.

TDI regulates Qualified Inspectors (QI) who perform building inspections to determine whether buildings
or structures are eligible for windstorm and hail insurance through the Texas Windstorm Insurance
Association (TWIA). TDI reports actions taken against QI who are also licensed engineers regulated by
the Board of Engineers (BOE). TDI also verifies the engineer’s license status through the BOE.

The State Securities Board (SSB) oversees the registration of security dealers/agents and securities in
Texas. The SSB and TDI’s Enforcement Program share information about the inappropriate sale of
securities as many Texas agents also sell investment products to clients. Although the sale of securities is
not the business of insurance, Enforcement may initiate disciplinary action against a licensed agent who
engages in the sale of registered or unregistered securities but fails to register as a security dealer.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

TDI meets and otherwise communicates with various other programs within the agency in order to
coordinate efforts. These meetings plus the exchange of biweekly reports among programs ensure that
each area remains informed about one another’s activities. The programs understand the scope of their
regulatory authority. When issues are incorrectly directed to a program, they are promptly routed to the
appropriate area for handling.

Enforcement staff meet regularly with the Travis County District Attorney’s Office to discuss pending
cases involving respondents/defendants who are or who have been the subject of both criminal
investigation through that office and civil administrative action through TDI Enforcement. Enforcement
staff also participate in several National Association of Insurance Commissioners (NAIC) working groups
that communicate regularly via national meetings and e-mail correspondence. The Department of Labor
also participates in these NAIC working groups. Enforcement staff communicate regularly with the OAG
about pending issues affecting both agencies. Similar contacts and communications occur with the SSB
and BOE.
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a brief description of these entities and their relationship to the agency.

J. If the program or function works with local, regional, or federal units of government include

Enforcement regularly shares information with and receives information from the following entities

regarding individuals and entities of common interest:

o Texas State Securities Board

o Texas Real Estate Commission

e Texas Education Agency

e Texas Work Force Commission

e Texas Comptroller of Public Accounts

o Texas Secretary of State

o Texas Department of Licensing and Regulation

e Texas Department of Finance

o Texas Department of Banking

o Texas Board of Chiropractic Examiners

o Texas Department of Public Safety

o Texas Department of Transportation

e Texas Windstorm Insurance Association

o Texas Fair Access to Insurance Requirements Plan Association
o Texas Automobile Insurance Plan Association

o Surplus Lines Stamping Office

e Special Deputy Receivers Appointed by TDI Commissioner.

Enforcement also provides information regarding activities by licensees that may involve violation of

federal statutes to the following agencies:

e United States Securities and Exchange Commission

e United States Department of Homeland Security

o Federal Bureau of Investigation

e United States Attorney

o United States Secret Service

e United States Department of Labor

o Internal Revenue Service - Criminal Intelligence Division
e United States Postal Inspection Service.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;
the number of contracts accounting for those expenditures;

[ ]

[ ]

e a short summary of the general purpose of those contracts overall;

o the methods used to ensure accountability for funding and performance; and
[ ]

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.
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L. What statutory changes could be made to assist this program in performing its functions?
Explain.

For the most part, the Texas Insurance Code does adequately reflect the agency’s mission and powers.
However, Enforcement believes there is room for improvement in the statutes giving the agency the
power to carry out its mission. For instance:

e A recommendation included in the agency’s biennial report to the 80th Legislature is to adopt the
NAIC model regulation to prevent unauthorized health insurance. This model would make clear
a number of issues where unauthorized plans have tried in the past to exploit the current
ambiguity.

e Another recommendation included in the biennial report was to clarify the “independently
procured” exemption from TDI regulation in order to prevent inappropriate circumvention of
Texas insurance regulations. Specifically, Enforcement is concerned about the use of the
exemption by unauthorized insurers selling to Texas domiciled individuals and businesses and
does not believe that the exemption was intended to be utilized in such circumstances.

e Anissue not included in the biennial report has to do with the regulation of life and health
insurance. Currently, TDI’s ability to require licensure of insurance companies clearly doing
business in the state is very limited in cases of group policies. Specifically, §101.053 (b)(5)
provides that a transaction involving a group life or health insurance policy issued outside of the
state which was authorized in that other state is not considered the business of insurance in Texas.
While this is appropriate in the context of single employer group health insurance, this exemption
is also utilized in other, arguably inappropriate, contexts. For instance, this would appear to
apply to situations where a group health insurance or annuity policy is issued to a “consumer
association” in another state. While TDI might be able to order the carrier to comply with Texas
law as to the content of the certificates issued here, such regulation has little force without the
threat of the revocation of licensure.

o Currently, insurance companies often return unearned premium to the insurance agent when a
policy cancels, to be returned to the consumer. TDI has seen a number of examples of agents
misappropriating the funds in these circumstances. TDI suggests that carriers be required to
return unearned premium directly to the policyholder.

o Similarly, TDI has observed misappropriation of funds when premium finance companies send
premium finance agreement funds to the agent to be forwarded to the carrier. Again, TDI
suggests that the premium finance company be required to forward the premium directly to the
carrier so as to avoid the opportunity for fraud.

o TDI has investigated a large number of cases of consumer harm in the sale of insurance products
where agent commission is paid up front and where the commission is paid one time for a
product, like an annuity, which is generally a multi-year product. TDI has also revoked a number
of agent licenses in circumstances where the agent received large up front commissions and then
refused to return them when the policy was cancelled. In other cases, agents have created large
numbers of false applications in order to benefit from the initial commissions paid. Currently,
pursuant to federal law, carriers are required to pay renewal commissions on Medicare
supplement products, and the first year commissions may not be more than 200 percent of the
renewal commission. (28 TAC § 3.3317). Enforcement suggests revising state law regarding
commissions to be more comparable to the Medicare supplement model.
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Enforcement suggests that an update to section 4005.101(b) is needed, right after section
4005.101(b)(8), in order to include guilty pleas in criminal prosecutions which result in deferred
adjudication probation orders. This is similar to how deferred adjudication orders are considered
in the state bar rules which apply to licensed attorneys. The relevant conduct is identical whether
the conduct results in either "conviction" or "deferred adjudication". Since license prosecution
and license denial actions at TDI/SOAH are civil proceedings, the relevant conduct is the
admission by a party opponent (Guilty plea, Texas Rules of Evidence section 801(e)(2)(A)).
Guilty pleas and other admissions contained within deferred adjudication probation orders
constitute civil admissions which are relevant and admissible within civil cases. The current
limitation to only criminal "convictions" was passed prior to the creation of the current deferred
adjudication process in criminal cases.

Section 411.081 of the Government Code provides a lengthy list of state agencies permitted to
have access to certain criminal history records but excludes TDI. Enforcement suggests that
access to such records is necessary to making appropriate licensing decisions.

Chapter 541 of the Insurance Code deals with unfair methods of competition or deceptive acts.
Staff suggests that ambiguities need to be clarified in that Chapter. For instance, §541.004
provides that an action under that chapter in which TDI is a party must be brought in a district
court in Travis County. This does not seem to take into account the ability of the department to
bring an administrative action before the State Office of Administrative Hearings (though
§541.207 provides that the remedies found in the chapter are not exclusive). Similarly, §541.110
provides for very limited administrative penalties under the Chapter and only for violations of an
administrative cease and desist order. Because there are no direct penalty provisions,
Enforcement must rely on the general penalty provisions of Chapters 82 and 84. Enforcement
recommends deleting Subchapter C of Chapter 541.

The Amusement Ride Safety Inspection and Insurance Act (Act), Texas Occupations Code,
Chapter 2151, gives TDI regulatory authority, along with 28 TAC, §§ 5.9001-5.9014. The Act,
however, failed to give TDI any enforcement authority other than to refer non-compliant
operators to either local, county, state law enforcement and/or the OAG. Enforcement suggests
that the act should be amended to give TDI some enforcement tools such as to revoke permits,
levy fines and to issue immediate cease and desist orders to shut down illegal operators.
Additionally, the safety inspectors employed by insurers are currently not certified or regulated
by any governmental entity. Enforcement suggests that safety inspectors at least be registered
with the Texas Department of Licensing and Regulation.

In Attorney General Opinion No. GA-0064, the AG found that §53.021(b) of the Occupations
Code provides that a license is revoked by operation of law upon incarceration for a felony.
Enforcement suggests that, if this is the law, the Insurance Code should reflect it.

Section 101.354 provides that, before an unauthorized entity can file a pleading in an
administrative case, they must file cash or a bond in an amount sufficient to pay any final order
that may be entered. However, the section states that this only applies “if required by statute.”
This appears to require another statute in order to make this provision effective, and there does
not appear to be such other statute. Thus, either this section should be eliminated, or it should be
amended to remove the phrase “if required by statute.”
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M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

TDI licenses individuals and entities within the insurance industry. Enforcement handles cases once non[]
compliance is identified. Many cases are closed once compliance has been obtained and the violation
rectified. Other cases proceed to a negotiated settlement through a consent order. Where settlement is

not possible, a contested case hearing is held, which results in a proposal for decision by a SOAH judge to
the Commissioner, who then issues a final order. Consent and contested case orders may contain
provisions for the payment of penalties and/or restitution. They also can contain provisions for probation,
suspension, and revocation of the authorization issued by TDI.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

MEASURE DESCRIPTION FY 2005 FY 2006
Complaints Transferred to CIU 751 1,485
Complaints Resolved by CIU 1,160 1,222
Unjustified CIU Complaints 242 170
Average Response Time to Complete CIU Complaints 9 days 12 days
Enforcement Cases Opened 809 959
Enforcement Cases Closed 804 812
Enforcement Actions Concluded 417 364
Contested Cases Closed 268 236
Contested Cases Finalized within 180 days 74% 74%
Penalties Assessed for Unfair and Illegal Practices $12,727,166 $8,671,183
Restitution Assessed for Unfair and Illegal Practices $17,725,119 $16,722,399
Restitution Collected Without an Order $345,194 $1,812,342
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Financial Program — General Management

Location/Division William P. Hobby Building, Tower 111, 5th Floor

Contact Name Danny Saenz, CFE, Associate Commissioner

Actual Expenditures, FY 2006 $438,402.77

Number of FTEs as of August 31, 2006 6

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Financial Program is the primary solvency guardian of the Texas insurance industry. Financial
enforces solvency standards for insurance companies and related entities from the initial formation and
licensure through subsequent surveillance activities to implementing regulatory interventions, as
necessary. The Program’s goal is to detect financial or hazardous concerns and take prompt action by
applying available statutes, rules, and procedures to prevent solvency and consumer problems. Financial
seeks to rehabilitate companies that fall short of solvency standards, and through a court-sanctioned
receivership process, liquidate the few companies that cannot be rehabilitated.

Financial seeks to promote a fair, healthy and competitive market and protect policyholders by ensuring
that insurance companies writing business in Texas maintain solvency requirements, by identifying
suspected fraud, misrepresentation, and unfair practices.

The program’s over-arching objective is to ensure that insurance companies are financially capable of
paying claims to policyholders. Financial is responsible for oversight of four insurance guaranty
associations, which also help protect policyholders and claimants from insolvent insurance companies.

Financial’s responsibilities encompass over 2,435 insurance companies, health maintenance organizations
(HMOs), and related entities licensed or otherwise eligible to operate in Texas. As reported on 2006
annual statements, these firms collected $88 billion in Texas premiums. Financial’s core activities are
organized in the following divisions: General Management; Company Licensing and Registration;
Financial Analysis and Examinations'; Actuarial; Conservation; and Liquidation Oversight. A
description of each follows.

General Management
General Management consists of the Financial Program Associate Commissioner, the Deputy
Commissioner, the Special Advisor, the Office Manager, and support staff. General Management:
o manages the Financial Program and activities of its five divisions
e manages, tracks, and reports performance measures
o drafts the program business and strategic plans
e contributes to other agency reports, such as TDI’s Annual Report
o administers the program budget.

" The Financial Program is engaged in restructuring that will result in Examinations and Financial Analysis being split, each led
by a direct report to the Associate Commissioner.
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Company Licensing and Registration (CL&R)

The Company Licensing and Registration Division is the gatekeeper of market entrants and participants.
CL&R’s primary goal is to protect consumers by ensuring that only financially healthy, well-managed,
and trustworthy insurers are allowed to enter the Texas market and serve the insurance-buying public,
which promotes availability of coverage and a competitive marketplace. The division accomplishes this
goal by licensing insurance carriers operating in Texas and determining eligibility of surplus lines
carriers.

CL&R includes the Early Warning unit, which supports agency-wide efforts to detect potentially troubled
insurance companies quickly, and the Contract Administrator for the Financial Program, who coordinates
contracting functions related to Special Deputy Receivers, contract examinations, contract actuaries, etc.

Financial Analysis and Examinations (FA&E)

The Financial Analysis and Examinations Division protects the insurance-buying public by ensuring that
carriers remain financially sound and compliant with regulations and rules. Financial, actuarial, and
market conduct activities are necessary to ensure a strong marketplace, protect against unfair or
discriminatory market conduct practices, and initiate regulatory action through early detection of
insurance companies operating in hazardous condition.

The Examination section, predominantly field-based with three field offices in Houston, Dallas, and San
Antonio, conducts examinations of companies’ books and records to verify statutory solvency and
compliance with laws and regulations. A small number of staff are based in Austin.

The Market Conduct Examinations section performs unique examinations that review how insurers
operate with respect to customers. The purpose of market regulation is to assess how well the market is
doing as a whole, and how well individual companies within the market are meeting consumers’ needs.

Financial Analysis staff are located in Austin. Staff monitor the current financial condition of licensed
companies through review of quarterly and annual financial statement filings. They review and approval
of holding company and reinsurance transactions.

Actuarial

The Actuarial Division coordinates with the FA&E Division to perform actuarial examinations of insurers
to determine the adequacy of reserves and compliance with Texas requirements. The division supports
solvency monitoring with these examinations and by providing actuarial input and analysis to other
divisions regarding financially troubled companies.

Conservation of Companies

Conservation of Companies protects the public and marketplace from companies operating in hazardous
condition through on-site interventions and seeks to rehabilitate those companies by directing them to
develop and implement corrective action plans to cure the hazardous condition and comply with
applicable laws and regulations. Conservation of Companies provides supervision and conservatorship
services, which are two of the strongest measures available to the Commissioner for rehabilitating
insurance companies in hazardous financial condition and protecting company assets in the interests of
policyholders and insurance guaranty fund associations.
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Liquidation Oversight

Liquidation Oversight assists the Commissioner as receiver, whose fiduciary duty is to protect
policyholder interests and the public by marshalling assets, minimizing expenses and making equitable
distributions to rightful claimants of insolvent estates. Liquidation Oversight also oversees insurance
guaranty associations to maximize coordination between all parties involved in liquidations and transition
claims processing and payment of claims of financially impaired carriers.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

Texas has been nationally and internationally recognized for having a premier financial solvency and
surveillance operation.

o Staff have been selected to travel to foreign countries to share solvency monitoring expertise.

o The Financial Program has been nationally accredited for the past 12 years.

o Financial participates in a joint United States-European Union project for solvency information
sharing.

o Staff provided leadership at the National Association of Insurance Commissioners (NAIC) level
for development of Statutory Accounting Practices and Procedures, early warning, actuarial
issues, and Uniform Certificate of Authority Application process that were designed to allow
insurers to file copies of the same application for admission in numerous states, etc.

o TDI is a member of the Interstate Insurance Product Regulation Commission. The commission
enables state regulators to develop uniform national standards for asset protection insurance
products, such as life insurance, annuities, disability income, and long-term care insurance. The
commission establishes a central filing point for these insurance products, enhancing the speed
and efficiency of regulatory decisions and allowing companies to compete more effectively in the
modern financial marketplace while continuing to provide protection for consumers.

The Financial Program has been on the forefront of insolvency regulation. Texas was the first state to
adopt the Receivership Model Act. Texas began the early access distribution concept, now a national
norm, where receivership estate funds are transferred to the insurance guaranty association for
policyholder claims payments.

General Management has developed regulatory templates that provide the industry with the program’s
expectations for various required filings or activities and examples of issues that invite additional
scrutiny. The current topics include Business Plans, Management Fitness and Competency, Management
Service Agreements and Reinsurance, and Financial Condition of an Acquiring Party, which are included
on the TDI website. Future topics include Internal Controls, Market Conduct Actions, Regulatory
Intervention Abatement Requirements, Coordination with Guaranty Associations, and Regulatory
Compliance for Self-Insured Groups.

The Financial Program performance measures demonstrating program effectiveness appear in each
division’s Section VII response.
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D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

1991 - HB 62 (72nd Legislature, 2nd Called Session) privatized the Liquidation Division of the State
Board of Insurance. As a result, the Liquidation Oversight Division was created to monitor the
contracting of Special Deputy Receivers to administer receiverships.

1994 - Financial Program added conservation functions. The Conservation Division was moved to the
Financial Program from the Commissioner’s Office.

1996 - Liquidation Oversight Division was moved to the Financial Program. Financial Examinations
developed an in-house Oracle database system to manage examination scheduling and billing, capture
historical results of examinations, and provide enhanced reporting capabilities.

1999 - Financial Program created the new Company Licensing and Registration Division (CL&R)
comprising Insurer Services, Early Warning, and Contract Administrator Divisions and developed a web
page to assist the industry with licensure requirements and follow-up compliance requirements.

2000 - CL&R streamlined the licensing process as a Uniform Certificate of Authority Application
(UCAA) Member State of NAIC. The Financial Monitoring Division and the Examinations Division
were merged into the Financial Analysis and Examinations Division. FA&E implemented the use of
ACL software to perform computerized audit and analysis of large populations of data obtained from
examined companies. Previously, the data could only be audited through selective sampling, while ACL
allows for 100 percent re-test or analysis of the data.

2001 - Liquidation Oversight closed the Records Center, which housed receivership records, transferred
responsibility of maintaining receivership records to the Special Deputy Receivers, and instituted a new
records retention schedule.

2003 - Adopted rules to implement HB 2095, 78th Legislature and began licensing workers’
compensation self-insured groups. Financial Examinations implemented the use of TeamMate, which
allows examiners in both FA& E and Actuarial to conduct paperless examinations.

2005 - Market Conduct Surveillance Act, SB 14, 79th Texas Legislature, created uniformity of market
conduct examinations based on guidelines developed and adopted by the NAIC, designed to be used by
market conduct surveillance personnel in conducting examinations. Through legislation passed by the
79th Legislature, Texas Insurance Code, Chapter 21A, receiverships became a regulatory tool for the
Financial Program for the purpose of rehabilitation.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

The Financial Program oversees the licensing and financial regulation of over 2,435 insurers and various
other types of insurance-related entities. Financial’s regulatory activities directly and indirectly affect all
policyholders, claimants, and other individuals/businesses who are consumers of insurance products. All
risk-bearing entities doing the “business of insurance” in Texas are required to be licensed or registered
by TDI and must meet minimum financial statutory requirements.
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The following table itemizes the types of entities subject to some degree of licensing and regulation by
the Financial Program as of December 31, 2006.

Detail Regulated Company Report
December 31, 2005 December 31, 2006

Texas | Foreign | Total | Texas | Foreign | Total

Mutual Life Insurance Companies 3 40 43 3 39 42
Stock Life Insurance Companies 120 488 608 115 482 597
Stipulated Premium Companies 34 0 34 33 0 33
Non-Profit Life Companies 3 0 3 2 0 2
Stock Fire Insurance Companies 2 5 7 2 4 6
Mutual Fire & Casualty Companies 5 53 58 5 56 61
Stock Fire & Casualty Companies 100 666 766 106 665 771
Stock Casualty Companies 9 138 147 8 147 155
Mexican Casualty Companies 0 11 11 0 11 11
Lloyds 63 0 63 60 0 60
Reciprocal Exchanges 10 15 25 9 15 24
Joint Underwriting Associations 3 3 6 3 3 6
Risk Retention Groups 2 0 2 2 0 2
County Mutuals 24 0 24 24 0 24
Fraternal Benefit Societies 8 24 32 8 24 32
Title Insurance Companies 4 28 32 4 28 32
Non-Profit Legal Services Corps. 3 0 3 3 0 3
Health Maintenance Organizations 49 3 52 50 4 54
Local Mutual Aid 3 0 3 3 0 3
Local Mutual Burial 2 0 2 2 0 2
Exempt Associations 9 0 9 9 0 9
Farm Mutuals 17 0 17 17 0 17
Continuing Care Retirement 20 4 24 21 4 25
Multiple Employer Welfare Assoc. 6 0 6 6 0 6
Workers’ Comp. Self Ins. Groups 0 7 7 0 8 8
Foreign Surplus Lines 0 122 122 0 126 126
Alien Surplus Lines 0 41 41 0 45 45
Foreign Risk Retention 0 83 83 0 96 96
Accredited and Trusteed Reinsurers 0 185 185 0 185 185
Total 499 1,916 | 2,415 495 | 1,942 | 2,437
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or

regional services.

The Financial Program operates under the leadership of an Associate Commissioner. The leaders of the
program’s functional divisions report directly to the Associate Commissioner and are responsible for each
division’s management in accordance with TDI’s mission and legal mandates. Program staff work in
Austin and from field offices located in the Dallas, Houston, and San Antonio. The Financial Program’s
organizational chart is provided as an attachment to the TDI Self-Evaluation Report.

The Financial Program regulates insurers “from the cradle to the grave.” Financial’s activities affect
insurers from incorporation and licensure, through regular check-ups via examinations, treatment of
hazardous financial conditions via rehabilitation, to the time of liquidation should the insurer’s problems
prove to be incurable. The following table provides a very broad outline of Financial’s activities
throughout the life of a regulated company.

Division New Authority to Active Market Withdrawal or
Operate Participation Liquidation

Company Licensing & New certificates of Amended certificates of Review/approval of

Registration authority for admitted and | authority for admitted and | withdrawal plans;

non-admitted market

non-admitted market

Canceling certificates of
authority

Financial Analysis & Approval for acquisition Financial Reviews (FA); Not applicable
Examinations of Texas insurers (FA); Approval of financial
Qualifying examinations transactions (FA);
for newly authorized 1-5 year interval statutory
insurers (Exams) examinations (Exams);
Target examinations
(Exams)
Actuarial Not applicable Examination of reserves Not applicable
Review of actuarial
opinions
Conservation Not applicable Supervision and Not applicable
conservation of troubled
companies
Monitoring foreign
rehabilitations
Liquidation Oversight Not applicable Not applicable Special Deputy Receiver

process

Like all TDI programs and divisions, the Financial Program operates under agency-wide general
instructions embodied in the agency’s Personnel Manual; Operations Manual; Computer Security
Manual; Open Records Manual; and Health, Safety and Risk Management Manual. The Program follows
procedures for Identification and Rehabilitation Planning for Troubled Companies. Financial’s
functional divisions utilize other sources of guidance, as described below.
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CL&R

Procedures for the licensing and regulation of insurers and other specific entities are described in detail in
the Texas Insurance Code, Texas Administrative Code, and specific licensing forms and instructional
publications produced by the Financial Program. Most of the applicable information is available to the
industry and to the public on TDI’s website.

FA&E

FA&E conducts analysis and examinations in accordance with the Texas Insurance Code, Texas
Administrative Code, NAIC Financial Conditions Examiners Handbook, NAIC Financial Analysis
Handbook, NAIC Market Conduct Examiners Handbook, NAIC Accounting Practices and Procedures
Manual, NAIC Quarterly and Annual Statement Instructions, and numerous internal procedure
memoranda. Many of these guidance resources contain detailed descriptions of processes as well as flow
charts and other descriptive materials.

Actuarial

In addition to the sources listed above for FA&E, Actuarial uses manuals and procedures including laws
and regulations regarding reserves, Actuarial Standards of Practice, Actuarial Guidelines, internal
functional procedures, and Insurance Services Office’s (ISO) Technical Analysis report.

Conservation of Companies
Conservation of Companies utilizes all of the above-listed sources, the NAIC Troubled Company
Handbook and the TDI Conservation of Companies Field Procedures Manual.

Liquidation Oversight

Liquidation Oversight utilizes the Texas Insurance Code, Texas Administrative Code, and various
manuals and procedure memoranda, including Liquidation Oversight Procedures, the Liquidation
Oversight Analyst Manual, the Special Deputy Receiver Orientation Manual, and the Guaranty
Association Board Member Orientation Manual.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

Liquidation Oversight Division salaries and expenses are allocated to open receiverships based on a
formula and are paid by the receivership estates. The operation of the Liquidation Oversight Division has
no impact on the General Revenue Fund.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

Insurance Regulation

Each U.S. state and territory and the District of Columbia has an equivalent division similar to the
Financial Program that focuses on maintaining and enforcing standards for financial solvency and market
conduct of their respective domiciled or chartered insurance companies.
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Regulation of Other Financial Institutions

Certain types of financial institutions are regulated in accordance with state and federal law. For
example, insurance sales transactions performed by banks, securities dealers, and stock exchanges are
regulated to protect the public and enforce fiduciary standards.

Regulation of Certain Entities

Certain types of entities such as multiple employer welfare arrangements (MEW As) and entities offering
products such as Medicare, Medicaid, Employee Retirement Income Security Act (ERISA), employee
leasing arrangements, and publicly traded holding company transactions are subject to both federal and
state laws.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Insurance Regulation

The Financial Program works closely with regulators in other states, either directly or through NAIC
efforts, to avoid duplication of effort and achieve uniformity of regulation from state to state. Texas has
been a leader in moving the NAIC forward to meet the challenges facing the industry and the economy in
general.

Other states, working with or through the NAIC, provide the following services:

e coordination of financial and market conduct examinations of insurers operating in multiple states

o sharing insurers’ information through meetings and Financial Analysis Working Group
conference calls

o drafting model laws and regulations for adoption by states to provide uniformity of regulation

e developing uniform formats (blanks) for financial statements

e researching regulatory issues through working groups and NAIC’s research staff

o providing nationwide databases of financial data, complaint information, securities valuations,
and records of disciplinary actions against insurers and related entities

o developing and providing software to regulators to assist in performance of duties

e providing training to regulatory staff

e developing publications such as compilations of statistics on a national or state-by-state basis.

Regulation of other Financial Institutions/Entities
The Financial Program works with other regulators as needed, coordinating efforts to avoid duplication
and share necessary information. Some examples include:

o Texas Department of Banking, coordinate efforts for holding company transactions and Gramm/[
Leach-Bliley Act Compliance

o United States Department of Labor, coordinate regarding MEW As and employee leasing
arrangements

o United States Securities and Exchange Commission, coordinate holding company transactions

e Center for Medicare and Medicaid Services, coordinate Medicare issues

e Health and Human Services Commission, coordinate Medicaid issues

o Office of the Attorney General, coordinate on licensing issues (e.g. medical discount programs).

The Program has information sharing agreements with the following entities:
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o Texas Department of Banking

o Texas State Securities Board

e Texas Savings & Loan Department

e Consumer Credit Commissioner

e Texas Credit Union Department

o Office of Thrift Supervision

o Financial Services Authority (England’s regulator)
o Office of the Comptroller of the Currency

e Federal Deposit Insurance Corporation

o Federal Reserve.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The Financial Program does not have any ongoing activities with local units of government. The program
does, on an ad hoc basis, work with local government entities to answer inquiries and provide information
and statistics about insurers, bonding companies and other entities that may do business with local
governments. Additionally, the program coordinates with state and federal governments as described in
Section VILI above.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;

e ashort summary of the general purpose of those contracts overall;

o the methods used to ensure accountability for funding and performance; and
e a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Financial identified possible statutory changes in the TDI Biennial Report to the 80th Legislature, which
resulted in the proposal of two bills during the 80th Legislature’s Conference Session:

Risk Based Capital (RBC)

Current law does not authorize the Commissioner to apply RBC requirements to county mutual insurance
companies and Lloyd’s plans. County mutual companies hold nearly 45 percent of the private passenger
automobile insurance market and Lloyd’s plans hold 76 percent of the homeowners insurance market in
Texas. Although exempt insurers are exposed to the exact same risks that resulted in the application of
RBC to competitors, they enjoy an unfair advantage by being subject to substantially lower capital
requirements. Since the unpaid claims of insolvent insurers result in tax credits that reduce premium tax
collections, exempting these companies from RBC exposes the state’s general revenue should these
exempt insurers become insolvent.

HB 2191, 80th Legislature, Conference Session, amended Section 822.205 to subject previously exempt
insurance companies to RBC requirements that the commissioner may adopt by rule under Section
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822.210 of the Insurance Code. The bill proposed a transition period to allow impacted insurers a phase-
in period to comply with RBC requirements and avoid unintended impacts to the market and affected
insurance companies. The bill further required the commissioner of insurance to adopt requirements for
certain niche carriers and require these carriers to file a plan with TDI that reflects how compliance with
the requirements will be achieved over a 10-year transition period. The House Insurance Committee of
the 80th Legislature approved CSHB 2191, but the bill did not make it to the House floor for reading.

Clarification of Investment Statutes

TDI’s application of Articles 3.33 and 3.41 to foreign (non-domestic) insurers has been challenged. The
division suggests clarifying the applicability of Texas Insurance Code, Article 3.41, investment
limitations to non-domestic insurers. The division further suggests that the Commissioner be allowed,
after notice and hearing, to issue an order that includes one of several remedial actions regarding an
insurer’s financial condition, including the added remedy of rectifying “an asset deficiency as a result of
the insurer holding an investment that is not of the same type, quality, character or class of investment
authorized under this code.” Such an amendment would provide greater protection to Texas consumers
against the threat of a foreign insurance company’s insolvency and safeguard domestic insurers and the
state’s general revenue.

HB 2550, 80th Legislature, Conference Session, amended Sections 404.001 and 404.003 of the Texas
Insurance Code to specify applicability to foreign companies, to specify hearings before the commissioner
regarding an order to remedy a financial condition, and to include a specific remedy of rectifying an asset
deficiency that is not of the same type, quality, character, or class of investment authorized under the
Texas Insurance Code. The House Insurance Committee approved CSHB 2550 but the bill did not make
it to the House floor for reading.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Texas is unique in that TDI may intervene by administrative procedure in the operations of an insurer that
is deemed hazardous to policyholders. Other states are limited to intervention through the court system.
The administrative procedures provide TDI with the ability to take action against a company ex parte.

Regulatory intervention is initiated by the “Recommendation Committee” (RECO) after consideration of
any regulatory concerns. RECO interventions are generated by all areas within Financial and include
participation from all programs within TDI. The goal of a RECO intervention is to confirm the causes of
the problems, assist the company in development of a business plan to address those problems, and to
monitor the company’s action steps to implement the plan. Before an entity is released from regulatory
intervention, Financial ensures that all concerns have been addressed through coordination of the
Rehabilitation Planning Team, comprising representatives from across the agency.
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N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Why the regulation is needed:

Initial licensing of insurers and other entities ensures that only qualified, viable companies are allowed to
conduct business in Texas. This is the “gate keeper” role intended to ensure that troubled companies do
not enter the Texas market. Ongoing solvency regulation assures that regulated entities maintain the
financial resources needed to meet their contractual obligations to policyholders and claimants. Effective
solvency regulation also protects an important source of revenue for the State of Texas, the various
premium and maintenance taxes paid by regulated entities. Regulation of the market conduct of insurers
through regularly scheduled and targeted examinations verifies insurers are operating in accordance with
applicable laws and regulations. Prompt and effective rehabilitation of troubled companies protects the
public from financial harm, the industry from unnecessary guaranty fund assessments, and the revenue
stream of the State of Texas from undue interruption.

The scope of, and procedures for, inspections or audits of regulated entities:

Most insurers are required by law to file uniform financial statements with the Financial Program on a
quarterly and annual basis. Most insurers are subject to an on-site examination to verify financial
condition and compliance with market conduct requirements at least every five years.

Follow-up activities conducted when non-compliance is identified; sanctions available to the agency
to ensure compliance:

To promote consistent regulation, the Financial Program coordinates management conferences with other
TDI areas on issues resulting from examinations or financial analysis reviews. TDI established the
Recommendation Committee to monitor troubled companies and communicate with other TDI staff as
appropriate. The committee’s purpose is to identify and evaluate regulatory concerns and formulate
courses of action within the framework of the Texas Insurance Code, Texas Administrative Code, and
other applicable law. These actions include:

e conferences with the company’s management
o limited scope examinations

e administrative oversight

e Chapter 404.051-404.053 sanctions

o Chapter 83 cease and desist orders

e Chapter 404 hazardous condition orders

o Chapter 441 supervision and conservation

e Chapter 443 court rehabilitation

e Chapter 443 receivership.

In supervision, which is generally confidential and not disclosed to the public, a company’s activities are
closely monitored by the Financial Program to ensure that specified steps are taken to remedy the
deficiencies that have been discovered. In conservation, Financial staff actually take over management of
the subject company in an effort to turn the company around. If these steps fail, the Financial Program
requests the Attorney General to petition the Travis County District Court for an order placing the
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company in receivership. The 79th Legislature became the first in the nation to pass adoption of the
NAIC Model Receivership Act as Chapter 21A. This new law provides for rehabilitation through the
court or traditional receivership for the purposes of liquidating the company’s remaining assets for
payment of claims and other debts, and for transfer of claims still outstanding to the appropriate guaranty
fund (if any) for payment.

Procedures for handling consumer/public complaints against regulated entities:
Complaints against regulated entities are referred to TDI’s Consumer Protection Program or other
appropriate area for resolution.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not Applicable.
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| A. Provide the following information at the beginning of each program description.

Name of Program or Function

Financial Program, Company Licensing and Registration

Location/Division

William P. Hobby Building, Tower III, 5th Floor

Contact Name

Godwin Ohaechesi, Director

Actual Expenditures, FY 2006

$986,125.31

Number of FTEs as of August 31, 2006

21.5

under this program.

B. What is the objective of this program or function? Describe the major activities performed

Company Licensing and Registration’s (CL&R) objective is to assist in the development of a financially
strong and competitive insurance market for the benefit and protection of Texas policyholders. CL&R is
dedicated to licensing financially viable Texas insurance market entrants and regulating certain corporate
activities with customer-service oriented processes and interactions.

The major activities performed by CL&R are as follows:

e incorporate and grant certificates of authority to new risk-bearing applicants seeking to be Texas-

domiciled insurers

o grant expansion licenses to non-Texas insurers seeking to do business in Texas
e process corporate amendments (add/delete lines of business, mergers, re-domestications, change

of name/address)

o register non-admitted insurers and related entities
e coordinate review of assumption reinsurance transactions

o dissolve insurance company charters

cancel insurance company licenses

maintain insurer charter documents

update and maintain all company license, charter, and permit documents

post licensure, including processing related transactions and statutory deposits

monitor early warning system for early detection/intervention of financially troubled entities
administer contracts for Financial Program, including Special Deputy Receivers.

Applicants seeking to operate in Texas include:

insurance companies

health maintenance organizations

multiple employers welfare arrangements
continuing care retirement communities
workers’ compensation self-insured groups
surplus lines insurers

risk retention groups

purchasing groups.
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C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

To evaluate its internal functions, CL&R administers an ongoing targeted survey that assesses companies’
satisfaction with the company licensing process. The survey gathers information about the timeliness of
the filing process and about staff customer service. CL&R has been gathering this information since 1995
and uses it to assess customer service and improve processes. Survey results for FY 2006 show that
companies applying for new licenses or amending existing licenses rate CL&R services favorably, with
an average overall satisfaction rating of 9.08 out of 10. The three year average is 9.1 out of 10.

The division’s performance is also evidenced by the fact that CL&R consistently licenses new companies
in less than the performance measure target of 60 days. The table below presents the past three fiscal
years’ performance.

New Companies Licensed in Texas

FY04 FY05 FYO06
New applications received 38 65 58
New companies licensed 41 47 41
Applications withdrawn 3 10 8
Average number of days to license company 52 36 45

Additional performance measures demonstrating effectiveness are provided below.

1.1.2. Outcome 1 — Percent of company, third party administrator, and premium finance licenses
completed within 60 days

FY2002 | FY2003 | FY2004 | FY2005 | FY 2006
Actual Performance 100% 99% 99% 100% 96%
Annual Target 96% 96% 98% 98% 98%
Percentage of Target 104.02% 102.94% 100.99% 102.04% 97.96%

Analysis/ TPA and premium finance licenses included in this measure are reported by the Life, Health
Variance and Licensing Program; CL&R reports all other insurance company licenses.
Explanation

2.1.1. Outcome 5 — Percent of insurers meeting statutory or risk-based capital and surplus
requirements

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance 99% 99% 99% 99% 99%
Annual Target 97% 97% 97% 97% 97%
Percentage of Target 101.98% 102.09% 101.95% 102.42% 102.06%

Analysis/Variance
Explanation

This number has remained high, but may vary from year to year due to company
reorganizations, operational changes, market conditions fluctuations for investments,
social reforms measures, etc.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is presented in Section VIL.D of the Financial Program General Management response.
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E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

CL&R affects insurance companies, consumers, and other TDI programs.

e Companies = 2,437 insurers and various other types of insurance-related entities
e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas).

CL&R’s early warning, contracting, and Company Information (COIN) activities affect other TDI
divisions.

Insurance companies licensed, registered, or certified in Texas must submit an application to demonstrate
they can meet the minimum statutory requirements to write business in Texas.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

CL&R is made up of three teams: admitted market, non-admitted market, and early warning/contract
administration.

The admitted team handles:

e incorporation of Texas insurance companies

e admission of foreign insurance companies

o certification of workers’ compensation self insurance groups

o amendment reviews to existing certificates of authority

e maintenance of statutory deposits (approximately $912 million on deposit as of August 31, 2006).

The non-admitted team is responsible for reviewing the eligibility of surplus lines insurers to do business
in Texas and handles the registration of accredited/trusteed re-insurers, risk retention groups, and
purchasing groups. The non-admitted team serves as TDI’s liaison with the Surplus Lines Stamping
Office of Texas (SLSOT).

The early warning/contract administration team helps coordinate solvency efforts on an agency-wide
basis by collecting financial and non-financial information about insurers and holding companies,
administers contracts with Special Deputy Receivers (SDRs) hired to liquidate insolvent insurance
companies, and coordinates contracts involving examinations and other functions of the financial
program.

The division maintains a comprehensive repository of checklists, forms and procedures. Each area of the
division follows procedures set out for each task assigned. These documents are voluminous and are kept
in a centralized directory which can be accessed by designated staff.
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G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provides identical or similar
services or functions. Describe the similarities and differences.

CL&R licenses or registers all risk-bearing entities regulated by TDI. TDI’s Life, Health, and Licensing
(LHL) Program administers workers’ compensation networks, utilization review agents, independent
review organizations, and insurance agents/producers. These entities/individuals do not bear risk.

The following entities perform licensing functions similar to those performed by CL&R:

e Secretary of State (SOS), which incorporates non-insurance companies

e Department of Licensing and Regulation (TDLR), which licenses professional employer
organizations and for-profit pre-paid legal services

e Surplus Lines Stamping Office of Texas (SLSOT), which assists CL&R’s non-admitted team in
evaluating surplus lines insurers for eligibility, reviewing of surplus lines insurance policies, and
educating insurers on surplus lines requirements in Texas. SLSOT is supervised by TDI and has
no regulatory authority.

CL&R functions as a document custodian and regulator, verifying that licensed insurers are compliant
with a highly regulated Texas insurance market. CL&R performs a comprehensive review of information
filed, which includes a detailed analysis of financial statements submitted with an insurer application and
coordination of background checks on an insurer’s officers and directors.

In contrast, both SOS and TDLR serve as only document custodians, basically “stamping” the
information as filed.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Since CL&R focuses it efforts solely on risk-bearing entities, the division does not duplicate the functions
of other TDI programs. CL&R coordinates with the LHL program on background checks and to evaluate
the business plans and financial records of HMOs and workers’ compensation health care networks.

Entities licensed under the SOS or TDLR are subject to standard bankruptcy laws; risk-bearing entities
are subject to TDI financial impairment, receivership, and liquidation laws.
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J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

CL&R works intermittingly with:

e Health and Human Services Commission for Medicaid issues

o Center for Medicare and Medicaid Services for Medicare issues

o Comptroller of Public Accounts on statutory deposits and surplus lines
e SLSOT for surplus lines issues

o other state insurance departments for status of multistate insurers.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Single depository for statutory deposits

The current system is extremely inefficient as it allows insurers to deposit with authorized banks/trusts in
any state. Staff has to maintain contact with hundreds of banks nationally and constantly re-establish
bank relationships as bank employees change. All deposits should be kept with the Texas Comptroller (a
trust company) or any other bank/trust company located in Texas.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

The gatekeeping function is necessary to protect consumers by ensuring that only financially healthy,
well-managed, and trustworthy insurers are allowed to enter the Texas market and serve the insurance-
buying public, ensuring availability of coverage and a competitive marketplace. When noncompliance is
identified, CL&R staff write deficiency letters to applicants explaining items that are needed to complete

139 August 2007



TDI Self-Evaluation Report

the filing. Sanctions available to the agency include closing a file as incomplete or denying the
application. CL&R staff assist TDI’s Consumer Protection and Enforcement programs in researching
history of regulated entities that are the subjects of complaints.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Financial Program, Financial Analysis & Examinations
William P. Hobby Building, Tower III, 5th Floor

Field Offices: Dallas, Houston, San Antonio

Doug Slape, Chief Analyst of Financial Analysis

Tony Trevino, Chief Examiner

Actual Expenditures, FY 2006 $7,322,982.19

Number of FTEs as of August 31, 2006 121.1

Location/Division

Contact Name

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The primary functions of Financial Analysis and Examinations (FA&E) include financial analysis,
financial examinations, and market conduct examinations. The activities of each function are described
below.

Financial Analysis
Staff monitors the financial condition of licensed insurance entities. Key financial analysis activities are
as follows:

o review annual and interim financial statements, audited CPA reports, examination reports,
reinsurance agreements, and other documents to determine financial condition of insurance
companies, HMOs, and other licensed insurance entities

e prioritize companies for review based on set criteria such as, impairment of capital stock, change
in policyholders’ surplus, adverse loss development, net loss to surplus, knowledge of company
operations, negative trends, and National Association of Insurance Commissioners (NAIC)
priority

o analyze reinsurance arrangements to ensure compliance with statutes, rules, and proper
accounting principles

e monitor reinsurance activity industry-wide and individually between insurance companies

o review filing extension requests for audited financial reports and filing requests for combined or
consolidated audited financial reports

e review transactions encompassing approximately 500 domestic and commercially domiciled
insurers subject to the Texas Insurance Holding Company Systems Act, including:

- approval/disapproval of proposed acquisitions and exemptions from control

- approval/disapproval of extraordinary dividends or distributions

— assurance of compliance with statutory requirements for material transactions, i.e.,
investments of affiliates, loans, management/service agreements between affiliates, and

- approval/disapproval of issuance/payments of surplus debentures.

Financial Examinations

Financial Examinations performs on-site financial and market conduct examinations of insurance
companies, HMOs, and certain other regulated entities to determine financial condition and compliance
with Texas laws. Examinations are conducted at statutorily mandated intervals of one to five years or
through targeted examination as warranted. Examiners collect and analyze annual operations reports
filed by all licensed premium finance companies and coordinate the regulation and oversight of HMOs.
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Examiners work out of three field offices in Houston, Dallas, and San Antonio, and the TDI headquarters
in Austin.

The objectives of the examinations function are as follows:

e Perform on-site financial and market conduct examinations on entities regulated by TDI to
determine financial condition and compliance with Texas insurance laws. On-site examinations
are extensive and comprehensive examination of insurance entities.

e Collect and analyze annual operation reports filed by all licensed premium finance companies.

o Coordinate with other agency divisions in the regulation and oversight of HMOs.

o Participate in NAIC working groups on consistent application of procedures for solvency and
compliance regulation of insurance entities.

To carry out these objectives, examiners conduct on-site examinations of the books, records, and
operations of over 500 insurance companies annually and target examinations “as needed” in response to
potential regulatory concerns. Other entities subject to examination include insurance guaranty
associations, premium finance companies, reinsurance intermediaries, managing general agents, and
multiple employer welfare arrangements (MEWAs). Austin-based staff process field examination reports
and work with companies to resolve findings of examinations, initiate referrals for regulatory or
disciplinary action, and analyze premium finance annual operations reports.

Market Conduct Examinations

The purpose of market regulation is to protect consumers by identifying and correcting insurer operating
practices that are in conflict with contract provisions, state laws, rules, regulations, or orders of the
commissioner. Market conduct examinations are conducted as warranted given TDI concerns regarding
the conduct of an entity. Market conduct examinations are performed on entities regulated by TDI,
including life, accident and health, property and casualty, third-party administrators, statistical reporting
agencies, affiliates, producers, and premium finance companies.

Staff conduct on-site market conduct examinations of books, records and operations of insurance
companies based on:

e consumer complaint issues

o referrals from other divisions or national issues

o known or suspected behavior that is detrimental to insureds or the insurance buying public
e complaint trends and indicators within TDI and NAIC

o findings from other jurisdictions

e amount and type of business the company writes

e prior violations noted in examination reports and throughout TDI

o specific referrals from within TDI or the Financial Program.

The market conduct exams fall into three categories: comprehensive, limited scope, and compliance.
Additionally, Market Conduct staff participate in NAIC multistate market conduct examinations.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The division has met the national accreditation standards as established by NAIC. FA&E’s performance
measures demonstrate effectiveness, as evidenced below. FA&E embraces technology to efficiently
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administer key functions, and coordinates examination and monitoring activities with the NAIC and other
state insurance departments. The division has educated and trained other countries’ representatives on the
regulation of insurance in Texas and the United States.

The NAIC accreditation process promotes the effectiveness and efficiency of the financial analysis and
examinations process through the review of processes and institution of new procedures as a result of
insurer reviews. Requirements include submission of comprehensive “annual interim review,” which is a
self-analysis of compliance with standards. Requirements also include visit by an Accreditation On-Site
Review Team every five years, with a visit scheduled for 2007.

The objective of the accreditation program is to provide a process whereby solvency regulation of multi-
state insurance companies can be enhanced and adequately monitored with emphasis on:

o adequate solvency laws and regulations in each accredited state to protect insurance consumers
o effective and efficient financial analysis and examination processes in each accredited state
e appropriate organizational and personnel practices in each accredited state.

2.1.1. Output 6 — Number of on-site examinations conducted

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance 167 167 159 160 156
Annual Target 175 175 167 167 160
Percentage of Target 95.4% 95.4% 95.2% 95.8% 97.5%
2.1.1 Outcome 2 — Percent of identified companies reviewed

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance 97% 97% 97% 99% 99%
Annual Target 99% 99% 99% 99% 100%
Percentage of Target 97.72% 97.53% 98.45% 99.98% 99%

FA&E uses a variety of automation tools to improve the effectiveness and efficiency of division
processes. A comprehensive list of these automation tools is available for review. Key automation tools
are described below.

o TeamMate is an audit management application used to perform and manage examinations in a
paperless environment.

e Anin-house developed Oracle database is used to manage scheduling and billing, capture
historical results, and provide various reporting capabilities for examinations.

o ACL software is used to perform computerized audit and analysis of large populations of data
obtained from examined companies.

e An NAIC I-SITE database generates market analysis reports and shares market related
information among states.

o The Market Analysis Reporting Tracking System is used to identify companies warranting market
conduct exams.

e The Market Conduct Bimonthly Reporting System is used to share information among TDI
programs. FA&E requests information from other TDI programs to generate bimonthly early
warning reports. Information included in the report considers complaints, company growth, and
significant operational changes and is intended to identify at-risk companies.

e To better serve FA& E customers and improve processes, since 2005, TDI has accepted
submission of various filings and reports electronically, such as insurer quarterly and annual
financial statements.
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FA&E participate in the Financial Analysis Working Group, which was created to support coordinated
multistate efforts in addressing solvency problems. Staff review and comment on draft rules for the
NAIC Accounting Practices and Procedures Manual, which guides independent accountants, industry
accountants, and insurance department analysts and examiners on how to properly record business
transactions for the purpose of accurate statutory reporting.

The NAIC’s International Insurance Relations Committee was established to strengthen the international
insurance regulatory system. The committee provides a forum for cooperative efforts between the NAIC,
international regulators, and multinational associations of regulators on issues of mutual interest. The
committee also provides support to the federal government on international trade issues related to
insurance. The Financial Program has either participated or hosted the following countries or
international cooperatives for the purpose of education and training on Texas and U.S. insurance
regulatory issues and processes:

e Kazakhstan

e India

e China

e Estonia
e Brazil

o Caribbean Regional Technical Assistance Centre.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is presented in Section VIL.D of the Financial Program General Management response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

- FA&E’s solvency functions affect Texas domestic insurance companies.
Policyholders are affected by having coverage with stable and solvent companies
which supports the ability of the company to carry out its contractual obligations.
Consumers in general are affected by having availability of coverage which is
enhanced by having solvent companies willing to do business in a stable and
competitive environment. Through the processes of financial analysis and
examination of books and records, FA&E often confers with outside entities,
which include:

e CPA firms

e computer vendors who provide IT services

e banks for confirmations of balances

e Office of the Attorney General (OAG) for any issues dealing with money laundering by insurance
representatives

o District Attorney’s Office for any issues dealing with fraudulent activities by insurers

o other states to share resources and work and to reduce cost and impact of examinations to
industry

« NAIC.
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

FA&E is being restructured. The Chief Examiner will lead Examinations and Market Conduct, and the
Chief Analyst will lead Financial Analysis. Examinations are predominantly field-based, with three field
offices in Houston, Dallas, and San Antonio; financial analysis is performed from the Austin
headquarters.

FA&E uses an automated system to prioritize financial analysis reviews based on insurers’ risk level.
Prioritization criteria includes, impairment of capital stock, change in policyholders’ surplus, adverse loss
development, net loss to surplus, knowledge of company operations, negative trends, and NAIC priority.
Financial analysis reviews are scheduled based on numerical rankings of one to three. A ranking of “one”
is assigned when material financial/regulatory concerns exist. Companies ranked as priority one receive
the most stringent analysis and may be targeted for more frequent review. To set the division’s
examination schedule, management considers a listing of companies which have reached the statutory
maximum permitted interval since the last examination and the priority rankings of insurers.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

TDI’s FA&E examinations focus on the financial solvency of insurers and other regulated entities. TDI’s
Health and Workers’ Compensation Network Certification and Quality Assurance Division (HWCN) and
Title Division also conduct compliance examinations. HWCN examinations focus on quality of care.
The Title Division conducts compliance audits of title agents. Title may detect solvency problems with
agents and then report those solvency problems to the Financial Program for possible rehabilitation or
other action. Additionally, the Division of Workers’ Compensation may coordinate with FA&E
regarding market conduct of workers’ compensation entities.

Other states conduct financial, actuarial, and market conduct examinations on their domiciled companies
that may be licensed in Texas. TDI examination staff often participate in coordinated examinations with
other states for review of Texas and non-Texas domestic insurance companies.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

HWCN conducts quality of care examinations on health maintenance organizations. Although financial,
actuarial, and market conduct examinations do not look specifically at quality of care issues, findings of
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such examinations are often shared with the LHL Program through Recommendation Committee
meetings.

States coordinate examinations of licensed companies through NAIC zone examinations. The lead state
allocates workload, clarifies and coordinates each state’s role and needs, and shares work papers and
findings with each state.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

FA&E coordinates with other state insurance departments to conduct zone examinations. Additionally,
the division communicates with examiners of other states regarding solvency issues. FA&E coordinates
with federal regulatory agencies, i.e., Centers for Medicare and Medicaid Services, about solvency issues
on troubled insurance companies.

The Financial Program has an MOU with the United States Department of Agriculture (USDA) regarding
Texas licensed crop companies. USDA conducts examinations and communicates with TDI on findings.

K. If contracted expenditures are made through this program please provide:

o the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;
a short summary of the general purpose of those contracts overall;
the methods used to ensure accountability for funding and performance; and

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Following Hurricane Rita, the Financial Program participated in the agency effort to ensure companies
appropriately responded to policyholders’ claims. This process underscored the importance of ongoing
disaster evaluations. Accordingly, on an annual basis, and more frequently as natural disasters require, the
Financial Program conducts catastrophe evaluations as follows:

o identify and evaluate writers in designated catastrophe areas, taking into account market share,
exposure, financial condition including but not limited to capitalization and reinsurance

e stress-test various points of landfall, penetrating at least two counties

o review other factors, such as self-reported disaster preparedness and physical location

e contact insurers with top exposure

o cvaluate the need for regulatory action.
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N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

The examination of insurers is needed to protect policyholders from harm due to insurer insolvency.
Texas Insurance Code, Section 401.051, provides the statutory authority to examine insurance entities.
The scope depends on the type of examination — comprehensive or limited scope. Comprehensive
examinations include reviews of all books and records applicable to the entities particular operations,
while limited scope examinations focus on a particular issue, area or deficiency.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Financial Program, Actuarial Division
Location/Division William P. Hobby Building, Tower III, 2nd Floor
Contact Name Mike Boerner, Managing Actuary

Actual Expenditures, FY 2006 $1,075,264.83

Number of FTEs as of May 31, 2007 13

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Actuarial Division enforces reserve standards for insurance companies and related activities that
support company solvency and fulfillment of contractual obligations to the consumer. To complement
solvency enforcement, the division strives to provide effective, fair, consistent, and appropriate standards.
Together, these objectives carry out the agency mission.

Actuarial’s major activities are as follows:

o performs actuarial examinations of insurers to determine the adequacy of reserves and
compliance with Texas requirements

e supports solvency monitoring by providing actuarial input and analysis to other divisions
regarding financially troubled companies

e performs review of actuarial opinions and communicates results with financial analysts and others

o carries out actuarial analysis to support issuance of certificates of valuation as requested by
domestic life insurance companies

o provides actuarial expertise in the review of mergers and acquisitions, reserve destrengthenings,
exceptions to minimum statutory reserve requirements, reorganizations, assumption reinsurance,
policy values, transfer of risk issues, and consumer’s equity issues in policy forms

» makes ongoing efforts to keep reserve requirements up to date in Texas through promulgation of
rules

o provides expertise to other TDI programs and divisions, as requested

o supports TDI goals by contributing to projects requiring actuarial involvement such as those
involving legislative mandates

o provides instrumental participation in developing solvency and actuarial requirements through
National Association of Insurance Commissioners (NAIC) and American Academy of Actuaries
working groups.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The Actuarial Division’s core function is to conduct actuarial examinations of Texas domestic insurance
companies and make recommendations on reserve items. The division has consistently met the
performance measure target for the past five years. Achievement of this target has been supported by a
number of tools and efforts including the use of TeamMate automation for actuarial examinations.
TeamMate provides structure and consistency in examination steps and procedures during the course of
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examinations. Efforts to keep procedures current, meaningful, and effective along with continued
discussions of procedures and examination issues also have helped the Actuarial Division meet this target.

2.1.1. Qutput S — Number of actuarial examinations completed

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance 80 81 81 84 79
Annual Target 80 80 80 80 80
Percentage of Target 100% 101% 100% 105% 98.75%
Analysis/ Variance | This measure is linked to performance measure 2.1.1 output six, the number of on-site
Explanation examinations conducted.

In fiscal year 2006 the division reviewed 479 actuarial opinions and communicated results of all reviews
to the respective financial analysts.

To support effective solvency requirements and support availability of coverage, the division provided
significant contributions to the development of a model preferred mortality regulation which was recently
adopted in Texas.

Evidence of the division’s effectiveness include providing actuarial expertise on legislative issues,
including the Military Sales Rule, standard valuation law, race-based rates, small face-amount life
insurance issues, and nonforfeiture values in the Interstate Compact.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is presented in Section VIL.D of the Financial Program General Management response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

The Actuarial Division affects the following:

e Companies = 2,437 insurers and various other types of insurance-related entities
e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas).

Actuarial examinations of reserves to determine financial solvency affect Texas domestic insurance
companies. The division verifies the companies’ ability to meet contractual obligations to policyholders
by validating the reserve calculations and assumptions. By offering a regulatory environment with
reasonable requirements, such as the preferred mortality regulation, the division promotes solvency,
which improves the availability of coverage to consumers.
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

Actuarial’s managing actuary oversees the division functions, whose core focus is the actuarial
examination of reserves. The division employs an actuarial team leader for the life/health actuarial
examinations and an actuarial team leader for the property/casualty actuarial examinations. Actuarial
team leaders support the division manager in meeting the solvency objectives of actuarial examinations
and performance measure requirements for actuarial examinations completed. Team leaders are
responsible for assigning companies, reviewing workpapers, ensuring adequate coordination with other
examiners and timely completion of examinations. The managing actuary and the team leaders are all
accredited actuaries.

Actuaries complete rigorous training to become credentialed. The professional examination process takes
many years of study; approximately 3,500 hours of study are not uncommon. Agency actuaries network
internally and externally through professional actuarial organizations. Knowledge obtained in efforts to
become credentialed coupled with internal and external professional networking directly benefits the
agency’s mission.

The division meets frequently to coordinate work and carry out ongoing review and improvement of work
processes. A flow chart for the actuarial examination of reserves is available for review.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provides identical or similar
services or functions. Describe the similarities and differences.

The division provides regulatory actuarial solvency analysis, which is not performed by other TDI
programs. Related functions such as actuarial review for rate and form compliance are handled by
actuaries in the agency in the Life, Health, and Licensing (LHL) and Property and Casualty (P&C)
programs.

States which do not have financial actuaries contract with actuarial consulting firms for examination
work. Contract actuarial firms perform work similar to that provided by the Actuarial Division; however,
services are performed at a much higher cost and with work products that vary from firm to firm.
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I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

The Actuarial Division’s main focus on reserves and solvency does not overlap or conflict with other
areas of the agency.

The four areas of actuarial application are depicted below, including the TDI area responsible for review.
The quadrants show two types of actuarial review, reserve/solvency and rates and forms, which are
categorized by line of insurance — life/health and property/casualty.

Life/Health Property/Casualty
Reserves/Solvency | Financial Program actuaries Financial Program actuaries
Rates & Forms Life, Health anq Licensing Property and Cgsualty
Program actuaries Program actuaries

The Actuarial Division communicates with LHL and P&C to carry out solvency functions.

The Actuarial Division coordinates with the Life/Health area to provide input on policy forms when
necessary. This interaction allows the Actuarial Division to be aware of unusual benefits or forms which
may be encountered later in an actuarial examination of a company. The two divisions share relevant
information on both reserves and rates/forms.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The Actuarial Division coordinates with other state regulatory insurance entities while conducting zone
examinations and on actuarial issues for solvency purposes.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;
a short summary of the general purpose of those contracts overall;

e the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Eliminate the statutory requirement in Texas Insurance Code, Chapter 425.053, to issue certificates of
valuation. The statute does not provide added value given the division’s current solvency efforts.
Processing certificates of valuation takes time away from focusing on solvency efforts and review of
priority companies. The scope of the certificate of valuation is only on life reserves and not all of the
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company’s reserves. The timing of the certificate of valuation is problematic because states desire it
before meaningful analysis can be performed.

The division is working on the NAIC efforts to modify the corresponding Standard Valuation Law as part
of the larger effort to change the way reserves are calculated for life and health insurance. The
Legislature and the agency can adopt this and other valuation law changes when the models are
completed.

Eliminate or modify the law imposing requirements regarding registered life business. This is an arcane
law, that imposes administrative burdens and restrictive requirements on reserves and on the release of
redundant reserves for this business. These additional restrictions are not believed to provide a significant
additional safety net for such reserves. Companies have a difficult time implementing the unusual
requirements. The elimination or modification of these requirements would add efficiencies without
impairing solvency.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;
o follow-up activities conducted when non-compliance is identified;
e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Reserve regulations and requirements are needed to promote company solvency and support payment of
contractual obligations to consumers. Actuarial achieves its objectives by performing actuarial
examinations to ensure compliance with reserve requirements. The division keeps reserve requirements
current and appropriate. Actuarial works with FA&E during the examination process to address
noncompliance with reserve requirements. When companies are not in compliance with reserve
requirements, Actuarial pursues action ranging from a simple reserve adjustment to a Recommendation
Committee meeting and subsequent placement under a regulatory action. Statutory reserve requirements
are found in Texas Insurance Code, Chapter 425, and in other regulations including those adopted
annually in the Accounting Practices and Procedures Manual.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII. Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Financial Program , Conservation of Companies

Location/Division William P. Hobby Building, Tower 111, 5th Floor

Contact Name Angel Garrett, Director of Rehabilitations and Liquidation
Oversight

Actual Expenditures, FY 2006 $725.572.07

Number of FTEs as of May 31, 2007 12

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Conservation’s primary objectives are preserving the value of assets of entities placed in regulatory
intervention and determining if rehabilitation is feasible. Early regulatory intervention prevents
receiverships and increases the success of rehabilitations to maintain capacity, protect policyholders, and
conserve assets. Preserving the value of assets is accomplished by:

o identifying and evaluating the value, quality, and quantity of various assets

e monitoring, reviewing, and if in conservatorship, controlling business

e decisions and transactions that impact these assets

o evaluating and recommending course(s) of action to enhance or preserve assets while
incorporating sound business reasons and statutory compliance with the action.

The division determines the feasibility of company rehabilitation by:

o analyzing and evaluating the financial condition and statutory compliance of assigned estates in
conformity with the Texas Insurance Code and other  regulations and procedures

o analyzing, evaluating, and making recommendations to proposed rehabilitation plans

e reporting status of the assigned estate.

The division develops and adheres to standard procedures that comply with statutory requirements and
sound business practices to ensure that each entity is treated consistently, and that all relevant issues are
identified and addressed. Conservation facilitates the transition from regulatory intervention to release,
court rehabilitation and/or receivership.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The number of entities receiving TDI solvency-related intervention and the percent of companies
rehabilitated following intervention best demonstrate the effectiveness of Conservation, as evidenced by
the charts below.
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2.1.1. Output 2 — Number of entities receiving TDI solvency-related intervention

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance 19 13 9 10 9
Annual Target 19 19 19 19 13
Percentage of Target 100% 68.42% 47.37% 52.63% 69.23%

Analysis/Variance
Explanation

For this measure, lower than target is desirable.

2.1.1. Outcome 6 — Percent of companies rehabilitated after TDI solvency-related intervention

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance 18% 30% 17% 25% 26%
Annual Target 18% 18% 18% 18% 18%
Percentage of Target 100% 164.61% 94.44% 138.89% 144.44%

Analysis/Variance For this measure, higher than target is desirable.

Explanation

The objectives of solvency-related interventions are to preserve existing companies to provide
competition and capacity to the market place and to serve as an alternative to the more expensive
receivership process, thereby ultimately preserving insurance guaranty association (IGA) funds.

Financial’s early intervention efforts have decreased the number of new receivership estates from an
average of almost 33 per year in the late 1980s to an average of about four per year for the last six years.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is presented in Section VIL.D of the Financial Program General Management response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Conservation solvency-related interventions affect ownership, management, employees, and
policyholders of a troubled company. Conservation interacts with Texas policyholders who have
questions concerning a troubled company’s coverage and claim responsibilities. The division’s solvency
functions affect and require interaction with the following: State Office of Administrative Hearings
(SOAH), Office of the Attorney General (OAG), Texas state district courts, the Federal Bureau of
Investigations (FBI), the Internal Revenue Service (IRS), and insurance guaranty associations (IGAs).

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

Conservation is headed by the Director of Rehabilitation and Liquidation Oversight. Conservation
maintains field offices in Dallas and Houston to minimize travel expenses.

Issuance of an administrative letter, Commissioner’s order, or court order against a company deemed to
be in hazardous condition activates the regulatory intervention process. Field staff deliver the
Commissioner order or letter to the company’s management. Staff review the order and emphasize to
management the requirements for abatement and the deadline for submission of the
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business/rehabilitation plan. Some administrative actions have time limits. Supervision has 180 days
time limit and conservatorships are issued for a period of 90 days, which may be extended for up to six
periods of 30 days each.

Conservation staff determine if rehabilitation is feasible and possible in order to define an exit strategy.
The determination is made by evaluating company operations, management, financial condition, books of
business, and a company-prepared business plan. In determining the financial condition, Conservation
staff prepare a financial analysis with accompanying notes describing the company’s solvency condition
as well as the capital and surplus position. This analysis may serve as evidence that a company is
insolvent if staff are required to testify about findings. At other times, this analysis provides the basis for
a review of the company’s proposed business plan.

If rehabilitation is feasible, the company implements its business plan and is considered for release when
it can demonstrate that it satisfied all abatement items listed in the administrative oversight letters,
commissioner’s order or court order.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

HB 1, Rider 3, authorizes TDI to receive an appropriated receipt of $125,000 each year of the biennium
for conservation efforts.

Texas Insurance Code, Chapter 441.203 grants Conservation the statutory ability to collect
reimbursements for staff time and travel for an intervention. Insurance entities can not reduce future
premium taxes for these payments. These reimbursements are collected to offset the rider funds.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

Conservation conducts solvency intervention of Texas-domiciled insurers by administrative action. The
Financial Program’s Liquidation Oversight Division uses special deputy receivers (SDR) to administer
rehabilitation estates, as guided by the court. Similarities include working with the business planning
process, making decisions that impact consumers, coordinating with other states’ insurance departments
and guaranty associations, and recouping expenses for successful rehabilitations.

Other states perform similar functions for companies domiciled in their states; however, it is usually
through the court systems. When a company is domiciled in another state, TDI’s Commissioner of
Insurance may, in certain circumstances, initiate a regulatory action to protect Texas policyholders.
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I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

When Conservation intervenes in a company that writes in multiple states, the division coordinates with
those states especially in the area of writing new and/or renewal business. When Conservation learns
other states have taken any regulatory action, the division is responsive to the respective states’ requests
for information on the troubled company.

The domiciliary state usually serves as the lead regulator on multistate solvency interventions. However,
if standards for regulatory actions or the majority of policies are concentrated in another state, a non-
domiciliary state may take regulatory action per its statutes to protect policyholders. When the insurer’s
problems persist, the domiciliary state may also take simultaneous action and efforts between the states
are coordinated and not duplicated.

When determination is made for court rehabilitation or receivership, Conservation staff coordinate with
the respective Texas IGA, the OAG, and state district courts.

When a company is placed in court rehabilitation, under Chapter 21A, Conservation and Liquidation
Oversight jointly take over the company until a SDR is appointed. Conservation facilitates the transition
to court rehabilitation, provides supporting documents that contain detailed company and policyholder
information to be used by the SDR, and coordinates efforts with Liquidation Oversight staff to maintain
the operations and services to policyholders.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Conservation works with the following local, regional, and federal units of government:

e SOAH - Troubled companies may appeal regulatory actions to SOAH.

e OAG - OAG and Conservation coordinate testimony for receivership hearings.

o State district courts - To place a troubled company in receivership, Conservation must appear
before Texas state district courts and provide information, affidavits, and testimony.
Conservation is responsible for carrying out court orders and reporting back to the court on
temporary restraining orders and temporary injunctions.

o FBI and IRS — Conservation communicates with the FBI on criminal investigations and with the
IRS regarding tax liabilities and respective penalties.

e IGAs — Once Conservation determines that a company may potentially affect the guaranty fund,
the conservator must inform the IGA board and provide an estimate of the insolvency so that the
IGA makes the necessary anticipated preparations to assume the responsibilities for
policyholders.

e U.S. Department of Labor (DOL) — Conservation communicates with DOL employees on
inspections and audits of entities licensed as multiple employer welfare arrangements (MEWAs),
which are jointly regulated by TDI and DOL. This communication verifies compliance and
completeness of entity requirements pertaining to federal law and is necessary when an entity
plans a self dissolution. Additionally, Conservation coordinates with DOL when self insured
plans run by third-party administrators (TPA) develop solvency problems. Self-insured plans fall
under DOL purview, but TPAs are regulated by TDI.
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K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;

e a short summary of the general purpose of those contracts overall;

e the methods used to ensure accountability for funding and performance; and

e ashort description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

The Legislature determined that supervision and conservation of a troubled company is necessary to avoid
the more expensive alternative of receivership. If a troubled company can correct hazardous financial
conditions to protect the public and follow the business plan to restore solvency or compliance with
statutes, less disruption to policyholders, the insurance industry that funds insolvencies through insurance
guaranty associations and the public occurs.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Financial Program, Liquidation Oversight
Location/Division William P. Hobby Building, Tower III, 5th Floor

Angel Garrett, Director of Rehabilitations and Liquidation
Oversight and Evelyn Jenkins, Director

Actual Expenditures, FY 2006 All expenditures are paid & received from allocated funds.
Number of FTEs as of May 31,2007 8.25 allocated FTEs

Contact Name

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Liquidation Oversight assists the Commissioner as receiver in his fiduciary duty to protect the interests of
policyholders and the public by marshalling assets, minimizing expenses, and making equitable
distributions to the rightful claimants of the insolvent estate. Liquidation Oversight oversees insurance
guaranty associations to maximize coordination between all parties involved in liquidations and transition
claims processing and payment of impaired carriers. The division’s major activities are to:

o provide oversight of the rehabilitation and liquidation of insolvent insurers

o evaluate and assess Special Deputy Receivers (SDRs) involved in the program and provide
feedback to them regarding performance

o offer training through SDR conferences and forums

e maintain records of insolvent insurers during and after receivership pursuant to the records
retention schedule and the Texas Insurance Code

o attend IGA board meetings and prepare reports of activities of the various boards.

Liquidation Oversight oversees SDRs, outside contractors who take over the management, rehabilitation,
or liquidation of an insurer after a court ordered receivership. Liquidation Oversight reviews monthly
management reports and quarterly financial reports for each entity in receivership. Liquidation Oversight
interacts with the SDRs to provide:

o oversight and guidance through cost benefit analyses

e quarterly status conferences before the special master

o daily interaction regarding the management, claims processes, relationships with guaranty
associations, legal issues and litigation, and financial operations of the companies.
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C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

Liquidation Oversight’s effectiveness is best demonstrated by the amount of net asset recoveries collected

from receivership estates, as evidenced by the chart below.

2.1.1. Output 3 — Dollar amount (millions) of net asset recoveries collected from receivership estates

FY 2002 FY 2003 FY2004 FY 2005 FY 2006
Actual Performance $24.3 $36.8 $22.0 $40.1 $25.8
Annual Target $6.0 $6.0 $8.0 $8.0 $15.0
Percentage of Target 405.46% 613% 275.49% 501% 172%

Analysis/ Variance
Explanation

Higher than target is desirable.

The division recognizes the importance of expanding the pool of qualified SDRs since the agency entrusts
SDRs with the responsibility of administering receiverships. Previously every third year, applications
were accepted to qualify new SDR candidates and re-qualify existing SDRs. As of 2007, applications
will be accepted annually in order to facilitate new applicants and expand the pool of qualified SDRs.
Through Liquidation Oversight’s SDR and Subcontractor Conference in 2006, potential new SDRs were
educated in the processes of bidding, SDR selection, and other aspects of receivership management. This
conference allowed SDRs and possible subcontractors to interact allowing SDR’s to recruit and build a
team for the purposes of tendering bids on new receivership contracts. Currently there are 45 individuals
or companies that have been qualified as SDRs.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is presented in Section VIL.D of the Financial Program General Management response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Liquidation Oversight affects:

e Texas policyholders and consumers from other states who have lost coverage or have outstanding
claims involving insolvent insurers

o creditors and stockholders or owners of insolvent insurers

e Texas and other states’ IGAs

e Special Deputy Receivers and their subcontractors who are active in the rehabilitation and
liquidation efforts.
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The division is led by the Director of Rehabilitations and Liquidation Oversight and the Director of
Liquidation Oversight. Under the supervision of the Director of Liquidation Oversight, each receivership
is assigned an analyst to review reports submitted by the SDRs, monitor and evaluate performance, and
administer the contract. Annual site visits are performed to provide further appraisal of activities, and
recommendations for improvement are provided in writing to each SDR.

Annually, Liquidation Oversight conducts an SDR conference in Austin. The conferences are designed as
a forum for SDRs to collectively share information and the best, most effective approaches to handling
issues confronting estates. Speakers include SDRs, staff or subcontractors, IGA staff, employees of other
sections of TDI with whom the SDRs interact, and experts on issues involving the rehabilitation and
liquidation process. At the end of the conference, attendees complete course evaluations which are used
to plan future conferences.

Receiverships are subject to the Travis County District Court. On a quarterly basis, the Special Master,
appointed by the Travis County District Court, holds status conferences on individual estates. Generally,
the three parties that are formally represented before the Special Master are the SDR, Liquidation
Oversight, and the respective IGA. Other creditors or interested parties can attend but do not usually take
an active role. At the status conference, the SDR gives the Special Master an update of the activities that
have taken place during the quarter. Customarily, the SDR will distribute an agenda of items to be
discussed to the Special Master and relevant parties. Any interested party located out of town may
participate via telephone upon request.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

Liquidation Oversight salaries and expenses are allocated to open receiverships based on a formula and
are paid by the receivership. Expenses for work on a closed receivership and any Liquidation Oversight
travel unrelated to a receivership is paid from the Abandoned Property Fund (APF). The APF, created by
statute, is also used to fund the administration of receivership estates that have no assets or insufficient
assets to complete the receivership process.

The operation of the Liquidation Oversight Division, which includes oversight of open receiverships and
responses to the public on items concerning closed receiverships, has no impact on the General Revenue
Fund.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

The Financial Program’s Conservation Division conducts rehabilitation activities by administrative
actions. Liquidation Oversight contracts with SDRs to administer rehabilitation estates that are ordered
into receivership by the court. The court-ordered rehabilitation gives the receiver defined powers and
complete control of the company.
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Other states have similar receivership functions that use outside contractors to administer receiverships.
Texas was the first state to adopt the NAIC Receivership Model Act into law (Texas Insurance Code,
Chapter 21A, effective 09/01/2005).

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Court-ordered rehabilitations, under Chapter 443 (formerly Chapter 21A), are handled solely by
Liquidation Oversight. Conservation coordinates transfer of responsibilities to Liquidation Oversight
when a company is placed in court-ordered receivership. Conservation and Liquidation staff may jointly
take over a company until a SDR is appointed. Liquidation Oversight utilizes a checklist to ensure that all
tasks are performed by the appropriate person. Managers on site assign specific duties to both
Liquidation Oversight and Conservation staff.

In court-ordered rehabilitations or receiverships, multistate coordination with other receivers and IGAs is
often necessary to facilitate access to company data and to afford other states’ policyholders the same
protections and benefits of the receivership process as Texas policyholders.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Receiverships present different challenges and opportunities to interact with various local, regional, or
federal units of government. Some examples of coordination with governmental entities include:

o Office of the Attorney General, state and local prosecutors, and the Federal Bureau of
Investigations in the prosecution of fraud or other financial crimes

o State insurance departments and guaranty associations — receiverships licensed in other states
requiring interstate coordination

o Pension Benefit Guaranty Fund — benefit programs of insolvent insurers

e U.S. Department of Labor (DOL) — receiverships with letters of credit involving DOL

o Internal Revenue Service — receivership tax issues.

K. If contracted expenditures are made through this program please provide:

o the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;

e a short summary of the general purpose of those contracts overall;

o the methods used to ensure accountability for funding and performance; and

e ashort description of any current contracting problems.

Twenty-one contracts with $2.6 million worth of administrative expenditures were administered in
Liquidation Oversight in FY 2006. Since the SDR functions are contracted, Liquidation Oversight
assures the fiduciary duty of the SDRs is carried out in the most cost effective and professional manner
and that the policyholders and other creditors of the insolvent insurers have the benefit of the
maximization of the assets available and the recovery of any additional assets. Liquidation Oversight
reviews monthly management reports and quarterly financial reports and provides oversight and guidance
to SDRs as described in Liquidation Oversight’s response to VII.B. For improved performance,
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Liquidation Oversight conducts training though SDR conferences and forums to keep SDRs advised of
law changes, court decisions, etc. Liquidation Oversight also evaluates and assesses SDRs involved in
the program and provides feedback to SDRs regarding performance under the contracts.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Certain portions of Texas Insurance Code, Chapter 443, could be clarified to provide greater specificity
regarding oversight authority and duties. Staff recommend including rehabilitation procedures and
clarifying rehabilitator duties, rehabilitation plan elements, and guaranty association reporting
requirements in Chapter 443, Sections 102, 103, and 106, respectively.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

The circumstances that existed in 1991, when the receivership process was privatized, are vastly different
than today. In 1991, the number of receiverships was at a record high — over 150 pending and over 800
related cases in litigation. Today, there are only 21 liquidations pending, and the majority of these are
currently scheduled to be closed in the next 12 months.

TDI has been facing challenges in recent years, such as declining number of qualified bids received from
potential contractors and difficulties in managing the actions of certain private contractors, which led to
complaints from the public. Therefore, it may be appropriate to consider utilizing TDI staff resources to
administer more receivership estates in the future.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Why the regulation is needed

The Receivership Act (Act), Chapter 443, is designed to protect the policyholders and other creditors in
the event of a rehabilitation or receivership. The receivership process and the protection provided by
IGAs for unpaid claims works in tandem to provide a policyholder safety net in the event an insurer is
unable to meet its contractual obligations.
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The scope of, and procedures for, inspections or audits of regulated entities

The Act provides for contracting with an SDR who assumes all rights and responsibilities of the receiver.
Liquidation Oversight requires monthly financial and management reports on each receivership and
conducts a review of the information provided. The SDR also files standardized quarterly financial
reports with the receivership court, reporting expenses, assets, and liabilities. Annually, Liquidation
Oversight evaluates all SDRs and provides feedback on performance in the previous year. All SDR
contracts contain a liquidated damages clause should the SDR terminate representation of the estate. The
liquidated damages are set relative to the size and complexity of the receivership. The division conducts
an annual risk assessment on all SDRs, and the three SDRs that score the highest are recommended for
audit performed by an outside independent auditor who reports findings to Liquidation Oversight.

Follow-up activities conducted when non-compliance is identified

Liquidation Oversight analysts direct follow-up questions related to monthly activity to the SDRs.
Liquidation Oversight can disallow SDR or subcontractor billings that are excessive or fail to comply
with division policy.

Sanctions available to the agency to ensure compliance

Liquidation Oversight notes SDR repeated violations of procedures in evaluations, which are
communicated to the SDR at the time of the infraction. Liquidation Oversight uses evaluation results
when selecting SDRs. A poor evaluation may prevent an SDR from obtaining a new receivership
contract. An SDR whose performance is judged to be consistently substandard or who commits an
egregious violation may have the contract rescinded, re-bid, and awarded to a new SDR.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Consumers submit complaints against SDRs to TDI’s Consumer Protection (CP) Program. CP sends
acknowledgement to complainants, copying Liquidation Oversight and in some cases, the SDR.
Liquidation Oversight instructs SDRs to respond to the complainants and copy the division on responses
for inclusion in SDR files and future performance evaluations. If Liquidation Oversight receives a large
number of complaints against a particular SDR, the division will determine whether emergency response
is necessary.

Complaints against insurance guaranty associations are routed to Liquidation Oversight from CP, the
public, and through legislative channels. The division evaluates complaints, and the director contacts the
IGA allowing an opportunity to respond to the complaints. Liquidation Oversight follows up on
complaints to ensure proper resolution. The division reports complaints from legislators to Government
Relations within 24 hours.
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Fraud Unit

Location/Division William P. Hobby Building, Tower I, 9th Floor
Contact Name Dennis Pompa

Actual Expenditures, FY 2006 $1,921, 205.06

Number of FTEs as of August 31, 2006 37

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Fraud Unit protects the public from economic harm by investigating allegations of criminal insurance
fraud. The unit’s responsibilities include receiving and reviewing reports of fraud, initiating inquiries,
and conducting investigations when TDI has reason to suspect insurance fraud (Texas Insurance Code
Chapter 701). In addition, the unit actively seeks criminal indictments, makes arrests, and assists in
prosecutions to deter insurance fraud in Texas.

The Fraud Unit receives reports of suspected insurance fraud from insurers and the public. The unit
maintains a toll-free Insurance Fraud Hotline and an online fraud reporting system on the TDI website.
Investigations may occur inside or outside of Texas and typically involve one of the following types of
fraud:

e claim fraud committed against an insurer

o fraud by licensees against their company or the public

e insurance application fraud

o unauthorized business of insurance, including operating without proper authority or the sale of
fraudulent insurance products

e workers’ compensation.

The Fraud Unit reports to the Commissioner of Insurance annually on fraud trends and investigations
involving substantial financial losses to consumers or insurance entities.

If a fraud investigator determines that a violation is suitable for state or federal prosecution, the
investigator submits a comprehensive investigative report to the appropriate agency. Investigative reports
include facts discovered during investigations and may also contain witness/suspect statements, financial
records, and analyses of financial transactions. The Commissioner of Insurance and the Fraud Unit
routinely subpoena records during an investigation. A Fraud Unit investigative report provides a
prosecutor with sufficient evidence to pursue charges against insurance fraud suspects.

The Fraud Unit communicates with TDI’s Legal Services; Enforcement; Consumer Protection; Financial;
Life, Health, and Licensing; Property and Casualty programs; and DWC’s Legal Services through
participation in regularly scheduled meetings. The Fraud Unit has an internal process for agency
employees to report fraud. During the regularly scheduled meetings, the Fraud Unit provides programs
with updates on pending investigations.
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The Fraud Unit has two attorneys on staff, the Fraud Counsel and the Special Prosecutor. The Fraud
Counsel provides legal advice and investigative support to the unit and may serve as a special prosecutor
to prosecute fraud in Texas counties. The Special Prosecutor works out of the Dallas County District
Attorney’s Office to prosecute cases referred by the Fraud Unit.

The Fraud Unit hosts meetings for enforcement divisions of state professional licensing boards to support
Governor Perry’s executive order RP-36. This 2004 order directs state agencies to focus on eliminating
fraud, waste, and abuse.

The Fraud Unit has a statewide regional liaison initiative with state and federal law enforcement agencies,
antifraud organizations, and insurance company special investigative units. A primary and a secondary
Fraud Unit investigator are assigned to each of eight geographic regions in Texas.

The Fraud Unit provides state professional licensing board enforcement divisions with information about
insurance fraud investigations involving their licensees.

Annually for the past nine years, the Fraud Unit has provided a training program for insurance fraud
investigators employed by law enforcement agencies, insurance companies, and other state agencies. The
program provides an opportunity to learn current investigative techniques and skills for enhancing
investigative reports.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The Fraud Unit’s effectiveness is best demonstrated by the number of fraud referrals to prosecutors and
the number of indictments and convictions for insurance fraud. In FY 2006, the unit referred 182
insurance fraud cases to prosecutors. Of those, 114 people were indicted, and 98 ultimately convicted. A
five-year summary of referrals, indictments, and convictions follows.

Referrals, Indictments, and Convictions
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The following FY 2006 statistics further illustrate the unit’s effectiveness and efficiency:

e 9,712 fraud reports received (via mail and the online reporting form on TDI’s website)
e 3,507 calls received via TDI’s toll-free Insurance Fraud Hotline

e 448 cases opened for investigation

e 274 subpoenas issued

e $11,305,172 — amount of fraud identified in referred cases

e $4,285,478 — amount of restitution assessed by courts on Fraud Unit cases

e $80,797 — amount of fines assessed

e 263 open records requests processed.

The Fraud Unit makes presentations to the public and industry to help promote fraud awareness. In FY
2006-2007, Fraud Unit staff made 19 presentations.

In FY 2007, the number of fraud reports increased by 43 percent from FY 2006 as a result of legislative
changes to the fraud reporting statute to require insurers to report all fraud to the Fraud Unit.

The Fraud Unit transitioned to a new case management system in FY 2007, which is expected to improve
investigative efficiency. The unit is evaluating using the system to establish a paperless referral process.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

1991 — 72nd Legislature created an Insurance Fraud Unit.

1995 — The 74th Legislature authorized the Commissioner of Insurance to hire peace officers to
investigate insurance fraud.

1997 — The Fraud Unit began coordinating and conducting insurance fraud training for law enforcement,
the insurance industry, and agency staff through an annual conference.

2005 — The Fraud Unit instituted an outreach initiative to all law enforcement agencies in Texas,
including prosecutors. The initiative included training and investigative assistance on insurance fraud.

2006 — The Commissioner of Workers” Compensation delegated responsibility for investigating
fraudulent workers’ compensation matters to the Fraud Unit.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Insurance fraud is the second-most common white-collar crime after tax evasion. The Coalition Against
Insurance Fraud and the National Insurance Crime Bureau currently estimate that insurance fraud costs
the average American family $1,000 per year in increased insurance premiums, in addition to the
increased cost of goods and services purchased. Insurance fraud may also affect an insurance company
through the payment of claims that otherwise would not warrant payment. Additionally, fraud against an
insurance company could adversely affect the company’s solvency. Finally, the sale of fraudulent
insurance products or the operation of a fraudulent insurance entity poses a severe financial risk to those
who may unknowingly do business with an unlicensed entity.
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Below is the statistical breakdown of insurance companies, agents/adjusters, and consumers in Texas that
the Fraud Unit affects:

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas)
o Companies = 2,437 insurers and various other types of insurance-related entities
e Agents and adjusters = 347,830 total active licenses.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Fraud Unit employs investigators, including commissioned peace officers, attorneys, criminal
analysts, and administrative support staff. Fraud Unit management includes the Associate
Commissioner/Chief Investigator who supervises the investigators and investigator supervisors. An
attorney in the Austin office provides legal advice to staff during investigations and reviews investigation
materials for referral for prosecution. A second Fraud Unit attorney is a special prosecutor under a
memorandum of understanding with the Dallas County District Attorney’s Office to prosecute cases
referred by the Fraud Unit. All other staff work from TDI’s headquarters in Austin.

Fraud Unit staff attend training to stay current on policies and procedures and improve their skills. Peace
officers are required to obtain 40 hours of continuing education each year. Managers are required to
complete the TDI management training track. Administrative staff attend computer and professional
development courses offered at TDI.

The Fraud Unit recognizes the importance of retaining competent and trained employees. The unit’s
commissioned peace officers have previous experience investigating white-collar and financial crime.
Investigative staff must also be proficient in the use of specialized investigation analysis software. In
addition, investigative staff complete courses in insurance and insurance industry terminology taught by
TDI’s Human Resources (HR) section. The primary obstacle to retaining qualified staff is competition
with trade associations, the insurance industry, and other state agencies.

To reduce turnover rates, the Fraud Unit worked with HR to identify salary and non-salary initiatives.

HR researched the salaries of employees in similar positions in the relevant labor market. Based on the
review, qualified fraud investigators received an equity adjustment of $135 a month, making the starting
monthly salary for an Investigator VI $3,770, for an Investigator VII $4,263, and for a Manager 1T $4,635.
To maintain good communication and morale within the program, the Fraud Unit has bimonthly manager
meetings and monthly staff meetings. At each staff meeting, an employee is recognized as employee of
the month for his or her contributions to the success of the Fraud Unit. The employee of the month is
nominated by peers and selected by the managers.

The Fraud Unit has several succession planning initiatives. Administrative functions are covered by
assigning a primary, backup, and secondary backup. Each investigation has a lead investigator and a
manager as a backup. Fraud Unit processes are outlined in an administrative procedures manual and an
investigators manual. Additionally, new investigators are assigned mentors who help them become
familiar with investigative procedures.

Management-employee workgroups evaluate and recommend improvements to Fraud Unit processes and
offer input on issues. The workgroups include Legislative and Policy Advisory Group, Training
Advisory Group, Workflow Processes Group, Employee Recognition, and Event Planning and Outreach
Training Program.
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G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency, that provide identical or similar
services or functions. Describe the similarities and differences.

Internal Programs

Both TDI’s Fraud Unit and Enforcement programs investigate violations of the insurance code.
Enforcement is responsible for administrative actions, while the Fraud Unit prepares cases for criminal
prosecution. Many Enforcement cases involve allegations of activities that, if proven, would provide the
basis for prosecution. TDI’s Fraud Unit investigates and prepares these cases for referral to various
district attorneys around the state. Companion cases often run simultaneously in both Enforcement and
the Fraud Unit because Enforcement may still assess an appropriate administrative action against a
licensee while the Fraud Unit pursues criminal prosecution.

External Entities

The Travis County District Attorney (DA) also investigates insurance fraud. The DA primarily pursues
investigations of fraud involving persons licensed by TDI or those conducting the business of insurance
without a license. The Texas Insurance Code, Chapter 85, establishes Travis County as the venue for
prosecution of persons engaged in the business of insurance. The Fraud Unit refers completed
investigations of persons engaged in the business of insurance to the DA and works with the DA’s staff to
pursue cases for prosecution. The DA is the only prosecuting entity that reinvestigates cases referred by
the Fraud Unit. In addition, the DA investigates matters independent of the Fraud Unit. The DA does not
disclose its criteria for investigating fraud.

The Office of the Texas Attorney General (OAG) and the Texas Health and Human Services
Commission’s (HHSC) Inspector General’s Office investigate Medicaid and Medicare fraud.

The Texas Auto Theft Prevention Authority provides financial grants to law enforcement agencies across
the state to investigate auto theft. Fraud Unit investigators communicate with auto task force members
upon receiving information from insurers of existing investigations.

The Federal Bureaus of Investigations (FBI) also investigates insurance fraud and routinely coordinates
efforts with the Fraud Unit.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Internal Programs
The Fraud Unit meets with TDI’s Legal Services; Enforcement; Consumer Protection; Financial; Life,
Health, and Licensing; and Property and Casualty programs biweekly. The unit also submits a monthly
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case status report of active fraud investigations to Enforcement and meets regularly with DWC’s Legal
Services Section.

External Entities

The Fraud Unit forwards reports of fraud associated with professional licensees to the appropriate
licensing agency. The unit also provides outreach to law enforcement agencies, antifraud organizations,
and insurers and maintains a database to document contacts.

The Fraud Unit and Enforcement Program, along with the Travis County DA, meet quarterly to discuss
pending investigations. Each month, the Fraud Unit and the Travis County DA prepare case status
reports to avoid duplication of investigations. A Fraud Unit investigator meets at least weekly with the
DA'’s office on case-related matters.

In addition, the Fraud Unit participates in the quarterly meeting of the Medicaid Fraud Task Force. The
task force includes the OAG, HHSC, and the Office of the Texas Comptroller. The legislatively
mandated meetings are to discuss investigative matters.

Fraud Unit investigators participate in monthly meetings with law enforcement and insurance
investigators in Dallas, Fort Worth, San Antonio, and Houston.

The Fraud Unit also participates on several statewide task forces with an FBI liaison and a U.S. Postal
Inspector.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Local, State, and Federal Law Enforcement

The Fraud Unit works with police departments, local sheriffs’ departments, state prosecutors, federal
prosecutors, and federal law enforcement agencies. Fraud Unit investigators participate in task force
investigations.

Texas Committee on Insurance Fraud

The Fraud Unit participated in the formation of the Texas Committee on Insurance Fraud, which is a
collaborative group of the insurance industry, legislators, antifraud associations, prosecutors, law
enforcement entities, and other state agencies. This committee is working to improve insurance fraud
legislation in Texas.

State Agencies and Health Professional Boards
The Fraud Unit meets routinely with the enforcement directors of other state agencies and health
professional boards to create awareness of fraud committed within areas of their authority.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;

e a short summary of the general purpose of those contracts overall;

e the methods used to ensure accountability for funding and performance; and
e ashort description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.
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L. What statutory changes could be made to assist this program in performing its functions?
Explain.

The Fraud Unit has no specific statutory changes to recommend.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

As a law enforcement agency, TDI’s Fraud Unit may access the FBI’s criminal records database and the
Texas Department of Public Safety’s criminal database. Access to this information is critical to conduct
insurance fraud investigations. The Fraud Unit is also a law enforcement member of the Regional
Organized Crime Information Center and the National White Collar Crime Center. These are federally
funded organizations that provide investigative assistance to member law enforcement agencies.

Fraud Unit peace officers are authorized to make arrests and execute search warrants against fraud
suspects.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

o the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Life, Health, and Licensing — General Management
Location/Division William P. Hobby Building, Tower I, 7th Floor
Contact Name Jennifer Ahrens, Senior Associate Commissioner
Actual Expenditures, FY 2006 $677,078.23

Number of FTEs as of August 31, 2006 9

B. What is the objective of this program or function? Describe the major activities performed
under this program.

General Management provides operational direction for the Life, Health, and Licensing (LHL) Program.
LHL performs the following major activities:

e licenses agents, adjusters, and third-party administrators

e processes and reviews rate and form filings

o reviews accident and health, life, annuities, and credit insurance products

o regulates health maintenance organizations, utilization review agents, independent review
organizations, and workers’ compensation health care networks, including resolving complaints
against these entities.

The Senior Associate Commissioner (SAC) for Life, Health, and Licensing leads the program. The SAC
chairs the Technical Advisory Committee on Claims Processing and is the agency’s Provider
Ombudsman. The SAC or a designee represents the Commissioner of Insurance on various boards and
councils. Additionally, the SAC is TDI’s liaison for the boards of the Texas Health Insurance Risk Pool
(THIRP), the Children’s Health Insurance Program (CHIP), and the Texas Health Care Policy Council,
and attends board meetings of the Texas Health Reinsurance System (THRS).

General Management provides technical assistance to the Texas Health and Human Services Commission
(HHSC), the Texas Department of State Health Services, the Office of the Attorney General, THIRP,
THRS, and the federal Centers for Medicare and Medicaid Services (CMS). The SAC and division
deputies serve on various National Association of Insurance Commissioners (NAIC) working groups.
General Management staff collect and analyze data to monitor the Texas health insurance market.

In addition, General Management staft:

e report on industry data and provide technical assistance to legislative committees and task forces

o direct the federal State Planning Grant study of options to expand health insurance in Texas

e monitor electronic claim submission requirements mandated by the Health Insurance Portability
and Availability Act (HIPAA) and the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003

o assist the SAC in developing regulatory policies for LHL divisions

e communicate with consumers and the regulated community

o provide technical assistance to other state and federal agencies

o track, analyze, and coordinate TDI’s comments on proposed legislation pertaining to LHL
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o inform industry and other interested parties of legislative and rule changes through bulletins or
other means
e draft rules to implement state and federal legislation.

General Management develops the program’s business plan and the program’s portion of the agency’s
strategic plan, annual report, appropriations request and budget, and handles ad hoc special projects.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

Performance measure charts are in VII.C of each division’s description. In addition to formal
performance measures, LHL uses input from staff surveys, such as the Survey of Organizational
Excellence conducted by the University of Texas School of Social Work, and from consumer surveys to
monitor effectiveness.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is in each Life, Health and Licensing division’s VII.D response.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

This information is in each Life, Health and Licensing division’s VILE response.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Senior Associate Commissioner leads the program. The program has four divisions, each led by a
Deputy Commissioner:

e Licensing

o Filings and Operations

o Life/Health

e Health and Workers’ Compensation Network Certification and Quality Assurance.

The program regulates health maintenance organizations (HMOs), workers’ compensation health care
networks, and life, annuity, accident and health insurance, and related coverages. LHL also licenses
insurance agents, adjusters, public insurance adjusters, third-party administrators, viatical and life
settlement providers, provider representatives and brokers, premium finance companies, utilization
review agents, and independent review organizations. LHL resolves HMO complaints and conducts
quality of care examinations of HMOs. The Health and Workers’ Compensation Network Certification
and Quality Assurance Division certifies workers’ compensation health care networks. While the LHL
Program affects the entire state, no regional staff operate in this program.
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G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions.
For state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency, that provide identical or similar
services or functions. Describe the similarities and differences.

No other programs perform the oversight functions or support functions of LHL’s General Management.
However, several sections within the agency, including Human Resources, Administrative Services, and
Information Technology Services, provide business and resource planning and technology support
services similar to or in conjunction with LHL General Management.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

While no other program in the agency provides the same services that LHL provides, General
Management works with other programs in the agency to ensure coordination and consistency of
regulatory efforts.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

General Management works with CMS to ensure that the State’s High Risk Pool remains a federally
qualified alternative to guaranteed individual health insurance coverage. General Management’s Director
of Special Projects recently worked with the federal Health Resources and Services Administration
(HRSA) to develop a pilot project in Harris County to provide group insurance for small employers.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.
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M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

e why the regulation is needed;

e the scope of, and procedures for, inspections or audits of regulated entities;

e follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

This information is in each Life, Health and Licensing division’s VIL.N response.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Complaint information is in each Life, Health and Licensing division’s VII.O response.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Life, Health, and Licensing Program — Licensing Division
Location/Division William P. Hobby Building, Tower I, 7th Floor

Contact Name Matt Ray, Deputy Commissioner

Actual Expenditures, FY 2006 $1,802,281.17

Number of FTEs as of August 31, 2006 42.5

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Licensing Division licenses and regulates insurance agents, adjusters, risk managers, life insurance
counselors, insurance service representatives, reinsurance intermediaries, third-party administrators
(TPAs), premium finance companies, and persons involved in selling insurance products in travel
agencies, self-service storage facilities, retail establishments, telecommunications outlets, and rental car
companies.

The Licensing division has five sections:

o Applications Section reviews and processes applications for new licenses for agents and
adjusters, oversees the criminal history review process, registers additional trade names and trade
locations, and records sponsors of subagents and insurance service representatives.

o Customer Service Section responds to inquiries and telephone calls from agents, companies, and
the public, including questions regarding licenses, appointment status, and the licensing process.

o Renewals, Appointments, and Continuing Education Section reviews and processes renewals,
records and cancels agent and sub-agent appointments, approves continuing education providers
and courses, and oversees the training courses for agents and adjusters.

e Administrative Review and Data Management Section researches and reviews applications
with a criminal history, makes recommendations on the issuance or denial of a license, and
recommends appropriate action on nonroutine agent applications, renewals, and cancellations for
cause. This section also produces certificates and other records regarding license status, cancels
licenses when requested by the licensee, records address and name changes, processes open
records requests, and maintains the division’s files.

e Third-Party Administrator and Premium Finance Section licenses, regulates, and examines
TPAs, which administer plans under contracts with insurance companies, HMOs, or self-funded
plans; and licenses premium finance companies.
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C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

As evidence of its effectiveness and efficiency, the Licensing Division:

o Exceeded the performance measure target for completing 98 percent of licenses within 60 days in
fiscal year FY 2006 and FY 2007.

o Exceeded the performance measure target for completing 95 percent of agent license filings
within 15 days in FY 2006 and FY 2007.

o Lowered the average processing time for the more than 700,000 filings received each year.
Average processing time has fallen from 5.2 days in FY 2002 to 3.0 days in FY 2003, and to 2.2
days in FY 2004, FY 2005, and FY 2006.

In addition, the division adopted the Criminal History Fingerprint Rule. The rule transfers the $39 cost of
processing fingerprints to the license applicant. It also establishes a process by which TDI can submit
fingerprints and obtain a state and national fingerprint criminal history on applicants.

The division expanded electronic processing capabilities in 2006 by accepting nonresident renewals
processed electronically through the National Insurance Producer Registry (NIPR).

The Licensing Deputy Commissioner was a member of the NAIC Producer Licensing Working Group,
which developed the Fingerprint Model Act, the Public Adjuster Model Act, and the Producer Licensing
Fiduciary Model Act.

Other evidence of the division’s effectiveness includes:

e  The Securities and Insurance Licensing Association (SILA) honored the Licensing Division as
the Regulatory Unit of the Year in 2005. The division was the first licensing division to be
awarded this recognition.

o SILA selected the Licensing Deputy Commissioner as an advisory board member of SILA. The
organization serves more than 800 members from the insurance industry.

e SILA honored the Licensing Deputy Commissioner as the 2006 Warren E. Spruill outstanding
regulator of the year award.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

Not applicable.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

The Licensing Division affects individuals contracted with or employed by insurance companies to sell,
solicit, or market insurance products to the public. Most applicants must pass a licensing examination,
complete an application, and pay a licensing fee. The following table illustrates the breakdown of persons
or entities affected.
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TEXAS DEPARTMENT OF INSURANCE

FY 2005 and FY 2006 ACTIVE LICENSES AT FISCAL YEAR ENDS

8/31/2005 8/31/2006
License Description Agents Agencies Total Agents Agencies Total
Active Active

Licenses Licenses
Adjuster - All Lines 16,316 0 16,316 21,591 0 21,591
Adjuster - Property and Casualty 33,461 0 33,461 39,351 0 39,351
Adjuster - Workers' Compensation 3,886 0 3,886 3,828 0 3,828
Adjuster — Trainee 1,131 0 1,131 1,399 0 1,399
Adjuster — Emergency 16 0 16 75 0 75
County Mutual 3,432 30 3,462 3,453 28 3,481
Emergency MGA 0 0 0 0 0 0
General Lines - Life, Accident, Health 145,054 4,784 149,838 152,406 5,217 157,623
and HMO
General Lines - Property and Casualty 82,578 5,093 87,671 89,610 5,678 95,288
Home Office Salaried Employees 1,292 0 1,292 1,259 0 1,259
Insurance Service Representative 2,069 0 2,069 1,832 0 1,832
Life and Health Insurance Counselor 232 3 235 266 7 273
Life Insurance not to Exceed $15,000 1,020 6 1,026 967 6 973
Limited Lines 7,539 81 7,620 5,797 77 5,874
Managing General Agent 1,154 489 1,643 1,120 476 1,596
Pre-Need (funeral pre-arrangement) 2,487 4 2,491 2,360 6 2,366
Public Insurance Adjuster 114 1 115 161 3 164
Public Insurance Adjuster Trainee 0 0 0 3 0 3
Reinsurance Broker 1,232 57 1,289 1,287 61 1,348
Reinsurance Managers 139 13 152 141 14 155
Risk Manager 1,096 4 1,100 1,089 9 1,098
Surplus Lines 2,761 624 3,385 2,972 725 3,697
Specialty — Credit 194 2,694 2,888 171 2,737 2,908
Specialty - Rental Car Company 3 69 72 4 64 68
Specialty — Self-Service Storage Facility 5 69 74 4 70 74
Specialty - Telecommunications 0 11 11 0 13 13
Specialty — Travel 264 435 699 277 444 721
Temp. County Mutual 0 0 0 0 0 0
Temp. General Lines — LAH 510 0 510 750 0 750
Temp. General Lines - P&C 13 0 13 9 0 9
Temp. General Lines - Emerg. P&C 0 0 0 1 0 1
Temp. Life Insurance not to Exceed 0 0 0 0 0 0
$15,000
Temp. Limited Lines 2 0 2 2 0 2
Temp. Pre-Need 13 0 13 10 0 10
TOTAL 308,013 14,467 322,480 332,195 15,635 347,830
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

A Deputy Commissioner oversees the activities of the Licensing Division. The division’s primary
functions include:

Applications

Staff receive applications and enter basic information (name, address, Social Security number, date of
birth, and type of license sought) into the tracking system. As processors review applications, they can
generate licenses if the applicant has met all licensing requirements. If a processor rejects an application,
the system retains the agent information and the reasons for the rejection.

The Licensing Division processes approximately 1,800 license applications each week. Each morning,
staff print the licenses issued the previous day and deliver them to Mail Services for mailing.

The licensing tracking system:

o generates a list showing the names, birth dates, and Social Security numbers of applicants for
which the division requested a criminal history from the Texas Department of Public Safety

o shows an applicant’s sponsors or a sponsor-type relationship, which is required for some licenses

o captures the date that staff entered new information, such as additional locations or trade names

e generates a unique identification number for each new licensee.

Fees

Licensing fee payments are handled through a lockbox agreement with the Comptroller of Public
Accounts. Staff indicate the fee paid on the source documents and deposit the money. Fee transactions
are recorded in the Administrative Services Division’s cash receipts system and in the licensing system.

Some licensing processes are automated electronic filings. The Comptroller of Public Accounts receives
these fees electronically.

Renewals

The system identifies licenses due for renewal and prints renewal notices 90 days prior to the expiration
of the existing license. The system administrator can change the 90-day period, if needed, and set other
criteria to generate renewal notices. If the licensee holds multiple general lines licenses, the renewal
notice includes all qualifications with the same expiration date.

The system accommodates license types with different renewal periods and sorts renewals in a specified
order (for example, by name or ZIP code). It also generates rejection letters for renewals that cannot be
processed.

Appointments

Appointments may be entered into the system electronically through the NIPR or an NIPR-authorized
business partner. Electronically transmitted appointments that contain incomplete or erroneous data are
rejected and transmitted back to the sender with a reason for the rejection.

The system generates daily listings to each company with appointment or cancellation activity. The
listings show all appointments and cancellations for that company.
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Continuing Education
The Continuing Education (CE) Section registers CE providers and courses and oversees the training
courses for agents and adjusters.

Staff review CE provider applications and CE and licensing course submissions to determine whether the
filing is complete and in compliance with the Texas Insurance Code and rules. Staff enter all filings into
the CE database and notify the applicant whether the application was approved or rejected. Approved
filings display on the agency’s website.

The CE Section randomly audits approximately one percent of all licensees to determine compliance with
their continuing education requirement. Licensees must provide evidence of completion of their
continuing education requirements. The CE Compliance Specialist refers any licensees deficient in their
CE requirements to TDI’s Enforcement Program.

Administrative Review

The Administrative Review Section recommends whether the agency should issue or deny a license if an
applicant has a criminal history. The section also recommends appropriate action on all nonroutine agent
applications, renewals, and cancellations for cause. The section relies on applicable state laws and agency
rules to determine whether the specific criminal history justifies denial of an application. Staff use the
following decision matrix to guide their recommendations.

Significance of 28 TAC 1.502(b) Factors

1.502 (b) Rule Provision
(1)(A)

nature and seriousness of crime

Less Significant

Misdemeanors, crimes that do not
involve fraud, dishonesty or
deceit

Most Significant
Felonies, any offense for which
fraud, dishonesty or deceit is an
essential element

(1)(B)
relationship of crime to purposes
for requiring a license

Crime does not involve an
element of trust

Crime shows evidence of lack of
trustworthiness

(1X©)

extent to which a license might
offer opportunity to engage in
criminal activity of the same type

Crime does not involve an
element of trust, dishonesty, or
fraud

Crime shows evidence of lack of
trustworthiness, dishonesty or
fraud

(1)(D)

relationship of crime to ability,
capacity, or fitness required to
perform duties and
responsibilities of occupation

Crime does not involve an
element of trust, dishonesty, or
fraud and did not involve a
fiduciary relationship or handling
of money

Crime shows evidence of lack of
trustworthiness, dishonesty or
fraud and involved a fiduciary
relationship or handling of money

2)A) Single offense Multiple offenses
extent and nature of past criminal

activity

2)(B) Youthful offense Adult offense

age of person at the time of
commission of crime

2)(©)
amount of time elapsed since last
criminal activity

Felony offense - > 10 years
Misdemeanor - > 7 years

Felony offense < 10 years
Misdemeanor < 7 years

Mitigating Factors:

(2)(D)
conduct and work activity prior to
and following criminal activity

No work history or sporadic work

Steady employment, extensive
work history

(2)(E)

No rehabilitative effort, failure to

Educational degrees, completion

179
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1.502 (b) Rule Provision Less Significant Most Significant

evidence of person’s pay fines or restitution, no of rehab programs (i.e. drug),
rehabilitation or rehabilitative evidence of remorse payment of fines or restitution,
effort expression of remorse

2)(F) No letters of recommendation Multiple letters of

other evidence of present fitness recommendation from individuals
including letters of aware of criminal history
recommendation

A flow chart detailing the administrative review process is available for review.

Letter of Clearance or Certification

Staff enter information about requests for clearance or certification. The system generates letters of
clearance and certification in the order entered. If the status of the license does not allow the issuance of
a letter of clearance or certification, the agent receives an acknowledgement letter.

Address Changes
Staff enter address change requests into the system, which automatically updates the agent/adjuster
database on TexasOnline. TexasOnline is accessible from TDI’s website, www.tdi.state.tx.us.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

TDI’s Title Division licenses escrow officers, title agents, and title agencies. Title insurance is a unique
product and there is very little, if any, dual licensing of title agents, escrow officers, and title agencies
with the individuals licensed by the Licensing Division.

The Life/Health Division registers individuals engaged in the viatical/life settlement business. The main
difference between the Life/Health Division’s process and the Licensing Division’s is the lack of an
examination requirement for viatical/life settlement registrants. Plans are under way to transfer
viatical/life settlement registration to the Licensing Division. A majority of viatical/life settlement
brokers also have a life, accident, and health license. For this reason, consolidating the functions would
improve efficiency.

The HWCN Division’s utilization review agent certification process is similar. The main difference is the
lack of an examination requirement for URAs. There is very little, if any, crossover between URAs and
individuals licensed by the Licensing Division.

The State Fire Marshal issues registrations, licenses, and permits to individuals and companies in the fire
alarm, extinguisher, sprinkler, and fireworks industries. There is very little, if any, crossover between
SFMO licensees and individuals licensed by the Licensing Division.
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The Financial Program’s Company Licensing and Registration Division (CL&R) licenses and issues
certificates of authority to insurance companies.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Consolidation of Criminal History Background Checks

The Licensing Division performs criminal history reviews for the agency as a whole to avoid duplication
of effort. The division submits fingerprint cards to the Texas Department of Public Safety (DPS) and the
Federal Bureau of Investigation (FBI) on behalf of the Title Division and the Company Licensing and
Registration (CL&R) Division.

Coordination with Fraud Unit on Applicant’s Failure to Disclose a Criminal History

TDI’s CL&R Division submits a daily copy of the list of applicants who failed to disclose a criminal
history. The Fraud Unit determines whether to refer the applicant to the Travis County District Attorney
for making a false filing with a governmental entity. Making a false filing is a felony offense.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Not applicable.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.
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M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

The Licensing Division has focused on the automation of licensing functions due to:

e large volumes of transactions

e receptive nature of the transactions to automation

e increased opportunity for minimizing clerical mistakes

o ability to minimize processing time

e improved convenience, service, and satisfaction of our customers.

Electronic Processes and Program’s use of Internet and Databases

Applications Section

A TDI contract testing vendor installed digital fingerprinting machines in the 16 contracted testing sites in
July 2003. The result is faster submission of fingerprints to DPS and fewer rejections for poor quality
fingerprints.

Applicants required to pass an examination for licensing submit an application to the testing vendor, who
then enters the application into the vendor’s database, screens the application per TDI business rules, and
submits information electronically to TDI.

Texas accepts and processes electronic nonresident applications via the NIPR automated system, which is
available 24 hours a day, seven days a week. Average TDI processing time for electronic nonresident
licensing is three days, starting from the time the applicant completes the online application. (Average
time for nonresident nonelectronic license processing is nine days).

Nonresidents may submit general lines agent license applications to TDI via NIPR’s website,
www.licenseregistry.com.

Customer Service Section

The Licensing Division uses an interactive voice response (IVR) telephone system to answer calls to its
Customer Assistance section. During normal business hours, callers can press “0” to speak to a customer
service representative.

Callers can access license status and additional information from the IVR system. They can also request
duplicate renewal applications and license certificates and obtain instructions for ordering forms. This
automated feature handles 30 percent of the 14,000 calls the division receives on average each month.

The Dictaphone Freedom call recording system records calls received and made on designated phone
lines. This includes calls made to and transferred by Customer Service Representatives to other agency
staff. Recorded calls are archived for six months. Customer Service management can listen to “live”
calls and retrieve archived calls within 10 minutes after the call ends. The system allows management to
monitor the quality of responses provided to customers and helps identify topics for additional training.
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Renewals, Appointments and Continuing Education

The Licensing Division utilizes TexasOnline, a state web portal, to allow electronic renewal of
agent/adjuster licenses. The average processing time for online transactions is slightly shorter than the
processing time for offline transactions. The average turn-around time for both processes is the same —
two days. More than 50 percent of renewals are submitted and processed electronically.

The biggest advantage of the online process is customer convenience, since customers can renew licenses
24 hours a day, 7 days a week. The process provides an online database of licensed agents and adjusters
in Texas. The Agent Lookup/Renewal feature on TexasOnline receives a monthly average of 400,000
hits.

Offline renewal forms contain optical character recognition coding that allows the Texas Comptroller of
Public Accounts to electronically read the form and transmit the information to TDI for automated
processing.

Appointments/terminations are processed via a form that can be scanned and entered into the system.
They also may be entered electronically through NIPR or an NIPR-authorized business partner.
Approximately 90 percent of the 470,000 appointments and terminations processed each year are
processed electronically through NIPR or an NIPR-authorized business partner.

Administrative Review and Data Management Section
Approximately 50 percent of the letters of certification requests are handled in an automated process
when licensees make their requests through an outside vendor, SIRCON.

Third-Party Administrator (TPA) and Premium Finance Section

The TPA section revised the TPA Annual Report Form to include collection of additional data from TPAs
about the plans administered and the average claim adjudication and payment time periods per plan. The
forms are available on the website for download.

The annual report forms are mailed using a mail merge program. The spreadsheets that serve as exhibits
are posted on TDI’s website for download so that TPAs can fill them out and submit them electronically
to TDI as e-mail attachments.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

e why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

Regulation and licensing of insurance agents and adjusters protects the public. The complex and varied
nature of insurance and related products makes it crucial that the public be able to trust and rely on such
persons. License and authorization holders and applicants must be knowledgeable, honest, and reliable.

Applicants for agent and adjuster licenses must demonstrate a basic knowledge of the specific line of
insurance they will be selling by passing an entry-level examination. Once licensed, the licensee must
complete continuing education courses during every two-year licensing period (30 hours for most license
types and 10 hours for a limited license).
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Applicants must submit fingerprint cards for criminal background checks with DPS and FBI. This check
determines whether the applicant has a criminal history that should preclude licensure. TDI reviews the
criminal history using the guidelines in Texas Insurance Code, Chapter 4005, Texas Occupations Code,
Section 53.025, and 28 Texas Administrative Code, Section 1.502.

The agency may take disciplinary action, including fines, suspension, or license revocations, against
agents or adjusters who do not comply with state or federal insurance laws, as well as those found to have
engaged in fraudulent or dishonest practices or convicted of a felony. The Enforcement Program
investigates and handles disciplinary proceedings against agents and adjusters before the State Office of
Administrative Hearings.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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A. Provide the following information at the beginning of each program description.

Name of Program or Function

Life, Health and Licensing Program — Filing and
Operations Division

Location/Division

William P. Hobby Building, Tower I, 4th Floor

Contact Name

Angelia Johnson, Deputy Commissioner

Actual Expenditures, FY 2006

$580,569.89

Number of FTEs as of August 31, 2006

14.5

under this program.

B. What is the objective of this program or function? Describe the major activities performed

The Filing and Operations (F&Q) Division encourages fair competition in the insurance industry by
initially screening rate and form filings for compliance with minimum requirements. The division

consists of the following sections:

Property and Casualty (P&C) Intake Section receives rule, rate, and policy form filings for
personal and commercial automobile, general liability, workers’ compensation, professional
liability, personal and commercial property, bond and miscellaneous casualty, inland marine,
identity theft, and interline and multiperil lines of insurance. In addition, the section receives
filings related to credit scoring and underwriting guidelines. Intake staff screen the filings for
compliance with basic requirements. Most filings are paper; however, the section receives
electronic filings via the National Association of Insurance Commissioner (NAIC) System for
Electronic Rate and Form Filing (SERFF). Staff enter filing data into the Oracle tracking system
and forward the filings to the appropriate divisions for review and final action. Intake staff
manage the P&C tracking database. Staff prepare various management and NAIC reports and
assist Information Technology Services (ITS) with SERFF and tracking system issues and
enhancements.

Life/Health and HMO Intake Section receives rate and policy form filings for life, annuity,
group and individual accident and health, credit life, credit accident and health, HMO, nonprofit
prepaid legal, viatical and life settlements, and related products. The section screens filings for
compliance with basic requirements. Most filings are paper; however, the section also receives
electronic filings via SERFF and the Multi-State Review (MSR) I-File system. The MSR allows
a company to submit a single filing to the states of California, Florida, Texas, Georgia, and
Nevada for approval. Intake staff enter filing data into the Oracle tracking system and forward
the filings to the appropriate divisions for review and final action. Staff prepare NAIC reports
and assist ITS staff with SERFF issues and enhancements.

Micrographics Section produces electronic images of closed files for the Life, Health, and
Licensing (LHL) Program, Division of Workers’ Compensation, and the Property and Casualty
Program. Micrographics arranges to destroy program files according to their retention schedules
and assists with agency imaging projects.

Operations Section performs LHL program activities, including project management, forms
management, disaster recovery planning, business planning, strategic planning, performance
measure tracking, and records retention. The section is the liaison between LHL divisions and
Administrative Services on operations matters and represents LHL on the Agency Planning and
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Technology Team. The Deputy Commissioner is the TDI Compliance Conference Coordinator
and Outreach and Education Coordinator for LHL’s Health and Workers” Compensation Network
Division.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

To address issues regarding receipt of checks attached to filings and large refunds, F&O implemented a
billing system and associated administrative rules. The new billing system has allowed staff to redirect
time spent processing checks to reviewing filings and handling billing inquiries. Another evidence of
efficiency is the increased number of electronic filings submitted to the agency. SERFF filings are more
efficient and, when appropriate, allow automatic invoicing of applicable fees. Customer feedback has
been positive. Insurance companies using SERFF report cost savings from electronic filing.
Additionally, F&O implemented back-end scanning in 1998. The public may now view imaged closed
files on dedicated personal computers. Electronic filing has reduced the amount of time spent processing
open records requests and substantially decreased the amount of space required for file storage.

Following is a comparison of fiscal year (FY) 2006 output levels to FY 2005 levels:

$429,150 in life and health rate and form filing fees, compared with $379,911 in FY 2005
$99,822 in HMO rate and form filing fees, compared with $58,100 in FY 2005

$57,650 in viatical settlement regulatory fees, compared with $36,850 in FY 2005

7,559 exempt life/health rate and form filings processed, compared with 6,324 in FY 2005
27,184 life/health rates and forms received, compared with 30,945 in FY 2005

e 1,541 HMO rate and form filings received, compared with 1,557 in FY 2005

e 16,734 P&C rate and form filings received, compared with 18,665 in FY 2005

e 189 P&C rate and form filings processed, compared with 468 in FY 2005

e 372,164 images scanned for LHL, compared with 341,294 in FY 2005

e 673,276 images scanned for the P&C Program, compared with 577,997 in FY 2005

e 11,724 images scanned for DWC (scanning for DWC files began in FY 2006).

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

1991 -- Implementation of insurance reform legislation changed the way property and casualty insurance
was regulated. The P&C Program implemented a file-and-use system for commercial property and
general liability rate filings, a flex rating system for personal lines (property and automobile), and a prior
approval system for individual company filings of policy forms and endorsements.

1992 — The P&C Intake Section was created to receive, process, and assign filings. To handle the large
numbers of filings, the section developed a tracking system.

1993 — The Life, Health, and HMO Intake Section was created to handle, sort, and distribute Life/Health
group mail, including filings.

1994 — The division overhauled the tracking system and installed it on the network. The system
automatically assigns a unique number to each filing, calculates the “deemer” date where applicable, and
maintains status and location of each filing. The system also generates management reports. Currently,
the tracking system is available to all personnel in all applicable divisions.
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2003 — The Life/Health division implemented SERFF and began accepting annuity forms electronically.

2005 — The section implemented a billing system for rate and form filing fees. The billing system
accommodates paper filing fees as well as electronic filing fees. With the implementation of the billing
system, the agency no longer requires the regulated entity to submit the fee with the filing; instead, the
agency invoices the regulated entity submitting the filing by monthly itemized invoice.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

F&O affects insurers and advisory organizations filing rate and form filings in Texas.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

A Deputy Commissioner leads F&O. The division has two sections, the Life/Health and HMO Section
and the P&C Intake Section.

Life/Health staff track filings using an Oracle system called PATK. The section processes and completes
“exempt” filings. Exempt forms include life, accident, and sickness policy forms and annuity forms. The
Texas Insurance Code exempts these forms from prior approval requirements, but stipulates that they
must be filed before use in the state. All other filings are forwarded to the Life/Health and HWCN
divisions for review and final action.

Regulated entities are billed for filing fees through a monthly invoice.

The P&C Intake Section screens P&C rate and form filings. P&C filings do not have a statutory
requirement for filing fees. The form and rate filings are entered into an Oracle tracking system called
TRACK. Staff process and complete “reference filings.” These are filings that reference a previously
approved and accepted policy form, endorsement, or manual rule of another company/advisory
organization, or that reference other filings with an assigned TDI number. All other filings are processed
within one to two days and forwarded to the P&C Division for review and final action.

Filings Intake staff use the Internet to educate the industry. Staff often refer industry representatives to
TDI’s website for various forms, checklists, and other documents.

Both the PATK and TRACK databases track rate and form filings, produce management reports,
performance measure reports, and capture closed rate and form filings via VisiFLOW imaging software.

Both sections have documented procedures. The procedure manuals are updated as necessary.
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G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

The Financial Program processes some HMO filings and associated filing fees that are similar to
Life/Health and HMO Intake services. These include change in control of an HMO, dividend filings, and
lists of officers and directors, biographical data, and reinsurance agreements.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Intake staff met with the Financial Program to discuss how to identify the fees processed by the LHL
Program and the Financial Program. Administrative rules were amended to identify the filings subject to
the agency’s billing system.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Not applicable.

K. If contracted expenditures are made through this program please provide:

the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.
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M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.
N. Regulatory programs relate to the licensing, registration, certification, or permitting of a

person, business, or other entity. For each regulatory program, if applicable, describe:
o why the regulation is needed;
e the scope of, and procedures for, inspections or audits of regulated entities;
e follow-up activities conducted when non-compliance is identified;
e sanctions available to the agency to ensure compliance; and
e procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Life, Health, and Licensing — Life/Health Division
Location/Division William P. Hobby Building, Tower I, 6" Floor
Contact Name Ana M. Smith-Daley, Deputy Commissioner
Actual Expenditures, FY 2006 $1,830,125.94

Number of FTEs as of August 31, 2006 44

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Life/Health (L/H) Division reviews accident and health, life, and annuity forms and rates filed with
TDI. During reviews, staff ensure that policies, contracts, certificates, and related insurance forms
comply with Texas laws. Certain rates for accident and health insurance are also reviewed to ensure rates
are reasonable in relation to the benefit provided. The division also reviews viatical and life settlement
contracts and registers persons in the viatical and life settlement business.

The L/H Division’s activities require detailed knowledge of Texas laws, which vary depending on the
insurance product and the market in which it is being offered.

The review function requires staff to perform a comprehensive and detailed reading and understanding of
the documents submitted by the various insurers. Over the past 10 years, more than 2,000 insurers have
filed forms with the L/H Division. There are 344 persons registered as viatical/life settlement entities.

The L/H Division also performs the following activities:

o Assists the Financial Program in regard to companies having financial difficulties. This includes
providing form and rate filings information and product expertise, assisting with complaints or
concerns about specific companies under examination, withdrawing from a market, changing
name, demutualizing, or involved in mergers or assumptions.

o Assists Legal Services’ Policy Development Counsel in drafting preliminary rules to implement
legislation and provides product expertise.

o Assists Enforcement by making referrals for noncompliance with form filing requirements,
mandates, or state laws.

e  Assists the Consumer Protection Program by providing actuarial reviews and opinions to resolve
complaints on Medicare supplement, long-term care, and individual major medical policies;
providing product knowledge on complaints pertaining to life, annuities, and other accident and
health products or issues related to advertising; reviewing consumer publications; and making
presentations to the public.

August 2007 190



TDI Self-Evaluation Report

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The L/H Division has consistently met or exceeded the target for the percent of forms completed in 90
days. The division has generally met the target for number of forms completed.

1.1.2. Outcome 3 — Percent of statutory rate and form filings completed within 90 days

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 91% 90% 87% 88% 88%
Annual Target 80% 80% 91% 91% 87%
Percentage of Target 113.93% 112.82% 95.60% 96.70% 101.15%
1.1.2. Output 1 — Number of Life/Health insurance filings completed

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 31,149 33,620 29,132 28,339 30,353
Annual Target 24,500 24,500 31,149 31,149 29,800
Percentage of Target 127.14% 137.22% 93.52% 90.98% 101.86%

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

Not applicable.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

This function affects insurers that issue, use, or deliver accident and/or health, life, annuity, credit life,
and credit accident and health, and nonprofit prepaid legal services in Texas, as well as consumers who
purchase such products. The function also affects persons who sell their policies in the viatical/life
settlement industry and persons who seek registration in that industry.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

A Deputy Commissioner leads the L/H Division. Following is a description of the division’s form review
process:

o The F&O Division and enters received forms into the agency’s tracking system, PATK, and
performs an initial screening of forms.

e F&O hand-delivers the filing to the L/H Division.

e L/H assigns forms to reviewers based on experience and product knowledge.

e L/H reviews forms in date-received order. On average, L/H has about 2,000 forms pending
review.
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e Currently, 31 specialists review and complete forms, actuarial memorandums and calculations,
and rates.

o Final action occurs within 60 days of receipt, unless the company agrees to extend or waive the
60-day “deemer” date. The deemer date refers to the statutory provision that forms are “deemed”
approved if TDI has not affirmatively approved or disapproved the form within 60 days of its
received date.

o If a form under review has fewer than 10 noncompliant issues, staff contact the filer for
corrections. If the form contains 10 or more noncompliant issues, staff will disapprove the form
and send a letter to the filer explaining the reason for the disapproval.

o The Texas Insurance Code allows the commissioner to “exempt” certain forms from review, but
not from filing or compliance. L/H specialists performs a random five percent audit of the forms
filed as exempt to identify compliance with the law.

Filing Opportunities
Texas law provides the following filing opportunities for life, health, and annuity forms:

e Review prior to use: This provision requires industry to receive an affirmative approval before
issuing, using, or delivering a form in the state. Final action occurs within 60 days of receipt,
unless the company agrees to extend or waive the 60-day deemer date.

e File-and-use: This provision allows industry to issue, use, or deliver a form in the state upon
filing with the agency. L/H staff by the 60th day must disapprove the form if it is found not to be
compliant with the laws. Industry is required to file corrected forms for approval, and, once
approved, issue corrected forms to consumers. If the forms are compliant, they are approved. If
the form has fewer than the 10 noncompliant issues, the filer is contacted for corrections. If the
form has 10 or more noncompliant issues, the form is disapproved. The company is required to
correct noncompliant issued forms and cease issuing such forms until amendments addressing
corrections are approved.

o Exempt forms: This provision requires industry to file certain forms, even though they do not
require prior approval. Exempt forms completed within a day or two from receipt. Five percent
of the exempted forms are audited. If found to be noncompliant, a noncompliant letter is issued
requesting corrections to the form and the issued forms.

o Exact copy of previously approved form: Generally this option is used for sister company
filings in which the only change is the name of the company.

e Substantially similar to previously approved form: These reviews are based on the
certification that the only changes made to the form are underlined or noted with stricken text.
Only the changed text is reviewed.

e  Matrix filings: Paragraphs are assigned unique form numbers. Once approved, the company can
use the filed paragraphs to create policies. The company has the responsibility to combine the
paragraphs properly to create compliant policies.

o Corrections to pending form: This allows a company to make corrections to a pending policy
based on objections raised in oral or written communication.

e Resubmission of previously disapproved form: This allows a company to make corrections to
the policy based on the objections made on the disapproval letter.

Opportunities for Companies to Develop Compliant Products. The L/H Division continues to
identify opportunities to assist industry in the development of compliant forms. Compliant forms do not
require the extensive staff time required to note objections to filers and to process and review resubmitted
forms.

August 2007 192



TDI Self-Evaluation Report

L/H efforts to assist the industry include the following:

o making product checklists available on TDI’s website

e conducting compliance conferences to assist the industry

o discussing filings with companies

e including details in corrections and disapproval letters explaining the noncompliant issues to help
companies make corrections.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

The Interstate Insurance Compact (IIC) law is a model representing an agreement among member states
to create, implement, and refine a streamlined system of insurance product regulation through the
employment of national uniform product standards. It creates a multistate commission to receive, review,
and make decisions on insurance product filings according to national uniform standards. The goal is to
reduce the number of form variations a company must produce to meet each state’s specific product
standards and to permit insurers to market approved products in all compacting states. IIC review of life,
annuity, long-term care (LTC) and disability, and LTC and disability rates is a function similar to that
performed by the L/H Division. The insurer has the option to decide where to file its forms. A
description of the functions follows.

Both HWCN and the L/H Division review documents submitted by carriers pertaining to the issuance of
health coverage in Texas. F&O receives and initially tracks filings for both divisions. HWCN and L/H
review the forms to ensure compliance with Texas laws and regulations. However, the legal and
regulatory requirements differ depending on whether the carrier issuing the product is a health
maintenance organization (HMO) or an indemnity company. The HWCN division reviews filings
pertaining to HMOs, and the L/H reviews filings pertaining to indemnity companies.

The Licensing Division and L/H both process applications submitted by individuals and companies in
connection with their request to do business in Texas. Licensing performs this service for agents doing
business in Texas. L/H performs this service for persons engaged in the viatical/life settlement business.
Viatical/life settlement registrations require fingerprinting and a criminal background check. L/H
forwards fingerprint cards to the Department of Public Safety and to the Federal Bureau of Investigation
through the Licensing Division. Any issues with a criminal history are based on Licensing Division rules
and its historical handling of specific issues.
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I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

While the functions are similar, they are not duplicative. There have been discussions between the
divisions to transfer the processing of viatical/life settlement brokers to the Licensing Division. Licensing
is developing a work plan to enable the transfer. The transfer of this function will increase efficiency. It
will also ensure consistency as some viatical/life settlement brokers also hold an agents license.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

L/H occasionally works with the Centers for Medicare and Medicaid Services (CMS) as the Medicare
supplement product reviewed by the L/H Division is based on federal laws. L/H has been working
recently with the Health and Human Services Commission (HHSC) and CMS on LTC awareness
campaigns and the implementation of the LTC Partnership in Texas.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Statutory issues highlighted in the TDI’s Biennial Report to the 80th Texas Legislature will assist L/H by
providing direction on issues that have arisen in the form review process. These issues included eligible
children, group policy amendments, noninsurance benefits, and arbitration.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.
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N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

e why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;

follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

The purpose of viatical/life settlement registration is to protect consumers who sell their life insurance
policies in that market. Prior to issuing registration, L/H performs a background check of the applicant.
If the result is favorable, a two-year certificate of registration is issued. Regulated entities are required to
file annual reports summarizing their activities. Staff review the reports to determine if the registered
entity is complying with the law. Staff investigate noncompliance issues and, if appropriate, refer the
entity to TDI’s Enforcement Program or the Fraud Unit.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

The Consumer Protection (CP) Program handles most complaints. The L/H Division is only involved in
the process when called on to respond to legislative complaints or when called on for product or actuarial
assistance from CP.
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VII.Guide to Agency Programs

A. Provide the following information at the beginning of each program description.

Name of Program or Function Life, Health, and Licensing — Health and Workers’
Compensation Network Certification and Quality
Assurance (HWCN) Division

Location/Division William P. Hobby Building, Tower I, 3rd Floor
Contact Name Margaret Lazaretti, Deputy Commissioner
Actual Expenditures, FY 2006 $1,039,784.71

Number of FTEs as of August 31, 2006 29

under this program.

B. What is the objective of this program or function? Describe the major activities performed

The Health and Workers” Compensation Network Certification and Quality Assurance Division (HWCN)
regulates HMOs, certifies and regulates utilization review agents (URAs), certifies independent review
organizations (IROs), assigns IRO requests, and certifies and regulates workers’ compensation health care

networks. The division investigates complaints against these entities, conducts quality of care
examinations, and reviews HMO and URA form filings. In 2006, the division began accepting

applications from workers’ compensation health care networks (WC networks) and processing complaints
relating to these networks. In 2007, the division will begin conducting examinations of the networks.

The division has four core functions. The core functions are:

Compliance and Certification — staff review and analyze forms and filings for HMOs, insurers
offering exclusive provider plan (EPP) coverage, URAs, IROs, and WC networks; certify URAs,
IROs, and WC networks; and register insurers and HMOs to conduct utilization reviews.
Complaints — staff investigate complaints related to HMOs, URAs, IROs, and WC networks; and
track complaints to identify issues that may require attention during routine examinations or a
need for a bulletin, website announcement, or other educational tool.

Examinations — staff examine HMOs, URAs, IROs, and WC networks. The division routinely
examines HMOs based on their licensure date. The division may examine an HMO any time in
the first three years of operation and no less than every three years thereafter. Staff conduct a
desk review when an HMO requests a certificate of authority and may conduct an onsite
examination before approving the certificate to ensure that the HMO has the appropriate
infrastructure to start and sustain a health plan. Staff conduct another examination once the HMO
has had members for one year. This allows staff to identify operational issues and allows the
HMO to make corrections before there is a detrimental effect on the HMO’s members. If staff
find problems or issues during the complaint process, the division may conduct an examination.
The division may examine workers’ compensation health care networks in a similar manner,
although the statute does not require specific timeframes. Initial examinations of WC networks
will begin in 2007. URAs and IROs are also subject to examination as required by the
Commissioner of Insurance.

IRO Assignment — staff assign cases to certified IROs within one day of receipt of a request.
The division assigns reviews to the 26 currently certified IROs on a rotating basis. This prevents
“forum shopping” by insurance carriers and URAs to find an IRO that may be perceived to be
more favorable. In 2006, the division began assigning requests related to WC networks in
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addition to those regarding health carriers and HMOs. In 2007, the division began assigning
requests related to non-network workers’ compensation.

In addition, HWCN:

e assists in the development of rules

e responds to open records requests

e educates industry, provider, and consumer groups through bulletins, compliance workshops,
manuals, checklists, and speaking engagements

o provides technical assistance to TDI staff regarding complaints, consumer publications,
enforcement actions, and withdrawals from HMO and WC network markets

e provides technical assistance to external entities such as the Employees Retirement System, the
Texas Department of State Health Services, the Texas Health and Human Services Commission,
the Office of the Attorney General, the Texas Department of Mental Health and Mental
Retardation, the Texas Commission on Alcohol and Drug Abuse, the Texas Department of
Criminal Justice, the National Association of Insurance Commissioners, and the federal Centers
for Medicare and Medicaid Services.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The division is converting its paper-intensive processes to electronic processes. Currently, most of the
division’s major functions are paperless, and others are pending conversion by TDI’s Information
Technology Services Division. Electronic processing improves efficiency and customer service.
Stakeholders may submit URA annual reports IRO assignment requests online. Multiple agency
programs, including Consumer Protection, Enforcement, and the Financial Program, can now view
supporting documents. Staff can access electronic documents to provide information instantly to
customers rather than first having to retrieve paper files.

HWCN has actively solicited stakeholder input. Staff participate in the Technical Advisory Committee
on Claims Processing. The division has used input from stakeholders to develop rules, including prompt
pay rules and a reporting process for carriers. HWCN solicits input on WC networks from a stakeholder
group formed shortly after the Legislature authorized the networks. The scope of the group was expanded
to include non-network issues after the network certification process was well under way. Stakeholder
input was invaluable in the development of the rules and implementation of the network certification
process. The group has also helped manage expectations during implementation by allowing the
exchange of information and ideas about ways to streamline and improve the processes.

WC network outreach has expanded beyond the working group. The division publishes a network
newsletter and distributes it electronically to several thousand stakeholders and via the agency website.
Hits on the web version have steadily increased with each new issue. Other outreach activities include
workshops, seminars, and conference calls. DWC staff, the Texas Medical Association, and the
University of North Texas Small Business Development Program assist with many outreach activities.
The division holds conference calls for system providers and certification applicants. Plans include
development of another newsletter for HMOs and conference calls with other regulated entities.
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The following performance measure data and other key statistics demonstrate the division’s effectiveness:

Activity: Health Maintenance Organization Filings

1.1.2. Outcome 3 — Percent of statutory rate and form filings completed within 90 days

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 100% 100% 98% 97% 98%
Annual Target 80% 80% 91% 91% 87%
Percentage of Target 125.00% 124.94% 107.96% 106.59% 112.64%

Analysis/Variance
Explanation

The HWCN Division has historically completed the majority of filings received
in less than 90 days and typically completes form filings within 30 days in order
to meet deemer dates.

1.1.2. Output 2 — Number of HMO form and rate filings completed

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 2,446 2,026 1,596 1,538 1,577
Annual Target 2,900 2,900 2,446 2,446 1,300
Percentage of Target 84.34% 69.86% 65.25% 62.88% 121.31%

Analysis/Variance
Explanation

The number of HMOs has declined significantly in Texas as a result of
acquisitions, mergers, and financial issues. The decline in the number of HMOs
has resulted in fewer filings. Compounding the situation is the fact that these
acquisitions, mergers, and financial issues have occurred primarily in the basic
service HMO realm. Basic service HMOs tend to submit more filings than single
service HMOs. Thus, the impact of fewer HMOs is even greater because there
are fewer basic service HMOs.

1.2.1. Output 4 — Number of complaints against HMOs resolved

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 8,464 6,280 3,620 2,422 1,329
Annual Target 6,000 6,000 7,000 7,000 2,240
Percentage of Target 141.07% 104.67% 51.71% 34.60% 59.33%

Analysis/Variance
Explanation

The HWCN Division resolved fewer complaints than targeted because it received
fewer complaints. This may be attributable to a number of factors which include
a shrinking market share for HMOs resulting in fewer enrollees. Additionally,
increased knowledge about prompt pay requirements by HMOs and providers
has resulted in fewer complaints.

1.2.1. Efficiency 2 — Average ti

me for HMO complaint resolution

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 13 10 9 6 9
Annual Target 20 20 18 18 10
Percentage of Target 64.40% 47.98% 48.01% 33.11% 90.00%

Analysis/Variance
Explanation

The average time to resolve complaints is below target due to a lower number of
complaints received. A shrinking market share may be contributable to fewer
complaints. Additionally, increased knowledge about prompt pay requirements
by HMOs and providers has resulted in fewer complaints. An efficient system
and well trained staff have resulted in a timely resolution of complaints, resulting
in performance that is lower than the target.
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1.2.2. Output 5 — Number of HMO quality assurance examinations conducted

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 23 28 22 16 22
Annual Target 21 21 12 12 12
Percentage of Target 109.52% 133.33% 183.33% 133.33% 183.33%

Analysis/Variance
Explanation

The HWCN Division exceeded the annual target. A significant number of
triennial examinations are conducted, which are statutorily required every three
years. At times, triennials may be started in one fiscal year and completed in the

next fiscal year.

1.2.2. Efficiency 1 — Average cost per HMO quality assurance examination conducted

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance $3,608 $5,042.61 $3,619.41 $4,178 $2,400
Annual Target $7,000 $7,000 $7,000 $7,000 $7,000
Percentage of Target 51.54% 72.04% 51.71% 59.69% 34.29%

Analysis/Variance
Explanation

The average cost of conducting on-site exams was below the annual target. A
large portion of the exam process is performed in-house resulting in lower travel
costs. Additionally, more efficient processes and well-trained staff, reduces

overall costs.

Activity: Utilization Review Filings

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006

Applications Received 17 15 15 16 12

Registered Utilization Review | 1 1 2 1

Agents Approved

Certified Utilization Review Agents 21 15 12 17 11

Approved

Certified URAs Renewed 76 97 103 81 78
Activity: IRO Applications

FY 2003 FY 2004 FY 2005 FY2006

IRO Applications Received 1 4 4 8

IRO Applications Approved 1 3 3 6

IRO Renewals Approved 3 6 10 10
Activity: HMO Projects/Inquiries

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Projects/Inquiries Received 248 197 124 119 169
Projects/Inquiries Completed 248 197 124 117 171

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

Regulation of HMOs

Originally, the functions that make up regulation of HMOs were separated into several functional areas in
TDI, including Consumer Protection and the Life/Health Division. When the HMO division was created,
the functions were centralized into that division, along with URA and IRO regulation. The consolidation
has allowed HMOs to be regulated so that all aspects of the company except for the financial aspects are
overseen by a relatively small group of staff who are able to share information readily. For instance,
when a team goes onsite to examine an HMO, the team members have already been briefed about the
status of form filings and complaints against the HMO. The team also receives input from the Financial

199

August 2007




TDI Self-Evaluation Report

Program. This gives the team a well-rounded picture of the overall status of the company.

Regulation of IROs

TDI’s original statutory duties (certification, assignment, and oversight) have not changed since the
creation of IROs and will be needed as long as the Legislature desires to have an independent review
process available.

Regulation of URASs

TDI’s original statutory duties (certification and oversight) have not changed since the creation of URAs.
They were regulated in Consumer Protection until 1993, when the function was moved to HWCN. As
long as carriers and URAs make medical necessity determinations, certification and oversight will be
needed.

Regulation of Certified Workers’ Compensation Health Care Networks

The name of the HMO Division was changed in 2006 to reflect the new functions related to WC
networks, and it became the Health and Workers’ Compensation Network Certification and Quality
Assurance Division. In January 2006, the division began receiving applications for certified workers’
compensation health care networks. The first network was certified in April 2006. As of July 2007, there
are 29 certified workers’ compensation health care networks in Texas.

IRO Assignments for Health Insurance

The Legislature created the independent review process for Texas in 1997. The purpose of the process
was to provide an independent review of medical necessity decisions that are adverse to enrollees. The
functions regarding assignment of IRO reviews have not changed since inception.

IRO Assignments for Workers’ Compensation Claims

The division began assigning IRO requests related to networks in 2006. Previously, the Division of
Workers’ Compensation (formerly the Texas Workers’ Compensation Commission) assigned requests for
non-network workers’ compensation cases. TDI evaluated the IRO assignment process and determined
that it would be more efficient and consistent if it were centralized in HWCN.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

The Compliance and Certification function affects any and all Texans covered under HMOs, health
insurers that perform utilization review, workers’ compensation carriers, and certified WC networks.

The Complaints function affects HMOs, URAs, IROs and WC networks in that complaints against these
entities are addressed by HWCN staff. This function also affects insured Texans and Texans covered by a
certified WC network.

The Examination function affects HMOs and certified WC networks and Texans covered by HMOs and
certified WC networks.

The IRO Assignment function affects anyone covered by an HMO or certified WC network in Texas, as
well as the HMOs and certified WC networks themselves.
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F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

Visio Flowcharts are available for review.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency’s appropriations to regulate the insurance and workers’ compensation industries.

HMOs are billed for certifications and examinations, as well as for each form filed with TDI. Each
application for certification of a WC network must include the fee specified by statute. URAs and IROs
must pay certification and renewal fees. WC networks will be billed for examination costs.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

HMO and WC network examinations are coordinated with the Financial Program. The Financial Program
routinely examines HMOs regarding their financial status. Financial also performs market conduct
examinations of carriers, which are similar to the examinations performed by HWCN, but they do not
examine HMOs or WC networks.

The L/H Division reviews forms filed by insurance companies other than HMOs which, at times are
identical or very similar to those filed by an HMO, resulting in a coordinated review between the two
divisions. However, the statutory timelines for reviews of forms completed in Life/Health are different
from those completed by HWCN.

Complaint Resolution and Customer Service (CRCS) at DWC handle complaints related to non-network
workers’ compensation. All complaints related to certified workers’ compensation health care networks
and HMOs, URAs, and IROs are handled by HWCN. Consumer Protection also handles complaints
related to a variety of insurance products in Texas. There is no overlap among the areas regarding the
type of complaints handled.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

The exams conducted by HWCN and Financial are separated by specific area of responsibility to avoid
duplication.
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While HWCN and Life/Health may review the same or similar forms submitted by a company, the
statutes and rules that the forms are reviewed against are not the same. The divisions coordinate review
of identical documents. Therefore, there is no duplication of effort.

Staff follow written procedures and receive training to assure that complaints are handled by the
appropriate program area. Two charts, “SORT for Success” and “Overview of Complaints Processing,”
that include information about TDI program areas and the types of complaints they handle are available
for review. All areas handling complaints follow a consistent process, which was established by an
agencywide complaint workgroup. The High Level Complaint Process Framework and supporting
complaint procedures are available for review.

HWCN coordinates its examinations of HMOs that contract for Medicaid and CHIP products with HHSC,
and the agency has recently entered into an MOU with HHSC regarding the examination function.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The division shares complaints against HMOs contracted by Medicaid and CHIP with HHSC. If issues
arise regarding the HMOs with either agency, the other agency is contacted.

Employee Retirement System (ERS) complaints about HMOs are reported to ERS.
Medicare complaints that reach the agency are referred to the contracting HMOs at the request of CMS.

No investigation is performed by HWCN. HWCN does not perform examinations of HMOs that are
Medicare contractors because CMS has authority.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

the number of contracts accounting for those expenditures;

a short summary of the general purpose of those contracts overall;

the methods used to ensure accountability for funding and performance; and
a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.
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N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:

e why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;
follow-up activities conducted when non-compliance is identified;

sanctions available to the agency to ensure compliance; and

procedures for handling consumer/public complaints against regulated entities.

HMO Regulation

HMGOs apply for a certificate of authority through the TDI’s Financial Program. The HWCN Division
participates in the review of the HMO’s form filings, network adequacy, quality improvement program,
and utilization review program. After TDI issues the certificate of authority, HWCN monitors the
HMO’s operations, investigates complaints against the HMO, and performs quality of care examinations
at statutorily mandated intervals. Staff refer the HMO to Enforcement for noncompliance with statutory
requirements. Enforcement investigates the referral and can take actions that range from a letter of
reprimand to administrative fines and ultimately to revoking the HMOQ’s certificate of authority.

URA Regulation

Utilization review agents determine the medical necessity and reasonableness of services requested by
physicians or other providers. If the URA determines the requested service is not medically necessary or
reasonable, the carrier will not pay for it, and the patient must then pay for the service out of pocket. The
decision to deny requested services based on medical necessity or reasonableness is known as an adverse
determination. To protect the patient (or injured employee), statute includes consumer protections that
URASs must follow.

TDI evaluates URAs at the time of certification and upon renewal to ensure URAs have procedures that
meet statutory requirements. If the URA changes procedures in the interim between certification and
renewals, it is required to file the changes with TDI. URAs must submit an annual report to TDI that
includes aggregate information about adverse determinations and complaints. Staff review the annual
reports and monitor complaints submitted to TDI to determine whether a URA needs more in-depth
review. Such review may be a desk review of files or an onsite examination, generally in conjunction
with contracting carriers of the URA.

If staff identify noncompliance as a result of the monitoring or review of a URA, they refer the URA to
the Enforcement Program. Enforcement investigates the referral and can take actions that range from a
letter of reprimand to administrative fines and ultimately to revoking the URA’s certification.

Complaints against URAs are handled through the agency complaint process. Since a URA must either
be a licensed carrier, an HMO, or be contracted with one of those entities, complaints are typically
entered against both entities. Complaints are tracked for patterns of behavior, and results are used to
determine further regulatory action.

IRO Regulation

The Legislature created the IRO process in 1997. IROs review appeals of adverse determinations
regarding medical necessity or reasonableness. IROS are independent of carriers and URAs making
medical necessity determinations. In addition to regulation of the certification process, HWCN assigns
requests to IROs on a rotating basis. This prevents insurance carriers and URAs from attempting to have
an appeal reviewed by an IRO that may be perceived to be more favorable.
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IROs are evaluated at the time of certification and renewal to ensure that they meet statutory
requirements. If an IRO changes procedures in the interim between certification and renewals, it must file
the changes with the division. Division staff review the decision reports and monitor complaints to
determine whether an IRO needs more in-depth review. The review may be a desk review of files or an
onsite examination.

If staff identify noncompliance during the monitoring or review of an IRO, they refer the IRO to TDI’s
Enforcement Program. Enforcement investigates the referral and can take actions that range from a letter
of reprimand to administrative fines and ultimately to revoking the IRO’s certification.

Complaints against IROs are handled through the agency complaint process. Complaints are tracked for
patterns of behavior. Results are used to help determine further regulatory action.

WC Network Regulation

HWCN began accepting applications for WC network certification in 2006. During the certification
process, the applicant is evaluated for network adequacy, financial solvency, compliant contracting
processes with providers and carriers, quality improvement program, and credentialing program for
providers. The requirements are similar to those for HMOs and contain similar consumer protections. It
is critical that the networks be monitored closely for compliance with the requirements.

In addition to the evaluation during the certification process, HWCN staff evaluate additional filings by
certified networks and monitor complaints received about them. The division will begin routine
examinations of networks in 2007 to ensure that they are in compliance with the statutory requirements.
The division is currently evaluating annual quality improvement reports submitted by certified networks.
Division staff coordinate with the Research and Evaluation Group to receive information about studies
that are being done in preparation for the report cards, which will be published in September 2007.

If staff identify noncompliance during the monitoring or review of a WC network, they refer the network
to the Enforcement Program. Enforcement investigates the referral and can take actions that range from a
letter of reprimand to administrative fines and ultimately to revoking the network’s certification.

Complaints against WC networks are handled through the agency complaint process. Complaints are
tracked for patterns of behavior. Results are used to help determine further regulatory action.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

The chart below includes information for IROs, URAs and HMOs.

Texas Department of Insurance, HWCN Division
Exhibit 12: Information on Complaints Against Regulated Persons or Entities, FY 2005 and 2006
FY 2005 FY 2006
Total number of regulated entities 268 300
Total number of entities inspected 16 23
Total number of complaints received from the public 3,028 2,095
Number of complaints pending from prior years 0 3
Number of complaints found to be non-jurisdictional 137 277
Number of jurisdictional complaints found to be without merit 1,683 972
Number of complaints resolved 3,298 1,446
Average number of days for complaint resolution 6 9
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VII.Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Legal Services Program

Location/Division William P. Hobby Building, Tower I, 10th Floor
Contact Name Sara Shiplet Waitt, Senior Associate Commissioner
Actual Expenditures, FY 2006 $2,269,064.45

Number of FTEs as of August 31, 2006 39

B. What is the objective of this program or function? Describe the major activities performed
under this program.

Legal Services counsels the agency on all matters, including operations, personnel, contracts, open
records, and policymaking. The program interprets statutes; drafts rules, opinions, and bulletins; and
assists the Financial Program with financial and receivership matters.

Legal Services has three sections, Agency Counsel, Financial Counsel, and Policy Development Counsel.
The major activities of each section follow.

Agency Counsel provides legal services to the Commissioner of Insurance, the Commissioner of
Workers’ Compensation, and agency staff. These services include:

o advising the agency on applicable state and federal employment laws
e drafting bid documents and monitoring agency contracts

e overseeing the agency’s open records process

e drafting rules for the Administrative Operations Division

o reviewing and revising TDI’s policies and procedures manuals.

Financial Counsel provides legal services to the Financial Program and other agency programs. Services
include:

e interpreting statutes, rules, and case law

o drafting and reviewing orders, rules and potential legislation

e assisting in the establishment of tax rates

o advising on company financial examination issues, administrative appeals, and other issues
related to oversight of financially troubled companies

o representing and advising the Commissioner as receiver.

Policy Development Counsel provides legal services to TDI’s Life, Health, and Licensing; Property and
Casualty; and Consumer Protection programs and to the Division of Workers’ Compensation. Assistance
provided includes:

e interpreting statutes, rules, and case law
e drafting rules, bulletins, and potential legislation
o reviewing agency publications for legal accuracy.
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General Management is the agency’s liaison to the National Association of Insurance Commissioners.
This function involves coordinating coverage of various committee meetings and communicating the
agency’s position on issues.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

Legal Service’s effectiveness is demonstrated by the lack of negative consequences to the agency. No
rule or regulatory bulletin drafted by Legal Services has been successfully challenged in the past decade.
Contracts and personnel actions generally occur without incident. In addition, Legal Services responds to
a large number of open records requests within statutory deadlines and with a high degree of customer
satisfaction.

Agency Counsel
The following statistics for fiscal years 2006 and 2007 (through June) demonstrate Agency Counsel’s
effectiveness:

e Open records requests: 5,172 and 10,808

e Subpoenas: 187 and 198

o Citations: 367 and 217

e Requests for representation by the OAG: 85 and 67

e Orders for appointments to advisory boards and committees: 58 and 18
o Contract review and negotiation: approximately 500 for each fiscal year.

To measure customer satisfaction with the open records process, Agency Counsel conducted customer
service surveys in 2004 and 2006. Eighty-seven percent of respondents rated TDI’s open records services
as “very good” or “good” in 2004. In 2006, 92 percent said they were “very satisfied” or “satisfied” with
the service received. The 2006 survey asked respondents to compare TDI with other state agencies.

Sixty percent indicated that working with TDI was “much better” than working with other state agencies.

Financial Counsel

Financial Counsel handles approximately 150 assignments from the Financial Program at any given time.
Additionally, Financial Counsel reviews approximately 90 orders each quarter, including orders granting
charters and certificates of authority, orders related to the structure of insurance companies, and orders
approving or denying changes of administrative control of insurance entities.

Financial Counsel has a performance measure counting the number of days from when a company is
identified as “at risk” to the date of regulatory action. The section routinely exceeds the target for the
measure. The following table reflects a five-year performance history.

2.1.1 outcome 4 — Average number of days from company “at risk” identification to the date of
solvency-related regulatory action

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 31 15 24 15 23
Annual Target 42 42 31 31 31
Percentage of Target 73.80% 35.711% 77.42% 48.39% 74.19%

Analysis/Variance Explanation | These actions did not require notice of hearing; therefore, TDI was able
to take action immediately, resulting in fewer days than the target, which
is favorable for this measure.
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Policy Development Counsel
Agency programs typically request Policy Development Counsel to provide legal opinions and responses
to legal-related inquiries. The section handles responses to approximately 150 requests at any given time.

Policy Development Counsel drafted:

e 24 rules in FY 2006 and 22 rules through June FY 2007
e 30 bulletins in FY 2006 and two bulletins through June FY 2007.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

2006 — The Commissioner of Insurance created two separate programs, Legal Services and Enforcement,
in recognition of the separate services these divisions provide the agency. Legal Services focuses on
policy issues affecting the insurance industry.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Legal Services impacts the following persons and entities:

e Agency staff =1,627.1 as of August 31, 2006

e Companies = 2,437 insurers and various other types of insurance-related entities
e Agents and adjusters = 347,830 total active licenses

e Consumers = 23,507,783 (2006 U.S. Census estimate for Texas).

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Legal Services Program is led by a Senior Associate Commissioner. Each section is managed by a
Section Chief.

Legal Services trains attorneys in various ways. New attorneys are mentored by more experienced
lawyers and experts from program areas. Continuing legal education requirements are met through a
contract with the State Bar of Texas. TDI also provides specialized training on management and other
issues. Legal Services will conduct a survey in the summer of 2007 to determine additional training
needs.

Legal Services receives formal referrals and informal requests for assistance. The Section Chiefs work
closely with program staff to establish priorities and address issues. TDI’s Compliance Intake Unit (CIU)
receives formal referrals, opens case files, and enters the referrals into the Case Tracking System for
assignment to the appropriate Legal Services section. Upon completion of assignments, staff attorneys
notify CIU and the applicable programs to close the cases.

Informal requests are routed directly to the Section Chief or a staff attorney who is familiar with a
particular issue. In some sections, if it appears that an informal request may take more than four hours or
may involve a complex issue, the Section Chief or the assigned staff attorney may request a formal
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referral from the program. Legal Services is evaluating potential process improvements for tracking
assignments.

Staff attorneys refer to the TDI Rule Form and Procedures Manual for agency procedures regarding rule
proposals and adoption orders, regulatory orders, hearing notices, and bulletins.

Legal Services follows written procedures for reviewing orders drafted by the programs. Financial
Counsel staff also follow written procedures to track allocation of staff time. This tracking allows
Financial Counsel to recover expenses from companies that are successfully rehabilitated. Legal Services
relies on specific statutes and rules to define case parameters and refers to its forms library and previously
drafted letters, orders, and memos.

Legal Services staff participate in agency workgroups and in the Financial Program’s Recommendation
Committee and Rehabilitation Planning Team. Agency workgroups include the Complaints Workgroup,
the Texas State Disaster Coalition, and the Senior Action Team. The Recommendation Committee is an
ad hoc group to address a specific company that appears to be in hazardous financial condition. The
Rehabilitation Planning Team meets regularly to assess the status of companies that are the subject of
administrative proceedings.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

The salaries of employees who work on receiverships are paid from the receiverships’ assets. Funds
maintained under Texas Insurance Code, Article 21.28, Section 8(j), pay for activities that are not
chargeable to the receivership and for activities performed for receiverships with insufficient assets to pay
expenses. These funds are derived from claim payments that have been abandoned by their owners under
TIC Article 21.28, Section 8(i).

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

The following internal programs perform services similar to the Legal Services Program:

TDI and DWC General Counsels

TDI’s General Counsel reviews and advises the Commissioner of Insurance on agency rules, bulletins,
and orders that have been drafted and prepared by staff attorneys in the Legal Services Program. The
General Counsel serves as the Commissioner’s direct representative. The General Counsel review
supplements the legal work performed by the Legal Services Program. It provides an opportunity for the
General Counsel to ask questions and correct any issues before presenting an item to the Commissioner of
Insurance. The DWC General Counsel performs similar activities for the Commissioner of Workers’
Compensation.
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Enforcement

The Enforcement Program pursues administrative action to address violations of statutes or regulations by
regulated entities. In pursuing a company for noncompliance, Enforcement must interpret rules, bulletins,
and legislation. Generally, Legal Services has previously interpreted — and sometimes written — the rules,
bulletins, and legislation. Legal Services and Enforcement work together to maintain consistent positions
on these matters.

Division of Workers’ Compensation (DWC)

DWC’s Legal Services Section provides legal services similar to those of TDI’s Legal Services Program.
TDUI’s Legal Services Program provides support for the entire agency, including DWC. In contrast, DWC
Legal Services functions are limited to workers’ compensation issues and provisions of the Texas Labor
Code. TDI’s Agency Counsel Section provides legal advice to the Commissioner of Workers’
Compensation and DWC staff regarding internal agency operations, including personnel matters, open
records requests, and contracts. Legal Services, particularly Policy Development Counsel, often serves as
a resource to DWC for rulemaking and drafting bulletins and proposed legislation.

Other TDI programs

Other agency programs perform some similar activities to Legal Services. For instance, program staff
may write a first draft of rules and bulletins related to their technical area. Legal Services then reviews
and revises these for compliance with rules, statutes, and agency policy. Each TDI program has staff to
respond to open records requests. To ensure consistency and compliance with applicable laws, Legal
Services coordinates the agency’s open records process, including billing and tracking.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Legal Services regularly coordinates activities with the General Counsels, Enforcement, DWC, and other
agency programs.

General Counsels
General Counsel reviews supplement the legal work performed by Legal Services. They are an additional
level of review that contributes to the effectiveness of the agency.

Enforcement

The Legal Services and Enforcement Programs meet monthly to discuss issues that may affect both
divisions. Additionally, Enforcement circulates “major case memos” that address significant enforcement
cases. This allows Legal Services to review Enforcement’s legal stance in these cases.

Division of Workers’ Compensation
Agency Counsel meets regularly with DWC representatives, including the DWC General Counsel, on
legal issues to avoid duplication or conflict.

Other TDI programs
Legal Services reviews rules and bulletins initiated by other program areas. Agency Counsel meets
regularly with the open records liaisons in the program areas to discuss policies, procedures, and other
pertinent information.
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J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

Agency Counsel staff attend the monthly State Agency Coordinating Council (SACC) Legal
Subcommittee meetings. Staff also regularly coordinate with counterparts at other state agencies.

Legal Services occasionally seeks advice from the OAG, particularly on issues that are controversial or
that could result in litigation. In accordance with state law, the OAG represents TDI in state and federal
court. Legal Services works closely with the OAG on these cases. Agency Counsel oversees compliance
with open records provisions and routinely contacts the representatives of the OAG’s Open Records
Division.

Legal Services occasionally works with other federal and states agencies on discreet issues. These
agencies include:

Federal:
o U.S. Department of Agriculture, Federal Crop Insurance Corporation
o Centers for Medicare and Medicaid Services
o National Institute of Occupational Safety and Health
o U.S. Department of Labor.

o Office of Public Insurance Counsel

o Office of Injured Employee Counsel

e Office of the Comptroller

e Health and Human Services Commission

e Department of Assistive and Rehabilitative Services
o Department of State Health Services

e Department of Aging and Disability Services

e Department of Banking

o State Office of Administrative Hearings

o State Office of Risk Management

e Texas Workforce Commission

e Texas Medical Board

e Department of Housing and Community Affairs.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;

e ashort summary of the general purpose of those contracts overall;

o the methods used to ensure accountability for funding and performance; and

e a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.
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L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Not applicable.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

e the scope of, and procedures for, inspections or audits of regulated entities;

o follow-up activities conducted when non-compliance is identified;

e sanctions available to the agency to ensure compliance; and

e procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VIl. Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function Property & Casualty Program, General Management
Location/Division William P. Hobby Building, Tower I, 5th Floor
Contact Name CH Mah, Senior Associate Commissioner

Actual Expenditures, FY 2006 $350,100.66

Number of FTEs as of August 31, 2006 5

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The Property & Casualty (P&C) Program monitors a wide range of property and casualty insurance lines;
reviews form and rate filings; explores ways of cutting insurance costs by reducing losses; reviews and
analyzes statistical data; and prepares reports on insurance rates and markets to assist policy makers and
consumers with insurance-related decisions. P&C comprises the following areas:

e General Management Section

e Personal and Commercial Lines Division

o Inspections Division

e Title Division

e WC Classification and Premium Calculation Division
o Property & Casualty Actuarial Division

o Data Services Division.

Each division of the P&C Program is discussed in detail in a separate Section VII response. General
Management’s Section VII response addresses program-wide activities and items specific to general
management.

P&C’s objective is to:

o ensure qualified review of market data and filings for the various property and casualty lines of
insurance and products to promote rates and forms that are in compliance with applicable laws
that are not excessive, inadequate or unfairly discriminatory;

o perform accurate, cost-effective data collection and analysis to promote competitive markets and
informed decisions by policy makers and consumers while educating consumers and the industry
on compliance requirements;

o promote loss mitigation efforts to ensure the people of Texas a viable and competitive market
where insurance is both available and affordable; and

o establish mechanisms to help consumers attain access to standard and preferred personal and
commercial lines markets.

The P&C staff philosophy is to fulfill these objectives by:
e maintaining strict standards for data accuracy and reliability, as the quality of raw data will

dictate the quality of the work product;
e providing consistent and accurate information and service to customers in a prompt, respectful
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and courteous manner;

o providing highly-qualified review and analysis of forms, rates and data, so that regulatory
decisions and policies relating to property and casualty products may be made with confidence;

o carefully balancing timeliness, efficiency and cost-effectiveness, remembering that in order to be
of service to the state and its citizens, staff must be responsible in the use of resources;

o treating all fellow workers, both inside and outside the program, with the highest degree of
professionalism, courtesy and cooperation;

e continually improving skills and knowledge, recognizing that the P&C Program cannot
effectively monitor or regulate the industry if it fails to develop itself professionally to keep pace
with the industry and the public;

e using innovative processes and exploring changing technology to perform functions in order to
help the agency lead the industry in the most positive and productive direction.

The following paragraphs outline key functions of P&C and how the program contributes to TDI-funded
goals and strategies.

Strategy 1.1.1 Consumer Education and Market Analysis

P&C conducts in-depth analyses of the Texas insurance market and performs special studies to assist the
agency, policy makers, and the public. In addition to data collected in TDI’s statistical plans, P&C
Actuarial staff use data calls and information requests to prepare market analysis and to provide answers
to a variety of questions related to the marketplace. Monitoring the marketplace is a statutory duty.

Personal and Commercial Lines Division staff maintain various resources for consumers on the TDI
website. These resources are designed to educate consumers on various personal and commercial lines of
insurance as well as provide assistance when shopping for insurance. Examples include:

Helpinsure.com; Bond Resources; Medical Malpractice Insurance Shopping Guide; Frequently Asked
Questions related to property and casualty insurance; and various information describing different types
of insurance such as mortgage guaranty insurance.

Personal and Commercial Lines Division staff also make presentations to various consumer, charity, civic
and trade groups on topics such as homeowners, renters, commercial property, automobile insurance, and
medical professional liability insurance.

Strategy 1.1.2 Rates, Forms, and Licenses
The Texas Insurance Code, Chapters 2501-2704, provide that title insurance shall be ‘completely
regulated’ to protect consumers and provide a reasonable rate of return to companies and agents.

The Title Division assists with the following statutory duties:

e defining the requirements of abstract plants

e prohibiting rebates

o working with the Texas Title Insurance Guaranty Association

e processing applications for title agent and escrow officer licenses, renewals, cancellations,
disciplinary actions, and revocations

e promulgating rules, rates and forms

o conducting field audits of title agent records

e processing consumer complaints and industry inquiries.

The P&C Actuarial Division provides actuarial review of rate and rating plan filings and credit score
models (Texas Insurance Code, Chapters 2251 and 559, respectively).
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Prior approval of individual insurer filings of policy forms and endorsements is required pursuant to
Texas Insurance Code, Chapter 2301. Staff in the Personal and Commercial Lines Division review policy
forms and endorsements for compliance with statutory and/or rule requirements and verify that the filings
do not contain provisions, titles, or headings which are unjust, encourage misrepresentation, are
deceptive, or violate public policy. The prior approval system for policy forms and endorsements enables
TDI staff to ensure that there is no potential harm to consumers when the policy forms and endorsements
are introduced in the marketplace.

Strategy 1.1.3 Promote Underserved Coverages

The promotion of underserved markets includes the improvement of availability for residential property
and private passenger automobile coverage by identifying underserved markets through monitoring the
marketplace and marketplace analysis. In addition to gathering and analyzing residential property and
private passenger automobile coverage data, TDI has statutory requirements related to the identification
of underserved areas.

« Residential Property Insurance
Texas Insurance Code, Chapter 2211, includes a provision for the commissioner of insurance to
designate underserved areas for eligibility to the Fair Access to Insurance Requirements (FAIR)
Plan Association. The FAIR Plan Association is an entity that provides residential property
insurance to qualified consumers who are having difficulty obtaining residential property
coverage from licensed insurance companies. Additionally, TDI maintains a website,
HelplInsure.com, which allows homeowners having difficulty finding coverage to post
information for companies and agents providing coverage in their area.

o Private Passenger Automobile Insurance
Texas Insurance Code, Chapter 2151, requires TDI to identify underserved areas for automobile
coverage and requires the insurer of last resort, the Texas Automobile Insurance Plan Association
(TAIPA), to offer incentives for insurers to offer coverage in underserved areas. TAIPA was
created by the enactment of House Bill (HB) 1461, 73rd Legislature, Regular Session, effective
September 1, 1993. TAIPA provides for the assignment of insurance to an authorized insurer for
a person required by the Texas Transportation Code to show proof of financial responsibility.

« Windstorm Insurance
The agency addresses insurance market availability for wind and hail insurance through the Texas
Windstorm Insurance Association (TWIA). TWIA was established by the Legislature in 1971 to
provide wind and hail coverage to residents and businesses in designated catastrophe areas that
are unable to obtain such coverage in the voluntary market (Texas Insurance Code, Chapter
2210).

« Medical Professional Liability Insurance
The agency addresses insurance market availability for medical professional liability insurance
through the Texas Medical Liability Insurance Underwriting Association (JUA). The JUA was
established by the Legislature in 1975 to insure physicians and other eligible health care providers
who are unable to obtain such coverage in the voluntary market (Texas Insurance Code, Chapter
2203).
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Strategy 1.2.1 Resolve Complaints; Strategy 1.2.2 Investigation and Enforcement

These two strategies are concerned with complaints, recovering valid claims for consumers, and
reviewing questionable trade practices. Five agency programs: Consumer Protection (CP); Fraud Unit;
Enforcement; Life, Health, and Licensing (LHL); and P&C work together to accomplish strategic goals
and measures. CP resolves complaints, the Fraud Unit investigates allegations of fraud such as those
arising from complaints, and the Enforcement Program enforces rules and takes action against violators.
These programs, together with divisions within the P&C Program and the LHL Program, respond to
complaints, assist consumers in recovering valid claims, investigate patterns of questionable trade
practices, and bring enforcement actions as appropriate.

Strategy 3.1.1 Loss Control Programs

This strategy specifically addresses the need to find methods to reduce claims against insurers through
reduced losses, resulting in lower premiums for consumers. It should be noted that TDI's role in reducing
losses is primarily oversight responsibilities to ensure compliance with effective risk control practices
such as reviewing insurers’ loss control programs or compliance with wind resistant building codes. In
general, there are four areas of loss control that are monitored by the agency:

e commercial lines

o commercial property oversight
e amusement rides

e windstorm protection.

The agency reviews insurer required loss control programs for certain commercial lines of insurance,
reviews fire rating risk classifications for commercial property, oversees inspection and insurance
requirements for amusement rides, and issues certificates of compliance for wind resistant structures in
coastal areas. P&C’s Windstorm Inspections Section issues certificates of compliance, which are an
eligibility requirement for wind and hail coverage with TWIA and are designed to mitigate potential
losses.

The strategy also includes loss control inspections performed by TDI. These inspections evaluate the
insurance companies’ loss control programs, which insurers establish to aid commercial policyholders in
reducing losses. Mergers and acquisitions within the industry also affect this activity. As smaller
companies are merged with existing groups, the loss control program used by the parent group is usually
adopted. As larger insurance companies tend to have more sophisticated, effective loss control programs,
mergers tend to result in policyholders having access to more effective loss control programs that may
result in reduced losses for the policyholder and reduced claims against the insurer.

A related loss control issue is P&C’s oversight of commercial property inspections by the Insurance
Services Office (ISO) to set commercial property risk classifications which affect policyholders’
premiums. The agency provides oversight to ensure that commercial property owners receive the
appropriate risk classification for their properties, which relates to a variety of issues, including
construction materials and safety measures such as sprinklers and hazards associated with the use of the
property. While oversight of commercial inspections does not directly impact potential losses, it ensures
that commercial property owners’ rates accurately reflect risk, providing an economic incentive for the
property owners to implement policies and procedures to lower that risk.

TDI has limited authority over the regulation of amusement rides. The agency is authorized to review the
inspections and certificates of inspection held by ride operators. The enforcement of amusement ride
inspections and insurance requirements rests with law enforcement authorities.
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A major activity performed by P&C is responding to open records requests. In FY 2006, P&C divisions
processed 2,302 open records requests representing 34 percent of all open records requests processed by
TDI and the Division of Workers” Compensation (DWC).

General Management Section

Led by a Senior Associate Commissioner, the P&C General Management Section provides program-wide
management and operational support, including strategic and budget planning; responses to legislative
requests; research assistance, including Geographic Information System (GIS) mapping and demographic
analysis; project management; and administrative support including report and presentation preparation
for the program and agency.

In addition, General Management is responsible for the production of the Community Investment Report,
a biennial report mandated by Texas Insurance Code, Section 425.107. All foreign and domestic life and
health insurers with $10 million or more of written premium are required to report Texas-only
investments in real estate, commercial mortgages, residential mortgages and development bonds, and
have the option to report on investments in Texas through federal agencies such as the Federal Housing
Administration (FHA), Texas corporate stocks and bonds, deposits in Texas financial institutions, and
contributions and other social investment programs. The General Management Section is responsible for
issuing the data call, compiling and analyzing the responsive data, and producing the report prior to each
Legislative Session.

General Management also oversees the implementation of Senate Bill (SB) 1670, the motor vehicle
financial responsibility verification program established by the 79" Legislature, Regular Session. Texas
Transportation Code, Section 601.452 provides that TDI, in consultation with the Texas Department of
Public Safety (DPS), the Texas Department of Transportation (TxDOT) and the Texas Department of
Information Resources (DIR) “shall establish a program for verification of whether owners of motor
vehicles have established financial responsibility.” The agency, in conjunction with TxDOT, DPS and
DIR, contracted with a third party vendor to collect and compare information on registered vehicles,
licensed drivers, and insurance policies in the state. This program is currently in development and is
expected to be integrated with law enforcement processes early in 2008. As the lead agency, TDI serves
as contract administrator for the term of the contract and any future contracts. Duties include:

e acting as project and program manager, overseeing the development and continued successful
operation of the program by the vendor, TxXDOT and DPS;

o working with TDI’s Information Technology Services Division to coordinate the Texas Project
Framework deliverables and report to the Quality Assurance Team as part of the project
framework; and

e processing and certifying invoices for payment, monitoring vendor expenses, and forwarding
certified invoices to TxDOT for payment.

Additionally, the General Management Section works with Texas insurers writing automobile insurance
policies to ensure compliance with regulatory requirements related to the Financial Responsibility
Verification Program.
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C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

P&C’s General Management Section provides program-wide management and operational support, which
contributes to the overall effectiveness and efficiency of each program division.

The 78th Legislature passed SB 14, which substantially reformed property and casualty insurance rate
regulation in Texas, resulting in more affordable rates for consumers. P&C responded to this significant
policy change by successfully and timely reviewing the resulting rate and form filings. To ensure
effective implementation and communicate changes to the industry and public, P&C created a resource
page on TDI’s website and updated Filings Made Easy manual to address statutory changes.

Improvements to forms processing have positively impacted industry’s satisfaction with P&C. P&C
streamlined processes to make a significant improvement in form processing timeliness, despite staff
reductions. In FY 2006 over 95 percent of the 11,553 form reviews were completed within 90 days. This
reflects a significant increase over the 71 percent of the 10,383 form filing reviews completed within 90
days in FY 2000.

In FY 2000, P&C had 181.9 allocated FTEs. By FY 2006, the program reduced staff to 128.75 FTEs,
while striving to maintain high levels of productivity and customer satisfaction. To measure performance,
P&C’s General Management Section reviews TDI’s Customer Satisfaction Survey results for
opportunities to improve services and processes.

In August 2006, the Agency Counsel Section of TDI’s Legal Services Program sent a customer service
survey to requestors that submitted open record requests during FY 2005. Most of the responses received
were from representatives of insurance companies. Seventy-two percent of respondents indicated that
TDI provided “very good” service and 90 percent indicated that the request was completed by the
specified due date. The results reflect the professional and timely service provided by P&C, which
handles just over one-third of TDI’s open record requests.

D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

The following presents significant program-wide history for the Property and Casualty program. Note
that the history is detailed by fiscal year.

1992 - A number of separate Property & Casualty activities were combined into one, including moving
Statistical and Rate Development from the Commissioner’s Office to P&C.

1992 - As a result of legislative changes, new rating systems were introduced that gave companies more
flexibility in offering a wide array of prices to consumers. Texas implemented a file and use system for
commercial property and general liability rate filings, a flex rating system for residential property and
automobile (both commercial and private passenger), and a prior approval system for individual company
filings of commercial property and general liability policy forms and endorsements.

1992 - Detailed Claim Information (DCI) was established to collect workers’ compensation claim
information as required by Texas Insurance Code.

1993 - Companies required to maintain their own experience rating data calculate their own modifiers,
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activities, which had previously been the responsibility of the Texas Automobile Insurance Service Office
(TAISO).

1993 - Statistical and Rate Services became a separate activity, incorporating parts of the present-day
Property & Casualty Actuarial and Data Services divisions.

1993 - The commissioner privatized the calculation of workers’ compensation experience modifiers and
transferred the function to the insurance carriers writing workers’ compensation coverage.

1994 - Technical Analysis organized as a separate activity to review and analyze statistical data and
prepare reports on insurance rates and markets to assist policy makers and consumers with insurance-
related decisions.

1995 - TDI adopted nationwide rating schedules for commercial property, utilizing the Insurance Services
Office (ISO) Public Protection Classification (PPC) program to replace key rates. It also implemented an
oversight inspection program for commercial property to ensure fair and equitable fire coverage and
accurate PPCs statewide.

1995 - Title insurance functions were relocated from several areas of the agency to create one section
under Property/Casualty Insurance Lines.

1995 - Recruitment of a Fellow of the Casualty Actuarial Society as Chief Actuary and an Associate of
the Casualty Actuarial Society as a Senior Actuary expanded the program’s actuarial expertise.

1996 - The National Council of Compensation Insurance (NCCI) was appointed as the Texas workers’
compensation statistical agent.

1996 - The Texas Insurance Checking Office (TICO) was designated as the Statistical Agent for personal
lines and Insurance Services Office (ISO) was designated statistical agent for commercial lines.

1997 - The Residential Property Insurance Market Assistance Program (MAP) was established to assist
consumers in underserved areas in finding insurance for their homes.

1997 - The Inspection and Fire Safety Section implemented a new Voluntary Inspection Program (VIP) as
adopted by the 1995 Legislature to provide homeowners with a “certificate of insurability” if their home
passes an inspection by a credentialed inspector qualified by TDI.

1997 - The Windstorm Building Code for Windstorm Resistant Construction was adopted by the
Commissioner of Insurance in June 1997 with an effective date of September 1998.

1998 - The Commercial Property/Casualty division was created by eliminating separate sections for
commercial property, professional liability, general liability, and bond, crime, and glass.

1998 - The Automobile Insurance Market Assistance Program (MAP) was established to assist consumers
in underserved areas in finding automobile insurance.

1999 - Licensed engineers allowed by rule to serve as windstorm inspectors if they meet necessary
qualifications.

2000 - Regulation, Safety and Technical Analysis programs combined to create the present-day structure
of the Property & Casualty program. The remaining division of Regulation and Safety formed the present-
day Life, Health and Licensing program.
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2000 - The Residential Property Insurance Market Assistance Program (MAP) Plan of Operation was
amended to allow property owners to apply directly to TDI rather than through an agent.

2000 - The Automobile Insurance Market Assistance Program (MAP) application was placed on the
TDI’s website so good drivers living in underserved ZIP codes can apply for lower-priced car insurance
through the state’s automobile insurance Market Assistance Program (MAP) via the internet.

2001 - Legislation changed the system for establishing benchmark rates from requiring a contested rate
hearing before the State Office of Administrative Hearing to a system with a non-contested hearing before
the Commissioner of Insurance.

2002 - TDI held informational hearings on mold coverage provided in Texas residential property
insurance policies to gather information and comments on the extent to which mold coverage should be
provided in Texas homeowners policies. Related activities included:

o Consulting with a 19-member Mold Advisory Task Force appointed by the Commissioner of
Insurance in developing a brochure entitled Effectively Handling Water Damage and Mold Claims:
A Consumer Guide. The publication also included suggested practices for insurers to follow when
processing these claims.

e Consulting with the Texas Department of Health to develop a consumer publication entitled
Protecting Your Home from Mold.

o Amending the prescribed residential property insurance policies to clarify coverage related to mold
damage and remediation.

2003 - The 78th Legislature enacted SB 14, bringing all licensed automobile and residential property
insurers under TDI rate regulation, including county mutuals for automobile and Lloyd’s plans,
reciprocals and interinsurance exchanges for residential property. Under SB 14, TDI was required to
review all residential property insurance rates by early September 2003 and approve or modify the filed
rates such that the rates were “just, reasonable, adequate, not excessive, and not unfairly discriminatory
for the risks to which they applied.” In August 2003, TDI announced rate actions for the top 32 insurance
company groups. In September 2003, TDI announced rate actions for the remaining 29 insurance
company groups. The total rate actions reduced rates up to 31 percent, saving Texas consumers more
than $511 million.

2003 - SB 14 brought the regulation of policy forms and endorsements for residential property and
personal automobile insurance under Chapter 2301, Texas Insurance Code.

2003 - Activation of the Texas Fair Access to Insurance Requirements (FAIR) Plan Association, the
market-of-last-resort for Texas consumers who have been denied homeowners coverage.

2003 - Creation of a special website, www.helpinsure.com, to help consumers find insurers still accepting
new homeowners policyholders, along with local agents who represent those insurers.

2003 - TDI adopted the 2000 International Residential Code (IRC) and International Building Code (IBC)
with Texas revisions as the new standard for certification by TDI for windstorm resistant construction.
Consequently, the Commissioner of Insurance adopted rate reductions for policies written through the
Texas Windstorm Insurance Association (TWIA) as a result of the adoption of the IRC and IBC.

2004 - Rules were adopted requiring companies using credit scoring in their rating practices to provide a
disclosure statement to the consumer once an insurance application is received. The disclosure also
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explains the consumer's right to appeal an adverse ruling that results in higher rates or other adverse
actions. The company must provide a contact telephone number which the consumer can call to dispute
inaccurate or prohibited information.

2004 - The Commissioner of Insurance adopted the 2003 IRC/IBC with Texas Revisions as the building
standard to determine eligibility for coverage for coastal property with TWIA

2004 - The Legislature created a new workers’ compensation research function at TDI by transferring the
statutory research duties of the former Research and Oversight Council on Workers” Compensation
(ROC) to the agency.

2005 - The Market Assistance Programs (MAP) for residential property and personal automobile were
eliminated. Due to the introduction of the Fair Access to Insurance Requirements (FAIR) program and
declining participation in the residential property MAP as well as low participation in the personal
automobile MAP, TDI recommended elimination of the MAP function as part of the overall state budget
reductions for FY 2006.

2006 - Due to the tremendous damage caused by Hurricane Rita (September 2005), staff developed
several educational brochures, including Repairs After Rita and Re-Roofing after the Storm, to assist
homeowners in repairing their homes to meet building code requirements. The Property & Casualty
program also collected Hurricane Rita data to identify losses and potential claims paying problems, and a
Temporary Qualified Inspector Rule was adopted by the Commissioner of Insurance to appoint qualified
inspectors to assist the agency in certifying structures in the aftermath of a major disaster.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

P&C’s customer base includes property and casualty insurance companies, advisory organizations,
insurance agents, industry groups, residual market mechanisms, legislative staff, and consumers.
Following is a breakdown of the persons and entities affected by the functions of this program. Data is
for FY 2006 unless noted otherwise.

e Texas homeowners: 4,717,294 (U.S. Census, 2000)

o Texas renters: 2,676,060 (U.S. Census, 2000)

o Texas licensed drivers: 17.7 million (approximate, Texas Department of Public Safety)

o Texas registered vehicles: 18 million (approximate, Texas Department of Transportation)
e Commercial lines policies, excluding Worker’s Compensation: 1.5 million

 Active Property and Casualty Insurers (FY 2006, 4™ Quarter):

August 2007 220



TDI Self-Evaluation Report

Line of Business # Companies
Product Liability 155
General Liability 309
Commercial Fire & Allied 167
Commercial Multiple Peril 190
Private Passenger Automobile 171
Homeowners Multiple Peril 95
Workers’ Compensation 223
Boiler & Machinery 90
Commercial Crime 75
Commercial Glass 8
Medical Professional Liability 40
Miscellaneous Professional Liability 62

Note: some companies are licensed in Texas and submit rate and form filings, but were not actively
writing in 4™ Quarter FY 2006; therefore, they are not included in the above figures.

o Authorized Managing General Agents: 151

o Title Underwriters: 21

o Licensed Title Agents: 619 - licensees are licensed in accordance with the requirements of Texas
Insurance Code, Title 11.

e Escrow Officers: 6,906 - licensees are licensed in accordance with the requirements of Texas
Insurance Code, Title 11.

e Direct Operations: 16 - the title insurance company is a Texas corporation or a foreign
corporation holding a certificate of authority to insure titles to real property in this state and meets
the requirements of Texas Insurance Code, Title 11.

o  Office of Public Insurance Council (OPIC)

o Designated statistical agents, as authorized by Texas Insurance Code, Section 38.202:

- Texas Insurance Checking Office (TICO)
- Insurance Services Office (ISO), and
- National Council on Compensation Insurance (NCCI).

o Statutorily created entities, as authorized by Texas Insurance Code, Chapters 2210, 2211, 2203

and 2151, respectively:

- Texas Windstorm Insurance Association (TWIA)

- Texas Fair Access to Insurance Requirements (FAIR) Plan Association
- Texas Medical Liability Insurance Underwriting Association (JUA), and
- Texas Automobile Insurance Plan Association (TAIPA).

e Advisory organizations operating pursuant to Texas Insurance Code, Chapter 1805:

- Insurance Services Office (ISO)

- American Association of Insurance Services (AAIS)
- Surety and Fidelity Association of America (SFAA)
- Insurance Council of Texas (ICT), and

- National Crop Insurance Services (NCIS).

o Builders/Roofers - must build to the Windstorm Building Codes and participate in the inspection
process for structures to qualify for TWIA coverage.

e Appointed Engineers: 643 (as of June 25, 2007) - must design, inspect and certify to the
Windstorm Building Code. To qualify as an appointed engineer, applicants must be Texas
licensed engineers and attest that they have education, experience or training in the design of
structures in high wind areas pursuant to Title 28, Texas Administrative Code, Section
5.4604(d)(1).
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e Architects and Designers - must design structures in accordance with the Windstorm Building
Code to be eligible for TWIA coverage.

e Manufacturers and Suppliers - must manufacture and supply products which are compliant with
the Windstorm Building Code.

e Loss Control Field Representatives (LCFR) - LCFRs are employees of insurers or fee service
companies who provide loss control services to commercial policyholders and they must meet
specific criteria as defined in Texas Administrative Code, Title 28 Sections 5.311, 5.1701, and
5.1731 to qualify as an LCFR.

o Amusement Ride Owners/Operators - must comply with all requirements mandated by Texas
Occupations Code, Chapter 2151. In FY 2006, 1,436 amusement rides were certified.

e Amusement Ride Inspectors - must comply with all requirements mandated by Texas
Occupations Code, Chapter 2151.

o Inspectors: TDI certifies and licenses inspectors for the Voluntary Inspection Program in
accordance with Texas Insurance Code, Section 2003.101. Qualifications for inspectors are
outlined in Texas Administrative Code, Title 28 Section 5.3800. In FY 2006, TDI
licensed/certified 154 inspectors. Currently there are 430 licensed/certified inspectors.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

Each P&C division leader reports directly to the Senior Associate Commissioner. Regular management
staff meetings allow the Senior Associate Commissioner to provide information on activities within other
agency programs and to gather information from P&C managers. These regular meetings allow managers
to discuss current topics, brainstorm solutions, manage workloads, plan for pending or special projects,
and discuss market conditions and regulatory needs. P&C has compiled written procedures for each
division’s key functions and activities, which are available for review.

P&C management encourage staff to participate in agency-sponsored education programs and also
encourage the pursuit of various professional designations. P&C currently employs staff with the
following designations:

e Accredited Customer Service Representative (ACSR) — 29 staff have the designation for
personal and/or commercial lines of insurance, and numerous other staff are in the process of
completing requirements.

e Chartered Property Casualty Underwriter (CPCU) — four staff have the designation and at
least three staff are in the process of completing requirements.

o Fellow of the Casualty Actuarial Society (FCAS) — four staff have the designation.

e Associate of the Casualty Actuarial Society (ACAS) — four staff are in pursuit of the
designation.

e Associate in Risk Management (ARM) — two staff have this designation.

e Certified Fraud Examiner (CFE) — one staff has this designation.

e Associate of Insurance Regulatory Compliance (AIRC) — one staff has this designation.

o Coastal Construction Inspectors/Residential Building Inspectors/Commercial Building
Inspectors, certified by the International Code Council — approximately 18 staff are certified
in one or more of these areas.

o Texas Licensed Professional Engineer — six staff hold this designation.
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The Senior Associate Commissioner encourages division leaders to incorporate cross-training and
succession planning as appropriate. Additionally, P&C uses the following leader development
philosophy:

1. Identify
- Managers identify employees who consistently perform well on tasks, routine assignments,
and special projects.
- Managers identify strengths and capabilities based on past performance.
- Managers identify staff appropriate for cross-training and multi-disciplinary opportunities.
- Managers identify staff exhibiting a desire to develop into a management or leader type
position.
2. Delegate
- Existing managers delegate additional authority or assign new projects to employees who
consistently perform well and/or are appropriate for multi-disciplinary opportunities.
- These employees are empowered to develop information and propose processes as necessary
and appropriate for their tasks.
- The employees review and discuss processes and outcomes with their manager and other
staff, as appropriate.
3. Develop
- As high-performing staff is identified, managers continue to delegate higher level activities
and responsibilities and increase multi-disciplinary opportunities.
- Managers continue to monitor performance of these employees, offer encouragement and
advice as necessary, and act as a mentor when needed.
- Managers apprise Senior Associate of developing employees; these are the staff that would be
appropriate for future supervisory roles or as subject matter experts.

P&C’s General Management Section is led by the Senior Associate Commissioner. The section consists
of a team leader (program specialist), and five additional program specialists. General Management
Section staff meet as needed on an informal basis, and work closely with the Senior Associate
Commissioner to ensure that program needs are met and that staff is prepared to assist the program as
needed.

G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

Funding for the Financial Responsibility Verification Program (FRVP) mandated by Texas
Transportation Code, Section 601.452 is provided through TxDOT. TDI certifies invoices for payment
and forwards the certified and dated original invoices to TxDOT for payment.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

No other programs provide identical or similar services as those of P&C’s General Management section.
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I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Not applicable.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The 79th Texas Legislature, Regular Session, passed SB 1670, which provides that TDI, in consultation
with DPS, TxDOT, and DIR “shall establish a program for verification of whether owners of motor
vehicles have established financial responsibility.” As a result of SB 1670, TDI and the implementing
agencies jointly entered into a contract with a vendor to develop, implement, operate and maintain Texas’
Financial Responsibility Verification Program. TDI acts as the contract administrator for the project, and
coordinates project development among the other three agencies and program vendor.

The Office of Public Insurance Counsel (OPIC) was created to represent the interests of insurance
consumers in Texas. Once a division of TDI, OPIC became a separate agency in 1991 as a result of
insurance reform legislation. OPIC acts as an advocate for insurance consumers, primarily before TDI.
OPIC's statutory authority is found in the Texas Insurance Code, Chapter 501 and Section 38.002.

Additionally, P&C works with other local, state, and federal regulatory entities as necessary.

K. If contracted expenditures are made through this program please provide:

e the amount of those expenditures in fiscal year 2006;

e the number of contracts accounting for those expenditures;

e a short summary of the general purpose of those contracts overall;

o the methods used to ensure accountability for funding and performance; and

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.

M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

Two issues surround an ongoing debate on market forces versus actuarial determination: (1) achieving a
balance between affordability and availability, and (2) allowing the market to self regulate.

In terms of affordability and availability, achieving a balance can be a challenge. If insurers raise rates to
a level at which they are willing to provide coverage, it may be too costly for consumers to purchase
insurance. Conversely, if premiums are held to a level that is affordable for consumers, insurers may
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choose not to offer coverage. This situation can be seen in the homeowners insurance market along the
Texas coast. Rate regulation helps ensure that filed rates are not excessive or unreasonable, with the
desired result that coverage is both available and affordable for consumers.

The second issue is to what extent competition should be allowed to regulate the market place. Insurers
argue that if there are numerous companies providing coverage at reasonable prices, then rate regulation
is not necessary because insurers will lower the premiums they charge consumers in order to attract
business. Others argue that even in a thriving marketplace, rates can still be excessive. The statutory rate
standards say that “a rate may not be excessive, inadequate, unreasonable, or unfairly discriminatory for
the risks to which the rate applies.” Rate regulation as it stands today applies to the company and the
risks they write, as opposed to the industry, or how they compare to the industry.

N. Regulatory programs relate to the licensing, registration, certification, or permitting of a
person, business, or other entity. For each regulatory program, if applicable, describe:
e why the regulation is needed;

the scope of, and procedures for, inspections or audits of regulated entities;

follow-up activities conducted when non-compliance is identified;
e sanctions available to the agency to ensure compliance; and
e procedures for handling consumer/public complaints against regulated entities.

Not applicable.

O. For each regulatory program, if applicable, provide the following complaint information.
The chart headings may be changed if needed to better reflect your agency’s practices.

Not applicable.
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VIl. Guide to Agency Programs

| A. Provide the following information at the beginning of each program description.

Name of Program or Function irizi):rty & Casualty Program, Personal and Commercial
Location/Division William P. Hobby Building, Tower I, 4th Floor

Contact Name David Nardecchia, Director

Actual Expenditures, FY 2006 $1,555,219.32

Number of FTEs as of August 31, 2006 33

B. What is the objective of this program or function? Describe the major activities performed
under this program.

The objective of the Personal and Commercial Lines Division is to support the mission of the Property &
Casualty (P&C) Program through reviewing insurance products and assisting consumers. The division
consists of the Personal Lines Section and the Commercial Property/Casualty Section, and is responsible
for the regulation of various lines of insurance including automobile, homeowners, commercial property,
and general liability. The division performs the following major activities:

e reviews individual insurer filings of forms, endorsements, and rules for compliance with statutory
and/or rule requirements and verifies that they do not contain provisions, titles, or headings which
are unjust, encourage misrepresentation, are deceptive, or violate public policy;

o drafts administrative rules as necessary to implement legislation or to address statutory concerns
related to property and casualty lines of insurance;

e oversees the Plan of Operation, manual rules, forms, and endorsements of the following
statutorily created entities to ensure a method of providing insurance for persons unable to obtain
insurance in the voluntary market:

- Texas Windstorm Insurance Association (TWIA). Oversight of TWIA is shared with the
Inspections Division.

- Texas Fair Access to Insurance Requirements (FAIR) Plan Association

- Texas Medical Liability Insurance Underwriting Association (JUA), and

- Texas Automobile Insurance Plan Association (TAIPA).

e processes inquiries from agents, consumers, legislators, insurers and other regulatory entities and
resolves complaints as necessary to ensure consumers and businesses are being treated fairly on
insurance related matters and that insurers and agents are complying with statutes, administrative
rules and policy provisions; and

o works closely with the P&C Actuarial Division to monitor the marketplace and propose changes
due to changing public needs.

C. What evidence can you provide that shows the effectiveness and efficiency of this program or
function? Provide a summary of key statistics and performance measures that best convey
the effectiveness and efficiency of this function or program.

The Personal and Commercial Lines Division continues to consistently improve its operating efficiency
and effectiveness despite a decrease in the number of funded FTEs. To improve operational efficiency,
the division streamlined various processes and procedures as evidenced by frequent updates to the

procedures manual. In FY 2005, filing requirements were streamlined as a result of the adoption of the
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Filings Made Easy (FME) rule that included provisions allowing insurers to make interline filings and
dual filings. Interline filings allow a company to make one filing for multiple lines of insurance. Prior to
the adoption of FME, a separate filing was necessary for each line of insurance. Dual filings allow a
company to use its approved form in multi peril policies without making a separate multi peril filing, as
was required prior to the adoption of FME. The division also adopted the System for Electronic Rate and
Form Filing (SERFF) technology to accept and process form filings electronically for those insurers that
utilize SERFF. SERFF is maintained by the National Association of Insurance Commissioners (NAIC)
and was designed, in part, to improve overall efficiency of the form filing process. There are numerous
checks and balances in place to help ensure that filings are reviewed in an effective manner. For example,
the division developed and implemented filings review guidelines that are utilized by staff when
reviewing filings.

Personal and Commercial Lines also streamlined form review processing. In FY 2006 over 95 percent of
the 11,553 form reviews were completed within 90 days. This reflects a significant increase over the 71
percent of the 10,383 form filing reviews completed within 90 days in FY 2000.

Additionally, from FY 2000 to FY 2006, staff productivity improved as the number of filings increased
and staffing decreased.

o Commercial Property/Casualty Section staff processed 10,834 filings in 2006 compared to 9,563
in 2000. The total number of FTEs in FY 2006 was 19, down from 29 in FY 2000.

e Personal Lines Section staff processed 719 filings in 2006 compared to 774 in 2000. The total
number of FTEs in FY 2006 was 14, down from 19 in FY 2000.

Performance measure statistics related to Personal and Commercial Lines Division:

1.1.2 outcome 3 — Percent of statutory form filings completed within 90 days*

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006
Actual Performance 91.3% 87.6% 93.2% 95.0% 95.6%
Annual Target 80.0% 80.0% 91.0% 91.0% 87.0%
Percentage of Target 114.0% 110.0%% 102% 104% 110.0%

Analysis/Variance
Explanation

Exceeding the annual target is a result of the division’s efforts to
continually review its processes and procedures and make changes that
result in a more streamlined approach to the review and approval of
policy forms.

*Note: Measure 1.1.2 oc 3 is shared with the Property & Casualty Actuarial Division and includes rate
filings. The above data is for Personal and Commercial Lines Division form filings only.

The Personal and Commercial Lines Division also streamlined processes for complaint processing.
Except for FY 2003, the Division consistently exceeded the TDI target performance measure for
processing complaints within 38 days as noted in the table below.

1.2.1 efficiency 1 — Average response time (days) to complaints*

FY 2002 FY 2003 FY 2004 FY 2005 | FY 2006
Actual Performance 28 72 30 27 31
Annual Target 38 38 55 55 38
Percentage of Target 74% 189% 55% 49% 82%

Analysis/Variance
Explanation

The FY 2003 target was not met due to a substantial increase in
the number of complaints received in FY 2002 and FY 2003
pertaining to water-related claims, premium increases and
availability of coverage.

*Note: The above data is for Personal and Commercial Lines Division complaints only.
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D. Describe any important history regarding this program not included in the general agency
history section, including how the services or functions have changed from the original intent.

History is presented in P&C’s General Management response to Section VIL.D.

E. Describe who or what this program or function affects. List any qualifications or eligibility
requirements for persons or entities affected. Provide a statistical breakdown of persons or
entities affected.

Persons or entities affected are presented in P&C’s General Management response to Section VILE.

F. Describe how your program or function is administered. Include flowcharts, timelines, or
other illustrations as necessary to describe agency policies and procedures. List any field or
regional services.

The Director of Personal and Commercial Lines administers the division and reports to the Associate
Commissioner for P&C, who reports to P&C’s Senior Associate Commissioner. The division consists of
the Personal Lines Section and the Commercial Property/Casualty Section.

The Personal Lines Section manager administers this section and reports to the Director. The Personal
Lines Section has one team leader and one assistant team leader for the various lines of insurance
regulated by the section. The team leader reports to the manager and is responsible for the day to day
operation of the team, including monitoring workload to ensure assignments are completed in accordance
with established procedures and guidelines. The assistant team leader supports the team leader with the
day to day operation of the team.

The Commercial Property/Casualty Section manager administers this section and reports to the Director.
The Commercial Property/Casualty Section has two team leaders responsible for the various lines of
insurance regulated by the section. Both team leaders report directly to the manager and are responsible
for the day to day operation of the team, including monitoring workload to ensure assignments are
completed in accordance with established procedures and guidelines.

Personal and Commercial Lines supports and promotes staff professional development and cross training,
which improves management of staff workloads and supports succession planning. Subject matter
experts in both the Commercial Property/Casualty and Personal Lines Sections serve as mentors and
assist staff with filings review, complaint processing, and responding to inquiries. Additionally, in-house
training is offered to staff across both sections to review policy forms and coverages for the subject lines
of insurance, filing review requirements, and information related to the agency's historical regulatory
approach to the subject lines of insurance. Weekly meetings provide an additional avenue for staff and
management to discuss a range of coverage issues as needed.
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G. Identify all funding sources and amounts for the program or function, including federal
grants and pass-through monies. Describe any funding formulas or funding conventions. For
state funding sources, please specify (e.g., general revenue, appropriations rider, budget
strategy, fees/dues).

The primary funding sources are general revenue and dedicated general revenue funds, which finance
over 96 percent of the agency’s operations. Maintenance taxes and fees are the two main revenues that
fund the agency's appropriations to regulate the insurance and workers’ compensation industries.

H. Identify any programs, internal or external to your agency that provide identical or similar
services or functions. Describe the similarities and differences.

Life, Health, and Licensing (LHL) Program
LHL staff perform some functions similar to the Personal and Commercial Lines Division, but for
differing lines of insurance.

Consumer Protection (CP) Program

Generally, CP handles the processing of complaints from consumers, agents and other entities for the
agency; however, the Personal and Commercial Lines Division handles the processing of some
complaints related to property and casualty lines of insurance that require specific technical knowledge.
In addition, both CP and the Personal and Commercial Lines Division respond to inquiries from
consumers regarding various property and casualty lines of insurance.

Office of the Public Insurance Counsel (OPIC)

For purposes of consumer protection, OPIC has certain responsibilities including reviewing selected form
filings for property and casualty insurers. OPIC also may obtain and summarize underwriting guidelines
for property and casualty lines of insurance and provide a summary of those guidelines to the public via
its website.

I. Discuss how the program or function is coordinating its activities to avoid duplication or
conflict with the other programs listed in Question H and with the agency’s customers. If
applicable, briefly discuss any memorandums of understanding (MOUs), interagency
agreements, or interagency contracts.

Life, Health, and Licensing Program
The Personal and Commercial Lines Division functions separately from the LHL program. Each of these
divisions is charged with a different line of insurance regulation, and services do not overlap.

Consumer Protection Program

In order to avoid duplication of effort or conflict and to clearly define roles in processing complaints
between CP and other programs, the agency developed a resource tool describing the types of complaints
handled by each division. In addition, both CP and the Personal and Commercial Lines Division utilize
the Complaint Inquiry System and communicate as necessary to avoid duplication or conflict in
processing complaints related to property and casualty lines of insurance and responding to inquiries. The
complaint handling resource tool is available for review.

Office of the Public Insurance Counsel
OPIC, acting as an advocate for insurance consumers, reviews and provides comments to the agency on
selected form filings for property and casualty insurance, while the Personal and Commercial Lines
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Division reviews form filings and makes recommendations for approval or disapproval. OPIC’s
involvement is limited to review and comment; TDI retains decision making authority with regard to form
filings.

OPIC’s website contains a summary of underwriting guidelines for homeowner and personal automobile
lines of insurance, which may assist consumers shopping for these lines of coverage. In the course of
monitoring the insurance marketplace, the Personal and Commercial Lines Division reviews underwriting
guidelines to ensure the guidelines comply with statutory requirements.

J. If the program or function works with local, regional, or federal units of government include
a brief description of these entities and their relationship to the agency.

The Personal and Commercial Lines Division occasionally works with the following governmental
agencies:

e Federal Emergency Management Agency (FEMA) — staff correspond with FEMA when
necessary regarding Code of Federal Regulations for those applicants requesting certification
from the Commissioner of Insurance that the types and amounts of insurance required to obtain
FEMA assistance are not available;

o United States Department of Agriculture, Risk Management Agency (RMA) — RMA administers
the federal crop insurance program and staff will serve as a resource for the RMA as necessary;

o Government Accountability Office (GAO) — staff serve as a resource for the GAO on insurance
matters as necessary,

o United States Treasury Department (Treasury) — staff work with the Treasury on matters related
to the federal Terrorism Risk Insurance Act;

e National Flood Insurance Program (NFIP) — staff may communicate with NFIP to gather data
related to consumers affected by flood in various geographic areas around the state; and

e Various Texas state agencies as necessary to assist with insurance related issues. Some examples
include the State Office of Risk Management, the Department of State Health Services, and the
Governor’s Division of Emergency Management.

K. If contracted expenditures are made through this program please provide:
e the amount of those expenditures in fiscal year 2006;
the number of contracts accounting for those expenditures;
a short summary of the general purpose of those contracts overall;
the methods used to ensure accountability for funding and performance; and

a short description of any current contracting problems.

An attachment to TDI’s Self-Evaluation Report provides agency contract expenditures by program.

L. What statutory changes could be made to assist this program in performing its functions?
Explain.

Not applicable.
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M. Provide any additional information needed to gain a preliminary understanding of the
program or function.

The regulation of property and casualty lines of insurance not only varies by state, but by line of
insurance. In Texas, the Commissioner of Insurance is required to approve policy forms for personal and
commercial lines of insurance before companies can use them. This type of regulation is commonly
referred to as “prior approval.” However, there are some exceptions to these prior approval requirements.
For example, policy forms for certain personal and commercial inland marine coverages written by
certain companies are, by statute, not required to be filed and approved by the Commissioner of
Insurance. Also, policy forms for use with commercial risks that are defined by statute to be a “large
risk” are not required to be filed and approved prior to use. Following is a brief description of how other
states regulate personal and commercial lines of insurance. This information was obtained from the
Insurance Services Office (ISO is an advisory organi