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NOTICES OF FINAL RULEMAKING

The Administrative Procedure Act requires the publication of the final rules of the state’s agencies. Final rules are those
which have appeared in the Register first as proposed rules and have been through the formal rulemaking process including
approval by the Governor’s Regulatory Review Council or the Attorney General. The Secretary of State shall publish the
notice along with the Preamble and the full text in the next available issue of the Register after the final rules have been sub-
mitted for filing and publication.

NOTICE OF FINAL RULEMAKING
TITLE 9. HEALTH SERVICES

CHAPTER 16. DEPARTMENT OF HEALTH SERVICES
OCCUPATIONAL LICENSING

PREAMBLE

=

Sections Affected Rulemaking Action
R9-16-315 New Section

The specific authority for the rulemaking, including both the authorizing statute (general) and the statutestherule
isimplementing (specific):
Authorizing statutes: A.R.S. 88 36-104(3), 36-136(F), and 36-1902(B)

Implementing statutes: A.R.S. §8 36-1904, 36-1910, 36-1922, 36-1923, 36-1926, and 41-1072 through 41-1079

Theeffective date of therule:
June 7, 2002

A list of all previous noticesappearing in the Register addressing the proposed rule:
Notice of Rulemaking Docket Opening: 7 A.A.R. 3847, August 31, 2001

Notice of Proposed Rulemaking: 8 A.A.R. 719, February 22, 2002
Notice of Public Information: 8 A.A.R. 1114, March 15, 2002

The name and address of agency personnel with whom per sons may communicate regarding the rulemaking:
Name; Becky Burkhart, Team Leader
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Address: Arizona Department of Health Services
Assurance and Licensure, Office of Speech and Hearing Licensure
1647 E. Morten, Suite 160
Phoenix, AZ 85020

Telephone: (602) 674-4325

Fax: (602) 861-0463

E-mail: bburkha@hs.state.az.us

or

Name: Kathleen Phillips, Rules Administrator
Address: Arizona Department of Health Services

1740 W. Adams, Suite 102
Phoenix, AZ 85007

Telephone: (602) 542-1264
Fax: (602) 364-1150
E-mail: kphilli@hs.state.az.us
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An explanation of therule, including the agency’sreasonsfor initiating therule:

The proposed rulemaking adds R9-16-315 to A.A.C. Title 9, Health Services,; Chapter 16, Occupational Licensing;
Article 3, Licensing Hearing Aid Dispensers, to establish time-frames for the issuance of licenses required by the
Article. Time-frames are established for Department approval to take an examination, issuance of aregular license by
examination, issuance of a regular license by reciprocity, issuance of aregular license for a business, issuance of an
initial temporary license, renewal of atemporary license, renewal of aregular license, and approval of a continuing
education course that is requested separately from an application for renewal of alicense. The rulemaking is neces-
sary to ensure that Department licenses required under 9 A.A.C. 16, Article 3 are issued according to A.R.S. 88 41-
1072 through 41-1079.

A reference to any study that the agency proposesto rely on in its evaluation of or justification for the proposed

rule and wherethe public may obtain or review the study, all data underlying each study, any analysis of the study
and other supporting material:

Not applicable

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a

previous grant of authority of a political subdivision of this state:

Not applicable

Thesummary of the economic, small business, and consumer_impact:

The proposed rule directly impacts and benefits the approximately 215 hearing aid dispensers who are currently
licensed to engage in the practice of fitting and dispensing hearing aids in Arizona, the approximately 60 business
organizations that are currently licensed to operate a hearing aid dispenser business in Arizona, the approximately 45
individuals and entities that apply for an initia license each year, the approximately 50 individuals who apply for
approval to take the examination to become a licensed hearing aid dispenser each year, and the approximately 65
individuals and entities that request approval of a continuing education course each year. The proposed rule will not
add any new or additional coststo licensed hearing aid dispensers or hearing aid dispenser businesses, or to individu-
als or entities that may apply to the Department for initial licenses or approvals related to the hearing aid dispenser
licensing program. Establishing a time-frame rule for the licensure of hearing aid dispensers and hearing aid dis-
penser businesses and for approvals related to the hearing aid dispenser licensing program helps ensure that the
Department issues hearing aid dispenser and hearing aid dispenser business licenses and approvals in a timely and
consistent manner, which benefits Arizona's hearing aid dispensers and hearing aid dispenser businesses, individuals
and entities that apply to become hearing aid dispensers or hearing aid dispenser businesses, individuals and entities
that apply for approvals related to the hearing aid dispenser licensing program, and the tens of thousands of individu-
alswho receive services from licensed hearing aid dispensers and hearing aid dispenser businessesin Arizona.

The proposed rule directly impacts the Department. The Department estimates that it will incur minimal initial costs
of approximately $580.00 to revise forms and update the Department’s database. The Department estimates that it
will incur moderate ongoing annual costs of approximately $2214.00 to implement the time-frame rule. The Depart-
ment’s increased annual costs result from entering data into the database for approximately 50 applications for
approval to take the examination and approximately 65 applications for approval of a continuing education course;
monitoring and tracking those applications; mailing letters of administrative completeness to applicants; and conduct-
ing management review and analysis of time-frame compliance.

The proposed rule may impact state revenuesif the Department failsto comply with the time-frame requirements and
isrequired by state law to refund licensing fees and pay penalties to applicants. However, the Department has already
been performing time-frame activities and tracking time-frames for the licensure of hearing aid dispensers and hear-
ing aid dispenser businesses and, given the Department’s current work load and resources, the Department believes
that the time-frame rule requirements will be met for the licensing of hearing aid dispensers and hearing aid dispenser
businesses, the approval to take the examination, and the approval of a continuing education course.

The proposed rule does not impact public or private employment or a political subdivision of this state.

10. A description of the changes between the proposed rules, including supplemental notices, and final rules (if

applicable):

The agency did not receive any comments regarding the Notice of Proposed Rulemaking. The Department has made
technical and grammatical changes to the rules based on comments received from the Governor’s Regulatory Review
Council’s staff. Subsection (A)(4) was added to the final rule to include in the definition of “application packet” the
“information, documents, and fees required by the Department for approval of a continuing education course that is
requested separately from an application for renewal of alicense.” The proposed rule did not contain this subsection,
which is necessary to clarify that the term “application packet” applies to an approval of a continuing education
course in addition to an approval to take the examination, an initial regular license or renewal of aregular license, and
aninitial temporary license or renewal of atemporary license.

11. A summary of the principal comments and the agency responseto them:

None
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12. Any other mattersprescribed by statute that are applicable to the specific agency or to any specific rule or class of

13,

14,

15,

rules:

None

Incorporations by reference and their location in the rules:
None

Wasthisrule previousy made as an emergency rule?
No

Thefull text of therulesfollows:

TITLE 9. HEALTH SERVICES

CHAPTER 16. DEPARTMENT OF HEALTH SERVICES
OCCUPATIONAL LICENSING

ARTICLE 3. LICENSING HEARING AID DISPENSERS

Section
R9-16-315. Time-frames

ARTICLE 3. LICENSING HEARING AID DISPENSERS

R9-16-315. Time-frames

A.
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For purposes of this Section, “application packet” means the information, documents, and fees required by the Depart-

ment for:

1. Approval to take an examination,

2. Aninitial regular license or renewal of aregular license,

3. Aninitial temporary license or renewal of atemporary license, or

4. Approval of acontinuing education course that is requested separately from an application for renewal of alicense.

The overall time-frame described in A.R.S. § 41-1072 for each type of approval granted by the Department under this

Article is specified in Table 1. The applicant and the Department may agree in writing to extend the substantive review

time-frame and the overall time-frame. An extension of the substantive review time-frame and the overall time-frame may

not exceed 25% of the overall time-frame.

The administrative completeness review time-frame described in A.R.S. § 41-1072 for each type of approval granted by

the Department under this Article is specified in Table 1.

1. Theadministrative completeness review time-frame begins:

For approval to take an examination, on the date the Department receives an application packet;

For approval of aregular license by examination, when the applicant takes the examination; and

For approval of aregular license by reciprocity, a regular license for a business, an initial temporary license, a

renewal of aregular license, arenewal of atemporary license, or approval of a continuing education course that

is requested separately from an application for renewal of alicense, on the date the Department receives an appli-
cation packet.

When an application packet is complete, or when an applicant for approval of a regular license by examination sub-

mits an examination for scoring, the Department shall provide a written notice of administrative completeness to the

applicant.

If the Department grants an approval during the administrative completeness review time-frame, the Department

shall not issue a separate written notice of administrative completeness.

If an application packet is incomplete, the Department shall provide to the applicant a written notice of deficiencies

specifying the missing documents or incomplete information. The administrative completeness review time-frame

and the overall time-frame are suspended from the date of the notice until the date the Department receives a com-
plete application packet from the applicant.

If the applicant fails to submit to the Department all of the items and information listed in the notice of deficiencies

within 90 days from the date of the notice of deficiencies, the Department shall consider the application withdrawn.

The substantive review time-frame described in A.R.S. § 41-1072 is specified in Table 1 and begins on the date of the

notice of administrative completeness.

1. During the substantive review time-frame, the Department may make one comprehensive written request for addi-
tional documents or information, or a supplemental request for additional documents or information by mutual writ-
ten agreement with the applicant.

2. |f the Department provides to the applicant a comprehensive written request or a supplemental request for additional
documents or information, the substantive review time-frame and the overall time-frame are suspended from the date
of the request until the date the Department receives all of the documents or information requested.
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3. If the applicant fails to submit to the Department the documents or information requested by the Department in a
comprehensive written request or supplemental request for additional documents or information within 90 days from
the date of the request, the Department shall consider the application withdrawn.

Table 1. Time-frames (in calendar days)

Tvpe of Approval Satutory Author- | Overall Time- Administrative Substantive Review
ity frame Completeness Timeframe
Review Timeframe

Approval to take an
examination (R9-16- | A.R.S. 88 36-1904, | 60 30 30
303(A)(1) and (A)(2)) | 36-1923
Regular License by
Examination (R9-16- | A.R.S. §§ 36-1904,
303(A)(3), (A)(4),and | 36-1923

(A)(B)

Regular License by
Reciprocity (R9-16- A.R.S. 88 36-1904,
303(B)) 36-1922

Regular Licensefor a
Business (R9-16- A.R.S. 8836-1904, | 60 30 30
303(C)) 36-1910
Initial Temporary
License (R9-16- A.RS 8§36-1926 |60 30 30
03(D
Renewal of a Tempo-
rary License (R9-16- | A.R.S.836-1926 | 60 30
03(D
Renewal of a Regular
License (R9-16- A.R.S. 8836-1904, | 60 30 30
303(C) and R9-16- 36-1904, 36-1910
307)
Approval of acontinu-
ing education course | A.R.S. § 36-
that is requested sepa- | 1904(C)
rately from an applica-
tion for renewal of a
license (R9-16-308
and R9-16-309)
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NOTICE OF FINAL RULEMAKING

TITLE 12. NATURAL RESOURCES

CHAPTER 4. GAME AND FISH COMMISSION

PREAMBLE
Sections Affected Rulemaking Action
R12-4-701 Amend
R12-4-702 Amend
R12-4-703 Amend
R12-4-705 Amend
R12-4-706 Amend
R12-4-708 Amend
R12-4-709 Amend
R12-4-711 Amend
R12-4-712 Amend

The gpecific authority for the rulemaking, including both the authorizing statute (general) and the statutes the

rules areimplementing (specific):

Authorizing statute: A.R.S. § 17-231(A)(1)
Implementing statutes: A.R.S. 88 17-296, 17-297, and 17-298

The effective date of therules:

June 6, 2002

A ligt of all previous notices appearing in the Register addressing thefinal rules:

Notice of Rulemaking Docket Opening: 7 A.A.R. 1683, April 20, 2001

Notice of Public Meeting on Open Rulemaking Docket: 7 A.A.R. 2333, June 8, 2001
Notice of Public Meeting on Open Rulemaking Docket: 7 A.A.R. 2782, June 29, 2001
Notice of Proposed Rulemaking: 8 A.A.R. 34, January 4, 2002

The name and address of agency personnel with whom persons may communicate regarding the rulemaking:

Name: Mark E. Naugle, Manager, Rules and Risk Management

Address: Arizona Game and Fish Department DORR
2221 W. Greenway
Phoenix, AZ 85023-4399

Telephone: (602) 789-3289

An explanation of therules, including the agency’s reasons for initiating the rules:

The rulemaking is primarily aresult of the 2000 five-year rulesreview of Article 7, which identified potential amend-
ments to the Article 7 rules to clarify the application process and general provisions of the Arizona Game and Fish
Commission Heritage Fund Grant programs.

R12-4-701. Heritage Grant Definitions

In order to alleviate any possible confusion regarding the effective dates of the grants, the rulemaking adds a defini-
tion of “grant effective date” to R12-4-701. This term will also be used in R12-4-711. Participant Agreements. The
grant effective date will be the date that the Arizona Game and Fish Department Director signs the participant agree-
ment, and this will be the start date for the project.

In afurther effort to reduce confusion for those applying for a Heritage Grant, the rulemaking amends the term “Bud-
get Prioritization Process’ to clarify that the document and the prioritization process is for grant applications. The
new term is “Grant Prioritization Process.”

In addition, the rulemaking adds definitions for “Heritage Grant” and “Participant Contact” and amends the rule
where necessary to make the rule language consistent with the current requirements for rulemaking language and
style.

R12-4-702. General Provisions

The 2000 five-year rules review of Article 7 identified amendments to the rule to clarify the application process and
general provisions of the Arizona Game and Fish Commission Heritage Fund Grant programs. The rulemaking
makes the following amendments to R12-4-702:
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* Inorder to clarify application submission requirements, prevent applicant confusion, and eliminate unintentional
applicant error, the rulemaking amends subsection (A) to clarify that the exact time and date for the application
deadline and the exact application submission location will be designated in the Arizona Game and Fish Depart-
ment's Grant Application Manual, available from the Department’s Funds Planning Section at the Phoenix
office.

e The 2000 five-year rulesreview of Article 7 found that the language in subsection (B) regarding grant ineligibil-
ity was overly broad and restrictive. The rulemaking revises the language to specify that grant applicants who fail
to comply with the rules or conditions of a Heritage Grant Participant Agreement, issued under Title 12, Chapter
4, are not eligible for further grants only until their project is brought into compliance. With this proposed rule
amendment, the Department is relaxing the ingligibility restriction it places on participants, since it was never the
intent of the Department to render an applicant permanently ineligible under this subsection if they have a project
over two years old that has not been completed and closed. The amended rule language will alow applicants to
be eligible for further Heritage Grants once their projects are brought into compliance.

e The Department has found that the $500 Environmental Education and Schoolyard grant minimums, alowed in
subsection (H), are not cost effective for the agency to administer. Actual administrative costs routinely exceed
$500. The rulemaking rai ses the minimum to $1000, which isthe minimum for all grants other than Environmen-
tal Education and Schoolyard.

*  The rulemaking also amends the rule to add subsection (K), which specifies that if required by the participant
agreement, including the Special Conditions attachment, the grant recipient shall be in compliance with all appli-
cablelocal, state, and federal law and must provide evidence, as defined by the Department in the Special Condi-
tions attachment, to the Department prior to the release of the initial grant funds and prior to project
implementation. This is an existing requirement currently stipulated in R12-4-709. The requirement is being
deleted from R12-4-709, and the language is being clarified and moved to this Section since it is more appropri-
ately identified as a general provision of the Heritage Grant requirements.

e Subsection (L) is also being added by the rulemaking. This subsection specifies that if a participant contact has a
Heritage Grant funded project in extension, the participant contact and the administrative subunit employing the
participant contact shall not be eligible for further Heritage Grants until the project under extension is completed.
Thisrestriction applies only to an individual participant contact and administrative subunit, as defined in R12-4-
701. It does not apply to the participant contact’s public agency as a whole, or to any other participant contact
employed by the same public agency in another administrative subunit, so long as that participant contact’s Her-
itage Grant funded project is not in extension. The proposed amendment will not change the amount of available
funds, or the amount of funds awarded. It will encourage participants to complete their projects on time, and it
will benefit additional applicants who might not otherwise receive funding for their projects.

e The 2000 five-year rules review of Article 7 also identified the need for technical corrections and style changes.
These changes are necessary to correct outdated material and to make the rule language consistent with the cur-
rent requirements for rulemaking language and style.

R12-4-703. Review of Proposals

The 2000 five-year rulesreview of R12-4-703 did not identify the need for any changesto the rule; however, to make
the rule language consistent with the rest of the proposed Article 7 rule amendments, and in an effort to reduce confu-
sion for those applying for a Heritage Grant, the rulemaking amends the term “Budget Prioritization Process’ to clar-
ify that the document and prioritization process is for grant applications. The proposed new term is “Grant
Prioritization Process.”

In addition, the rulemaking amends the rule where necessary to make the rule language consistent with the current
requirements for rulemaking language and style.

R12-4-705. Public Access Grants

The 2000 five-year rules review of R12-4-705 determined that the applicant eligibility requirements in subsection (B)
were somewhat vague. The rulemaking amends the rule to clarify project eligibility requirements and to remove lan-
guage that is duplicative of state Statute. In addition, the rulemaking amends the rule where necessary to make the
rule language consistent with the current Requirements for rulemaking language and style.

R12-4-706. Environmental Education Grants

The rulemaking revises subsection (B) to raise the Environmental Education Grant’s minimum project proposal
amount from $500 to $1000, which is the minimum for al grants other than Environmental Education and School-
yard. The agency has found that allowing for proposals of only $500 is not cost-effective for the agency to administer
since the actual administrative costs routinely exceed $500.

The rulemaking also makes technical corrections and style changes identified in the 2000 five-year rules review of
Article 7. These changes are necessary to correct outdated material and to make the rule language consistent with the
current Requirements for rulemaking language and style.
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R12-4-708. I1APAM: Grantsfor Identification, Inventory, Acquisition,
Protection, and M anagement of Sensitive Habitat

The 2000 five-year rules review of R12-4-708 determined that the rule title required revision. The grant title and the
acronym for the grant are not consistent. The rulemaking will change the title to “I|APM: Grants for Identification,
Inventory, Acquisition, Protection, and Management of Sensitive Habitat.” The rulemaking also amends the rule to
make the rule language consistent with the current Requirements for rulemaking language and style and to remove
language that is duplicative of state Statute.

R12-4-709. Grant Applications

In an effort to simplify the paperwork required to provide evidence of control and tenure at a project site that is being
directly or indirectly managed by the applicant, the Department proposes to amend subsection (1)(2) of the rule to
allow for other types of appropriate documentation to be used as proof of control and tenure. An example would be a
letter from a public school principal or superintendent verifying that the project siteis on public school grounds.

The rulemaking will also amend the rule to delete subsection (K) and move it to R12-4-702 to be incorporated into a
new subsection that specifies that if required by the participant agreement, including the special conditions attach-
ment, the grant recipient shall be in compliance with local, state, and federal law and must provide evidence, as
defined by the Department in the Special Conditions attachment, to the Department prior to the release of the initial
grant funds and prior to project implementation.

In addition, the rulemaking amends the rule where necessary to make the rule language consistent with the current
Requirements for rulemaking language and style.

R12-4-711. Participant Agreements

The rulemaking clarifies that the Department shall transfer grant funds within one year of the date the Director signs
the agreement rather than within one year of the date grant awards are announced. This change is being proposed
because of confusion generated by the term “grant award” in subsection (2). This term is often misinterpreted as the
date of the Commission meeting at which the Department announces the grant awards, rather than the date the
Department ratifies the contractua agreement. Therefore, the Department wishes to clarify that the Department shall
transfer grant funds within one year of the date the Director signs the agreement rather than within one year of the
date that the grant awards are announced.

The rulemaking also extends the project period from two years to three years and adds a provision to subsection (13)
that stipulates that any equipment purchased with grant funds that has an acquisition cost of greater than $500 shall be
surrendered to the Department upon completion of the project, unless the Department has authorized the participant
to sell the equipment or use the equipment for an approved public purpose for the useful life of the equipment under
the Grant-in-Aid Participant Agreement. In the existing rule text, no monetary figureis placed on the equipment to be
surrendered to the Department; instead, the rule requires that the participant return any equipment not used for a pub-
lic purpose for the useful life of the equipment to the Department.

On average, it takes 2.6 years to complete a Heritage Grant project, due primarily to the external permitting and
approval process. Thislimitsthe actual fieldwork time to less than two biological seasons, which can impact the qual-
ity of the biological data. Ideally, two biological seasons are needed for sound and valid research. Under the current
time-limit constraint of two years, participants typically need to request an extension to complete their work. Thisis
costly to both the participant and the Department. The proposed rule change, which increases the time limit from two
to three years, will eliminate the need for most extensions and should improve the potential for project success. The
new schedule will also benefit those working with grants in the school systems, as it will lessen the constraints that
the school year time period places on project completion schedules.

Stipulating that equipment purchased with grant funds that has an acquisition cost of greater than $500 be surrendered
to the Department upon completion of the project (unless the Department has authorized the participant to sell the
equipment or use the equipment for an approved public purpose for the useful life of the equipment) will act as a con-
trol mechanism on the Heritage Grant Fund to assure that equipment of at least $500 is used for a Heritage funded
public good. Returned equipment undergoes Department inventory processing, which requires the time and effort of
the Heritage Grant Coordinator and Special Services personnel. Equipment identification tags are assigned to the
items, and the items are then routed to Heritage-funded projects or, if determined to be non-useable, processed for
disposal. The retrieval or return processing, inventory, and distribution takes an estimated minimum of 20 hours.
$500 was selected as the threshold amount because that is the administrative break-even point for the retrieval of
equipment.

The rulemaking also involves technical corrections and style changes identified in the 2000 five-year rules review of
Article 7. These changes are necessary to correct outdated material and to make the rule language consistent with the
current Requirements for rulemaking language and style.

R12-4-712. Reporting and Record Requirements

In addition to amending the rule where necessary to make the rule language consistent with the current Requirements
for rulemaking language and style, the rulemaking reduces the regulatory burden on the participant by reducing the
number of annually required project-status reports from four to two. This amendment is being proposed to eliminate
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unnecessary reporting requirements for Heritage Grant participants. The Department believes that requiring partici-
pants to submit quarterly status reports is not necessary for the control and management of Heritage Grant funded
projects. The Department believes that reducing the reporting requirements will save participants and the Department
both time and money, without impacting project quality or results.

A reference to any study that the agency relied on in its evaluation of or justification for the proposed rules and
where the public may obtain or review the study, all data underlying each study, any analysis of the study and
other supporting material:

None

A showing of good cause why the rules are necessary to promote a statewide interest if the rules will diminish a
previous grant of authority of a palitical subdivision of this state:

Not applicable

Thesummary of the economic, small business, and consumer impact:

R12-4-701. Heritage Grant Definitions
R12-4-703. Review of Proposals
R12-4-705. Public Access Grants

R12-4-708. I1APAM: Grantsfor Identification, Inventory, Acquisition, Protection, and M anagement of Sensi-
tive Habitat

R12-4-709. Grant Applications

Except for those costs associated with the rulemaking itself, the rulemaking will result in no added cost to the Arizona
Game and Fish Department, or to other agencies directly affected by the implementation and enforcement of the rule-
making. The rulemaking will benefit the Department and those governmental entities applying for Heritage Grants by
correcting outdated material and improving the accuracy, clarity, and understandability of the rules. Additionally,
proposed amendments to R12-4-709 will help to reduce costs to applicants by simplifying the paperwork required to
provide evidence of control and tenure at a project site that is being directly or indirectly managed by the applicant.

The grants that are approved from the Heritage Fund result in an average expenditure of $980,000 annually. Many of
these funds are expended to purchase goods and services from businessesin Arizona. Some of the types of businesses
who receive the benefit of these funds are construction companies, engineering firms, companies that supply high-
tech equipment and computers, testing laboratories, scientific supply houses, lumber companies, archaeol ogists, sign
companies, paper products companies, helicopter/flight service companies, fence companies, and landscaping com-
panies.

There will not be any additional costs or reduction in revenues to businesses resulting from these rule amendments,
and there is no anticipated effect on the revenues or payroll expenditures of employers who are subject to or affected
by the rulemaking.

The expenditure of funds from the grants that are approved from the Heritage Fund will continue to have avery posi-
tive financial affect in terms of providing additional revenue opportunities for many businessesin the state.

The Department has determined that the benefits of the rulemaking for R12-4-701, R12-4-703, R12-4-705, R12-4-
708, and R12-4-709 outweigh any costs.

R12-4-702. General Provisions

The rulemaking will affect those agencies and governmental entities eligible to apply for and receive Heritage Grants.
The agencies that have submitted applications to the Department in the past include representative organizations from
all of the types of government that are eligible to receive funding. Those which have received funding include agen-
cies such as the U.S. Department of Agriculture, the U.S. Fish and Wildlife Service, Arizona State Parks Board,
NAU, ASU, Verde Natural Resource Conservation District, Yavapai County Parks and Recreation Department,
White Mountain Apache Tribe, Miami School District, Cochise County, and the Prescott Historical Society, to name
just afew. The grants from the Heritage Program have been distributed to nearly al of the urban and rural areasin the
state, and to al levels of government. The rulemaking is expected to benefit all public agencies and governmental
entities applying for an Arizona Game and Fish Commission Heritage Fund Grant.

Except for those costs associated with the rulemaking itself, the proposed rule amendment to subsection (A), which
clarifies that the exact time and date for application deadline and the exact application submission location will be
designated in the Arizona Game and Fish Department’s Grant Application Manual, will result in no added cost to the
Arizona Game and Fish Department, or to other agencies directly affected by the implementation and enforcement of
the rulemaking. The Department’s Grant Application Manual, which the Department currently publishes and pro-
vides to applicants, already contains this information. The information is being added to the rule so that Heritage
Grant applicants will be better informed about the correct process for submitting applications. It is the Department’s
belief that this amendment will reduce and perhaps even eliminate unintentional applicant submission errors. The
rulemaking will benefit the Department and those governmental entities applying for Heritage Grants by clarifying
the application submission process and reducing or eliminating errors.
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The proposal to revise subsection (B) to specify that grant applicants who fail to comply with the rules or conditions
of a Heritage Grant Participant Agreement, issued under Title 12, Chapter 4, are not eligible for further grants only
until their project is brought into compliance, isintended to clarify the existing rule language, which the Department
has found to be overly broad and restrictive. With this proposed rule amendment, the Department is relaxing the inel-
igibility restriction it places on participants, sinceit was never the intent of the Department to render an applicant per-
manently ineligible under this subsection if they have a project over two years old that has not been completed and
closed. The amended rule language will allow applicants to be eligible for further Heritage Grants once their projects
are brought into compliance. There should be no additional costs to the Department or to other agencies as aresult of
this rulemaking. Applicants who are in default will have a greater incentive to bring their projects into compliance,
which will ultimately benefit the Department and the citizens of Arizona.

The proposal to raise the grant minimums allowed in subsection (H) from $500 to $1000 is designed to make therule
language of R12-4-702 consistent with R12-4-706. Environmental Education Grants, where this changeis also being
made. All Heritage Grant applications are evaluated through the Department’s Grant Prioritization Process, and the
processing is the same for al applications approved for funding, regardless of the amount or type of project. Once
funded, projects are managed essentially the same even though the funding may vary greatly among projects. The
minimum staff time needed to evaluate the application and manage the funded project is approximately 56 hours.
Assuming staff time at $20 per hour, the cost/benefit ratio of projects funded at less than $1,000 is less than the fund-
ing amount. Changing the minimum amount to $1,000 will benefit the Department because the administration and
management costs will be more in line with the minimum amount funded.

The only other agencies directly affected by the rulemaking in subsection (H) are the school districts of Arizona
applying for Environmental Education and Schoolyard grants. Since 1992, there have been eight school districts that
have been awarded grantsfor less than $1,000. None of these was more recent than 1996. Therefore, the direct impact
on applicants is expected to be minimal to nonexistent since all funded projects in the last five years have been for
amounts greater than $1,000, which indicates that costs for these types of projects typically exceed $1,000. Larger
projects generally do require more effort in application preparation and project management during the project imple-
mentation phase; however, increasing the minimum from $500 to $1,000 is not believed to be a significant amount
from this standpoint and is not expected to increase costs to applicants.

The Department anticipates that the proposed addition of subsection (K) to this Section will result in no added costs
to the Arizona Game and Fish Department, or to other agencies directly affected by the implementation and enforce-
ment of the rulemaking, with the exception of those costs directly associated with the rulemaking itself. The rulemak-
ing specifies in subsection (K) that if required by the participant agreement, including the Specia Conditions
attachment, the grant recipient shall be in compliance with local, state, and federal law and must provide evidence, as
defined by the Department in the Special Conditions attachment, to the Department prior to the release of the initial
grant funds and prior to project implementation. This is an existing requirement currently stipulated in R12-4-709.
The requirement is being deleted from R12-4-709, and the language is being clarified and moved to this Section since
it is more appropriately identified as a general provision of the Heritage Grant requirements. The addition of subsec-
tion (K) will place no new requirements on applicants and will benefit applicants and the Department be clarifying
the requirements in amore logical place in the Heritage Grantsrules.

The Department likewise anticipates that the proposed addition of subsection (L) to this Section will result in no
added costs to the Arizona Game and Fish Department, or to other agencies directly affected by the implementation
and enforcement of the rulemaking, with the exception of those costs directly associated with the rulemaking itself.
Subsection (L) specifies that if a participant contact has a Heritage Grant funded project in extension, the participant
contact and the administrative subunit employing the participant contact shall not be eligible for further Heritage
Grants until the project under extension is completed. This restriction applies only to an individual participant contact
and administrative subunit, as defined in R12-4-701. It does not apply to the participant contact’s public agency as a
whole, or to any other participant contact employed by the same public agency in another administrative subunit, so
long as the other participant contact’s Heritage Grant funded project is not in extension. The primary effect of this
restriction will be that any available funding that might otherwise have gone to applicants whose projects are in
extension will now be available to other applicants, including new applicants. The proposed amendment will not
change the amount of available funds, or the amount of funds awarded. It will encourage participants to complete
their projects on time, and it will benefit additional applicants who might not otherwise receive funding for their
projects. In the last funding cycle, only two participants would have been affected by this rule change.

There will be no additional costs and no reductions in revenues to businesses resulting from these rule amendments,
and there is no anticipated effect on the revenues or payroll expenditures of employers who are subject to or affected
by the rulemaking.

The expenditure of funds from the grants that are approved from the Heritage Fund will continue to have avery posi-
tive financial affect in terms of providing additional revenue opportunities for many businesses in the state. This will
not change as a consequence of the rulemaking.

The Department anticipates that the benefits from the rulemaking for R12-4-702 will outweigh the costs to the
Department and any other agencies or political subdivisions directly affected by the implementation and enforcement
of the rulemaking.
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R12-4-706. Environmental Education Grants

The rulemaking revises subsection (B) to raise the Environmental Education Grant’s minimum project proposal
amount from $500 to $1000, which is the minimum for al grants other than Environmental Education and School-
yard. The agency has found that allowing for proposals of only $500 is not cost-effective for the agency to administer
since actual administrative costs routinely exceed $500.

An analysis of funded projects indicates that the number of projects funded in the range of $500 to $1,000 has been
few. Beginning in 1992 and extending through 2000, five of 61 Environmental Education projects were funded for
less than $1,000, for atotal of $3,068. Likewise, three of 88 Schoolyard projects were funded for less than $1,000, for
atotal of $1,883. All of the projects under $1,000 were funded prior to fiscal year 1996. The total awarded funding
during the period was $301,350 for Environmental Education and $495,492 for Schoolyard projects. The direct
impact on applicantsis expected to be minimal to nonexistent since all funded projectsin the last five years have been
for amounts greater than $1,000, which indicates that costs for these types of projects typically exceed $1,000. Larger
projects generally do require more effort in application preparation and project management during the project imple-
mentation phase; however, increasing the minimal standard from $500 to $1,000 is not believed to be a significant
amount from this standpoint and is not expected to increase costs to applicants.

The total grants that are approved from the Heritage Fund result in an average expenditure of $980,000 annually.
Many of these funds are expended to purchase goods and services from businesses in Arizona. Some of the types of
businesses who receive the benefit of these funds are construction companies, engineering firms, companies that sup-
ply high-tech equipment and computers, testing laboratories, scientific supply houses, lumber companies, archaeolo-
gists, sign companies, paper products companies, helicopter/flight service companies, fence companies, and
landscaping companies.

There will not be any additional costs or reduction in revenues to businesses resulting from these rule amendments,
and there is no anticipated effect on the revenues or payroll expenditures of employers who are subject to or affected
by the rulemaking.

The expenditure of funds from the grants that are approved from the Heritage Fund will continue to have avery posi-
tive financial affect in terms of providing additional revenue opportunities for many businessesin the state. This will
not change as a consequence of the rulemaking.

The Department anticipates that the benefits of the rulemaking for R12-4-706 will outweigh the costs.
R12-4-711. Participant Agreements

The rulemaking clarifies that the Department shall transfer grant funds within one year of the date the Director signs
the agreement rather than within one year of the date grant awards are announced; extends the project period from
two years to three years; and adds a provision to subsection (13) that stipulates that any equipment purchased with
grant funds that has an acquisition cost of greater than $500 shall be surrendered to the Department upon completion
of the project, unless the Department has authorized the participant to sell the equipment or use the equipment for an
approved public purpose for the useful life of the equipment under the Grant-in-Aid Participant Agreement. In the
existing rule text, no monetary figure is placed on the equipment to be surrendered to the Department; instead, the
rule required that the participant return any equipment not used for a public purpose for the useful life of the equip-
ment to the Department. Returned equipment undergoes Department inventory processing, which requires the time
and effort of the Heritage Grant Coordinator and Special Services personnel. Equipment identification tags are
assigned to the items, and the items are then routed to Heritage-funded projects or, if determined to be non-useable,
processed for disposal. The retrieval or return processing, inventory, and distribution takes an estimated minimum of
20 hours. $500 was selected as the threshold amount because that is the administrative break-even point for the
retrieval of equipment.

Establishing the deadline for payment of funds within one year of the grant effective date clarifies the deadline for the
participant and removes confusion from the process. This change will also allow the participant more time (in some
cases as much as three months) to request funds, which will help with scheduling and logistical matters associated
with project implementation.

The time needed to compl ete Heritage projects averages approximately 2.6 years. Currently, half of the open projects
have extensions. The rulemaking adds an additional year for the project period, which is expected to offset the need
for at least one extension. This should reduce the financial impact for the participants and the Department. For exam-
ple, the administrative tasks necessary for amending the Agreement to authorize an extension include the Department
notifying the participant of the impending expiration date, the participant requesting an extension, and the Depart-
ment processing and approving the extension. If these steps can be eliminated the financial impact will be reduced for
all partiesinvolved in the grant process.

The proposed three-year project period may impact project cost, that is, there will be more time for more work and
thus the potential for more costs. How much thiswill actually affect costs and in turn the amount of funding requested
is not known at this time. However, the applicant will be encouraged to limit the scope of project work to not more
than two years and to reserve the remaining time for product review and project management. With fewer projects
needing extensions, the participants and the Department should benefit without any change in the amounts of monies
being awarded.
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The grants that are approved from the Heritage Fund result in an average expenditure of $980,000 annually. Many of
these funds are expended to purchase goods and services from businesses in Arizona. The general public is the ulti-
mate beneficiary of these rules. The activities and programs that are developed as a result of the Heritage Fund are
intended to benefit wildlife and wildlife resources and also the general public for recreational and educational pur-
poses. No additional costs are anticipated for the general public, private persons, and consumers who are directly or
indirectly affected by the rulemaking, and there are no small businesses directly subject to the rulemaking since only
governmental entities are eligible to apply for Heritage Grants.

The Department believes that the rulemaking will reduce confusion for applicants and save both applicants and the
Department time and money. The Department has determined that the benefits of the rulemaking for R12-4-711 out-
weigh any costs.

R12-4-712. Reporting and Record Requirements

Except for those costs associated with the rulemaking itself, the rulemaking will result in no added cost to the Arizona
Game and Fish Department, or to other agencies directly affected by the implementation and enforcement of the rule-
making. The proposed rule amendment eliminates unnecessary reporting requirements for Heritage Grant partici-
pants. The Department believes that requiring participants to submit quarterly status reports is not necessary for the
control and management of Heritage Grant funded projects. The Department believes that reducing the reporting
requirements will save participants and the Department both time and money, without impacting project quality or
results.

The Department has determined that the benefits of the rulemaking for R12-4-712 outweigh any costs.

10. A description of the changes between the proposed rules, including supplemental notices, and final rules (if
applicable):

There were no substantive changes between the text of the rules contained in the Notice of Proposed Rulemaking
published by the Secretary of Statein 8 A.A.R. 34, January 4, 2002, and the text of the rules as finally adopted by the
Arizona Game and Fish Commission on March 16, 2002. Minor grammatical and formatting changes were made at
the suggestion of GR.R.C. staff.

1. A summary of the principal comments and the agency response to them:
No public comments were received on the Notice of Proposed Rulemaking.

12. Any other matters prescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules.

Not applicable

13. Incorporations by reference and their location in therules:
None

14. Wasthisrule previoudly adopted as an emergency rule?
No

15. Thefull text of therulesfollows:
TITLE 12. NATURAL RESOURCES

CHAPTER 4. GAME AND FISH COMMISSION

ARTICLE 7. HERITAGE GRANTS

Section

R12-4-701. Heritage Grant Definitions
R12-4-702. General Provisions

R12-4-703. Review of Proposals

R12-4-705. Public Access Grants
R12-4-706. Environmental Education Grants

R12-4-708. HAPAM IIAPM: Grants for Identification, Inventory, Acquisition, Protection, and Management of Sensitive
Habitat

R12-4-709. Grant Applications
R12-4-711. Grant-in-Aid Participant Agreements
R12-4-712. Reporting and Record Requirements
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ARTICLE 7. HERITAGE GRANTS

R12-4-701. Heritage Grant Definitions
In addition to the definitions provided in A.R.S. §8§ 17-101 and 17-296, the following definitions apply to theruleswithin this
Article:

1. “Administrative subunit” means the branch, department, division, section, school, or other similar divisional entity of
apublic agency where a participant contact is directly employed, for example, an individual school, but not the entire
school district; an individual field office or project office, but not the entire agency; or an individual administrative
department, but not the entire city government.

£2. “Approved application” means the a participant’s application including any changes, exceptions, deletions, or addi-
tions made by the Department pr-mr—te—and—fer—thepurpe%ef before approval

“Commission” meansthe Game and Fish Commlssmn

. “Department” means the Game and Fish Department.

. “Facilities’ means capital improvements.

. “Fund” means a granting source from the Game and Fish Heritage Fund, pursuant to under A.R.S. § 17-297.

; L FichC Son

“Grant effective date” means the date the Director of the Arizona Game and Fish Department signs the Grant-in-Aid

Participant Agreement.

“Grant Prioritization Process’” means a document approved by the Game and Fish Commission based upon the

Department mission statement, strategic plans, and current guiding statements that defines the Department’s priori-

ties. This document is also used for prioritizing grant applications.

9. “Heritage Grant” means an Arizona Game and Fish Commission Heritage Fund Grant.

710."“Participant” means an eligible applicant that has been awarded a grant from the fund.

11. “Participant contact” means an eligible applicant’s employee who is responsible for administering a Heritage Grant
funded project.

8:12.“Project” means an activity, or series of related activities, which are is described in the specific project scope of work
and which result resultsin specific products or services.

9.13.“Project period” means the peried-ef time during which all approved work and related expenditures associated with
an approved project are to be accomplished by the participant.

106.14.“ Public agency” means the federal government or any federal department or agency, Indian tribe, this state, all
departments, agencies, boards, and commissions of this state, counties, school districts, cities, towns, all municipal
corporations, and any other political subdivision of this state.

41.15.“ Specific scope of work” means the units of work to be accomplished by an approved project.

R12-4-702. General Provisions

A. Theapplication deadlineisthe last working day of November each year and funds become available July 1 of the follow-
ing year. The Department shall ensure that the exact time and date for the application deadline and the exact application
submission location are designated in the Arizona Game and Fish Department’s* Grant Application Manual.” The Depart-
ment shall ensure that the “Heritage Grant Application Manual —eentat-nt-ng application forms and instructions, and the
Budget Grant Prioritization Process, and any annualized information on project emphasis for each fund are available from

the Department S Funds Planni ng Sect|on W|th| n the Phoen|x 0ff|ce Fhe Department-shat-also-ensure that-any-annualized

B. Applrcants shall be public agenmesasdefrned in R12 4- 701 and shall apply for Heritage grantsin accordance with A.R.S.
88 17-296, 17-297, and 17-298, and Commission rules within 12 A.A.C. 4, Article 7, in-erder to be eligible for consider-
ation. Aepl+eantsAn applicant who have has failed to comply with the rules or conditions of the-participant-ir-aid-agree-
ments aGrant in-Aid ParthIDant Aqreement are is not eI|g| bIefor further grants#—they—haveany—prefeet—ever—z—year-s-etd

ved: until the appli-

N @ g b o
[ [ [~

oo

cant S proj ect is brouqht into combl iance.

C. The Department shall notify applicants in writing of the results of their applications and announce grant awards at a regu-
larly scheduled open meeting of the Game and Fish Commission. An unsuccessful applicant may submit an appeal regard-
ing a grant award within 30 calendar days of the Commission meeting in accordance with R12-4-608: A.R.S. Title 41
Chapter 6, Article 10, Uniform Administrative Appeals Procedures.

D. Participants shall not begin pI‘Oj ects described in an application until they—havesgnedrapamerpant—in—aidagreement the
grant effective date as defined in R12-4-701. Participants A participant shall complete projects as specified in the agree-
went Grant-in-Aid Participant Agreement. Participants A participant shall submit records that substantiate the expenditure
of funds.
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Fhe A participant shall operate and maintain properties, facilities, equipment, and services funded by a Heritage grant for

the benefit of the public for the useful life of the project.

The participant shall control land or waters on which capital improvements are to be made, through fee title, lease, ease-

ment, or agreement. To be eligible for a Heritage grant Grant, the applicant’s management or control rights to the pro-

posed site must shall be equivalent to the proposed investment in at least one of the following three respects:

1. Thetime remaining on the use agreement is a term sufficient, in the judgment of the Department, to ensure a period
of public use equal in value to the expenditure of awarded funds.

2. Theuse agreement is not revocable at will by the property owner and provides for the option to renew by the manag-
ing agency.

3. The applicant shaH-shew shows evidence that public access exists to the actual site where the project is proposed,
unless the purpose of the project proposal isto specifically create access or limit access.

A participant shall give public acknowledgment of grant assistance for the life of a project. When If a project involves

acquisition of property, development of public access, or renovation of a habitat site, the participant shall install a perma-

nent sign describing the funding sources and dollar amounts of all funds. The participant may include the cost of this sig-

nage as part of the original project, but shalt-be is responsible for maintenance or replacement of the sign as required. For

other project types, the participant shall include funding acknowledgment on any publicly available or accessible products

resulting from the project.

The Depar‘[ment shall not accept pI‘OjeC'[ proposals for less than $1000. exeept-that-environmental-edueation-and-school-

FheA part|C| pant shall pay operarnon and maintenance costs, including costs for reprinting of publications or other media.
Fhe A participant shall not use grant funds to pay compensation in excess of the legally established salary for any perma-
nent public employee.

If specified in the Grant-in-Aid Participant Agreement, including the Special Conditions attachment, the participant shall
provide evidence of compliance with local, state, and federal law to the Department before the release of the initial grant
funds and before project implementation.

If a participant contact has a Heritage Grant funded project in extension, the participant contact and the administrative
subunit employing the participant contact are not eligible for further Heritage Grants until the project under extension is
completed. This restriction does not apply to the participant contact’s public agency as awhole, or to any other participant
contact employed by the same public agency in any other administrative subunit, so long as the other participant contact
does not have a Heritage Grant funded project in extension. For the purposes of this restriction, the Department shall
determine what constitutes an administrative subunit.

R12-4-703. Review of Proposals

A.

Grant proposals are competitive and the Department shall make awards based on the-basis-ef-a proposed prejects-
project’s compatibility with the priorities of the Game and Fish Department—prefect and the project’s feasibility, merit,
and usefulness. The Department shall evaluate and rank all eligible proposal s purstant-te under the criteria established in
these-rdles this Section and the Department’s Bueget Grant Prioritization Process as approved by the Commission and
available from the Department’s Funds Planning Section in the Phoenix office.

The Department say shall make funding of a an awarded project contingent upon revision of the prepesal application if
the Department determines that substantive changes are necessary for the successful completion of the project.

R12-4-705. Public Access Grants
“ Publlc access’ has the meaning prescri bed inA.R. S 8§ 17-296(1). means—pmwdmg—er%w—te—pubhel—y—het&—ands#ep%

A.

B.

“Publicly held lands” means federal, public, and reserved lands, State Trust L ands, and other lands within Arizonathat are
owned, controlled, or managed by the United States, the state of Arizona, agencies, or political subdivisions of the state.

B-C.lnoerderto To be eligible for a public access grant award, applieants an applicant shall ensure that a proposed projects-are

is designed to increase or; maintai n,-er+eduee public access for recreational use in cooperation with federal land manag-
ers, local and state governments, private landowners, and public users.; An applicant shall also ensure that a proposed
project is designed to and inform and educate the public about recreational use of publicly held lands and public access to
those lands. To be eligible for Heritage access grant funding, an applicant’s potential project shall provide for substantive
recreational access opportunities. Examples include providing new access into an area where no access currently exists,
re-establishing access into an area where access existed historically, maintaining or enhancing existing access routes to
better serve a specific segment of the population, or relocating an existing access corridor to avoid biologically sensitive
areas.

Volume 8, Issue #26 Page 2700 June 28, 2002



Arizona Administrative Register
Notices of Final Rulemaking

D. In€ligible projects are those projects not in compliance with this Section and those project types listed as ineligible in the
Heritage Grant Application Manual or other materials available from the Department’s Funds Planning Section in the
Phoenix office.

R12-4-706. Environmental Education Grants
A ¢ Enwronmental educatlon” has the meani nq Dl’eSCt’Ibed in A.R. S § 17 296(7)

dsare Qrogosal is for no less than $500 $1,000 and no more than $10, OOO and that a proposed prejeet&are project is

designed to:

1. Develop awareness, appreciation, and understanding of Arizona's wildlife and its environment and increase responsi-
ble actions toward wildlife;

2. UseArizonawildlife asits focus and present wildlife issues in a balanced and fair manner; and

3. Haveimpact on Arizona schools and school children.

R12-4-708. HAPRPAM IIAPM: Grantsfor Identification, I nventory, Acquisition, Protection, and Management of Sensi-
tive Habitat

“Habitat protection” has the meaning prescribed in A.R.S. § 17-296(9).

A.
B. “Sensditive habitat” has the meaning prescribedin A.R.S. § 17-296(2).
B-C.lrorderto To be digible for an HARPAM [IAPM grant, applieants an applicant shall ensure that the proposed prejects-are
project is designed to:
1. Preserve and enhance Arizona's natural biological diversity, and
2. Incorporate at least one of the following elements:
a. ldentification, inventory, acquisition, protection, or management of sensitive habitat-; or
b. Inventory, identification, protection, or management of species as addressed within A.R.S. § 17-296.
&:D.Each year the Department shall provide a listing of habitat and species as defined within A.R.S. § 17-296 whieh that it
will consider in accordance with biological, conservation, and management status changes.

R12-4-709. Grant Applications
Hr-order-to To be eligible for a Heritage grant, an applicant shall submit a grant application in accordance with the sched-
ule established by R12-4-702.
The applicant shall submit a separate application for each funding source.
The applicant shall submit the origina plus two copies of each application on paper sized 8 1/2" x 11", and shall ensure
that the original and the copies are legible.
The Department shall not accept facsimile or “fax™ “faxed” copies of a grant application.
The applicant shall ensure that the-1st-page-of-the-apphcationis the “Appllcatlon Checklist” whieh lists all items required
included within the application. The applicant shall check off an item if it is included within the application, and initial
each item whieh that is not applicable.
F. Theapplicant shall provide the following information on the grant application form:
1. Name of the éligible applicant;
2. Any county and legidative district where the project will be developed or upon which the project will have impact;
3. The official mailing address of the applicant;
4. The name, title, and telephone number of the individual who will have the day-to-day responsibility for the proposed
project;
Identification of the particular grant fund from which assistance is being requested, pursuantte under R12-4-704,
R12-4-705, R12-4-706, R12-4-707, or R12-4-708;
6. The proposed project title incorporating the name of the site, if any, and the type of work to be accomplished;
7. A clear and concise scope description of the scope and objective of the proposed project;, the nature of what isto be
accomplished:, the methods to be used:, and the desired result from the project;
8. The beginning and ending dates for the project; and
9. Thefunding amounts that will be needed to accomplish the project, including the Heritage Grant funds requested, and
evidence of secured matching funds or contributions.

>
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who on behalf of the appllcant has authontv to b| nd the applicant to the terms of the Grant |n-A|d Part|C| Dant Agreement

shall sign the grant application form. The person are-by signing;-the-autherized-agent the grant application form repre-

sents that the applicant has authority to enter into agreements, accept funding, and fulfill the terms of the propesed-project
Grant-in-Aid Participant Agreement.

H. The applicant shall submit a teeation map clearly identifying project locations or project proposal areas;, and, if applica-
ble, the applicant shall also submit a site plan and floor plan.

I.  Theapplicant shall submit with the grant application the following information to provide evidence of control and tenure
at the project site. The Department shall determine the appropriateness of the evidence of control and tenure as a part of
the grant application review process:

1

2.

3.

If the project site is owned by the applicant, a copy of the apprepriate legal document showing title in the name of the
applicant and the legal description of the property;

If the project site will be managed by the applicant, a copy of the lease, special use permit, intergovernmental agree-
ment, or other apprepriate official instrument or documentation; or

For research project proposals relating to sites not controlled by the appllcant a copy of the permit or agreement
allowing the research or, at a minimum, atetter-of-atent evidence of permission from the land manager allowing the
research.

J. Theapplicant shall submit an estimated project cost sheet form with the following information:

1
2.
3.

4,

Project title as designated on the application form;
If applicable, pre-agreement costs requested;

If applicable, all estimated development costs in order of priority of need, facilities to be constructed, unit measure-
ments, number of items, and total costs;

All land parcels to be acquired listed in priority order;, with acreage involved; and anticipated dates of acquisition;
The cost, title, and name of personnel who would accomplish the project objectives and who would receive benefit
from the grant; and

The apphicant-shal-provide-the total cost for the entire project proposal andHist with each of the following amounts
listed separately:

a. Heritage grant funds requested;

b. Applicant contribution to the project, if applicable; and

C. Any other sources ffundmg

=K. The appllcant shall answer all queﬂlons relevant to the grant applled for and to theBudget Grant Pr|0r|t|zat| on Process by
which the Department eval uates and ranks proposals.

R12-4-711. Grant-in-Aid Participant Agreements

Prior-to Before any transfer of funds, a participant shall agree to and sign a participant-agreement_Grant-in-Aid Participant
Agreement;-whieh that includes the following minimum stipulations:

1

The participant shall use awarded grant funds solely for eligible purposes of the funding program as defined by law
and as approved by the Department. The participant shall not exceed the grant allocation unless the parties amend the
participant-agreement Grant-in-Aid Participant Agreement.

If both parties agree that all project costs must shall be expended within the 4st first quarter of the project period, the
Department shall transfer the total amount of awarded grant funds to the participant within the st first quarter of the
project period. In all other cases, the Department shall transfer awarded grant funds, less 10% ten percent, to the par-
ticipant within 4 one year of the grant-award grant effective date. The Department shall transfer the final 20% ten per-
cent less any adjustment for actual expenditures upon receipt of a written request and a certification of project
completion from the participant, unless the participant violates state law or the participant-agreement Grant-in-Aid
Participant Agreement. The Department may has the authority under the Grant-in-Aid Participant Agreement to per-
form compl etion inspections prierte and reviews before rel ease of final payment.

The participant shall deposit transferred grant funds in a separate project account carrying the name and humber of
the project. The participant shall expend funds from the account only as authorized under the terms of the agreement
Grant-in-Aid Participant Agreement.

The participant may reguest changes to the terms, scope, conditions, or provisions of the agreement Grant-in-Aid Par-
ticipant Agreement A by writing to the Department. Requests for extension beyond the approved project period shall
be submitted by the participant no later than 30 days prierte before the contract expiration date. The Department
shall prepare in writing any approved amendments, which must be signed by both the participant and the Department
H-order to be valid.
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5. Notwithstanding subsection (4), the Department ay shall issue an administrative extension to unilaterally extend the
project period by no more than 90 dayswhen—nee&esar—y to perform completion inspections or to develop-an-amend-
complete administrative work if completion inspections or administrative

work cannot be completed within the time-frame of the existing Grant-in-Aid Participant Agreement.

6. If the participant violates state law or the participant-agreement Grant-in-Aid Participant Agreement, the Department
way shall seek recovery of all funds granted and classify the participant as ineligible for Heritage Funds grants for a
period not to exceed 5 five years.

7. A The participant shall operate and maintain grant-assisted capital improvements and provide reasonable protection
of any project improvements.

8. A The participant sponsormg a 3rd third party or subeentraeters subcontractor is responsible for compliance with
agreement the Grant-in-Aid Participant Agreement provisions -the-event-ef-3rd if the third party or subcontractor
defauit defaults.

9. Participants The participant shall use awarded grant funds solely for these costs associated with approved project
work incurred during the project period.

10. The project period is designated to be 2 three years from the grant effective date of-the-agreement unless otherwise
agreed upon by the Department and the participant.

11. Shedld If abalance of awarded grant fundsbe is available upon completion of approved project elements, the partici-
pant may, with Department approval, develop additional scope elements.

12. The participant shall request amendments to accommodate additions or changes to the agreement Grant-in-Aid Par-
ticipant Agreement in writing, stating the need and rationale for the amendments.

13. The participant shall use equipment purchased with grant funds for a an approved public purpose for the useful life of
the equipment, or surrender the equipment to the Department upon completion of the project, whichever comesfirst,
if the equipment has an acquisition cost of more than $500. If the equipment is sold, the participant shall pay the
Department the amount of any resulting proceeds in the ratio equivalent to the funds provided for the purchase.

14. The participant shall ensure that values the value of real property purchased with grant assistance are is appraised by
anaArizona certified appraiser within 4 one year before the purchase or lease according to the Uniform Standards of
Professional Appraisal Practice. The Department may has the authority to select an appraiser for independent eval ua-
tion if the Department has evidence that the appraised value of real property is not accurate as submitted by the partic-
ipant. The Department’s acceptance of land conveyance documents is contingent upon approval by the Game and
Fish Commission and the governor.

15. Faiture The Department shall delay grant payment to a participant who fails to submit project-status reports as

reqw red in R12-4-712 shall-delay-grantreimburserment-orprocessing until the participant has submitted all past due
proj ect-status reports.

16. The Department may has the authority under the Grant-in-Aid Participant Agreement to conduct inspections to assure
ensure compliance with all terms of the contract.

17. A The participant shall not use grant funds for the purpose of producing income. However, the participant may
engage in income-producing activities incidental to the accomplishment of approved purposes if the participant uses
the activities to further the purposes of the approved project or returns the income to the original funding source des-
ignated in the agreement Grant-in-Aid Participant Agreement. The participant shall return funds remaining at the end
of the project period to the Department.

R12-4-712. Reporting and Record Requirements

A. WHhi—H%G—daysﬂaﬂereend—ef—eaehﬂuanekpam&pamsA participant shall submit a-guarterly biannual project-status
repeort reports to the Department covering activities for the guarter-that-just-ended: project period, unless otherwise speci-

fied in the Grant-in-Aid Participant Agreement, including the Special Conditions attachment. The exact timing of the sub-

mission of reports to the Department will be as specified in the Grant-in-Aid Participant Agreement and the Special
Conditions attachment. Partieipants A participant shall ensdre-that this include a separate section in each report ineludes
Section-a covering eaeh al of the following subjects:
1. Progressin completing approved work,
2. Budget; Itemized, cumulative project expenditures, and
3. Anticipated delays and problems preventing expeditious on-time completion of the project.
B. Participants A participant shall account for income or interest derived from project funds in their the participant’s report.
C. Each participant shall retain and shall contractually require each subcontractor to retain all books, accounts, reports, files,
and other records relating to the acquisition and performance of the contract for a period of 5 five years after the comple-
tion of the contract. The Department may inspect and audit participant and subcontractor records based on verified com-
plaints or evidence that indicates the need for an inspection or audit. Upon the Department’s request, a participant or
subcontractor shall produce a legible copy of these records. The participant shall bear full responsibility for acceptable
performance by a subcontractor under each subcontract. The participant may substitute microfilm copies in place of the
original records after project costs have been verified.
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NOTICE OF FINAL RULEMAKING
TITLE 18. ENVIRONMENTAL QUALITY

CHAPTER 9. DEPARTMENT OF ENVIRONMENTAL QUALITY
WATER POLLUTION CONTROL

PREAMBLE
Sections Affected Rulemaking Action
R18-9-A902 Amend
R18-9-A903 Amend
R18-9-A905 Amend

The gpecific authority for the rulemaking, including both the authorizing statute (general) and the statutes the
rules are implementing (specific):

Authorizing statutes: A.R.S. 88 49-203, 49-255.01(B), 49-255.02(A), and 49-255.03(A)
Implementing statutes: A.R.S. 88 49-255.01, 49-255.02, and 49-255.03

The effective date of therules:

June 5, 2002

A list of all previous notices appearing in the Register addressing thefinal rule:

Notice of Rulemaking Docket Opening: 8 A.A.R. 1558, March 29, 2002
Notice of Proposed Rulemaking: 8 A.A.R. 1218, March 29, 2002

The name and address of agency personnel with whom persons may communicate regarding the rulemaking:

Name; Shirley J. Conard

Address: Arizona Department of Environmental Quality
3033 N. Central Avenue, M0401A-422
Phoenix, AZ 85012-2809

Telephone: (602) 207-4632 (Metro-Phoenix area) or
1-800-234-5677, ext. 4632 (other areas)

Fax: (602) 207-4674

E-mail: conard.shirley@ev.state.az.us

6. An explanation of therule, including the agency’s reasonsfor initiating therule:

This rulemaking makes corrections required for consistency with the NPDES program for program approval.

R18-9-A902(A)(1) has been changed to reflect the correct term for tribal lands, which is Indian Country. The change
makes the rules consistent with the terms used in the AZPDES Memorandum of Agreement between the Department
and EPA Region 9 and the definition in 40 CFR 122.2. The Department intends only to regulate discharges to land
that is within the jurisdiction of the state of Arizona.

R18-9-A902(G)(8) has been deleted. The discharge categories will be covered under the Deminimis General Permit
currently being drafted by the Department and stakeholders. EPA required that the exclusions be deleted because the
Clean Water Act and the Code of Federal Regulations governing the National Pollutant Discharge Elimination Sys-
tem (NPDES) program do not include such exclusions. If the Department retained the exclusions in R18-9-
A902(G)(8), the AZPDES program would be less stringent than the federal program and therefore the EPA would not
be able to approve it as a state-managed NPDES program. EPA has stated in comments on the proposed AZPDES
rule and in recent discussions that those discharges need to be covered by a permit. As explained in #6, stakeholders
had requested these exclusions and that it was infeasible for the Department to “permit” these types of discharges
because of the significant number. Based on discussions with EPA and other NPDES-states, the Department believes
that these discharges can be handled with a general AZPDES permit.

R18-9-A903(3) has been updated to include any water quality standard promulgated specifically for Arizona by EPA
under 40 CFR 131.31.

R18-9-A905(A)(10)(h) has been deleted because the public notice and public hearing procedures in 40 CFR
403.11(b) are for pretreatment programs and removal credits whereas the provisions at R18-9-A907 and R18-9-A908
only apply to permit actions. Because 40 CFR 403 in its entirely is incorporated by reference in
R18-9-A905(A)(7)(b), the Department agreed to make the change for clarity. Parties looking at the pretreatment sec-
tions need only look at 40 CFR 403.
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A reference to any study that the agency relied on in its evaluation of or justification for the rule and where the
public may obtain or review the study, all data underlying each study, any analysis of the study and other

supporting material:
None

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a political subdivision of this state:
Not applicable

Thesummary of the economic, small business, and consumer impact:
This rulemaking is being promulgated solely to comply with EPA’s request for the Department to conform with the
Clean Water Act. None of these changes will have an impact on the consumers or small business in Arizona because
these rules have not been applied and the changes are consistent with the current NPDES regulations. The AZPDES
rules will not be applied until EPA approves the AZPDES program submission. EPA will not move forward on the
approval of the AZPDES program until these changes are made to the AZPDES rules.

A description of the changes between the proposed rules including supplemental notices, and final rules (if
applicable):

None

A summary of the principal comments and the agency response to them:

The following two public hearing comments, although dealing with the AZPDES program, covers issues outside the
scope of this rulemaking:

Comment: R18-9-A902(A)(1). This provision states “ The Director shall give anotice to all Arizona NPDES permit-
tees, except NPDES permittees located on or discharging in Indian Country...” It is unclear whether the Department
intends to give a notice to a permittee that meets only one of those criteria (either is located on Indian Country but
discharging to non-Indian Country OR is not located within Indian Country but discharging to Indian Country). Clar-
ify the Department’s intent either through revising the rule language or adding an explanation to the preamble.

Response: The Preamble to the proposed rule included the following statement: “The Department intends only to
regulate discharges to land that is within the jurisdiction of the state of Arizona.” After AZPDES program approval,
the Department will be the permit issuing authority for any discharge to lands within the state's jurisdiction. Gener-
ally, discharges to waters within Indian Country will not be within state jurisdiction. The Department has jurisdiction
over private, state, and federal lands, within the boundaries of Indian Country. For situations where a discharge to
Indian Country waters impacts water quality standards of downstream waters of the state (non-Indian Country
waters), then the permitting authority for that discharge to Indian Country water must provide the Department an
opportunity to comment on the public noticed permit.

Comment: How will the Department handle new regulations that are promulgated by EPA after the rules are effec-
tive but before AZPDES program approval ? The new rules for cooling water intake structures are one example. Will
EPA serve as the approval authority until the Department has the authority?

Response: In general, the regulations at 40 CFR 123.62 govern revisions to state programs. 40 CFR 123.62(€)
requiresthat a state program be revised within one year of promulgation of anew or revised federal regulation. If stat-
utory changes are necessary, 40 CFR 123.62(€) provides a state up to two years from the date of promulgation of the
federal regulation. The regulations for cooling water intake structures for new facilities became effective on January
17, 2002. EPA proposed regulations for existing cooling water intake structures on April 9, 2002. Until the Depart-
ment has the authority to implement these regulations, applicants for cooling water intake structure for new facilities
will work with EPA. The Department does not anticipate any new structures subject to the regulation for new facili-
ties in Arizona because of the location of power plants in relation to perennial waters of the United States. Some
existing facilities in Arizona may be covered by the proposed regulations for existing facilities. Upon AZPDES pro-
gram approval by EPA, the Department will work to revise its rules to cover the new regulations. The Department
anticipates that the regulations for existing facilities will become effective after AZPDES program approval. Upon
program approval, the Department will proceed with a rulemaking to update the AZPDES rules in accordance with
40 CFR 123.62(€).

Comment: R18-9-A902(G)(8). The commenter does not feel it would be appropriate to delete this Section. It is the
commenter’s belief that residential evaporative cooler bleed offs, residential swimming pools, and charitable, non-
commercial car washes are an insignificant source of pollutants in Arizona. The Deminimus General Permit would
not be an appropriate way to permit these discharges. In addition, the general public are not knowledgeable about all
environmental regulations and this would probably put many individual s into noncompliance even though the source
of pollutants would be insignificant.

Response: The Clean Water Act requirement for permitting does not distinguish between significant or insignificant,
but is determined based on whether there is a discharge to a waters of the U.S. The Department must remove the
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exclusions from permitting from the AZPDES rul es because the federal NPDES program does not contain such blan-
ket waivers. The Department believes that coverage under a general permit is the only feasible means for permitting
these activities if there is a discharge. The Department understands that it will need to develop an outreach compo-
nent to inform communities and individuals of such permit requirements.

12. Any other matters prescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules:
None

13. Incorporationsby reference and their location in therules:
None

=

14. Wasthisrule previously adopted as an emergency rule?
No

15. Thefull text of therulesfollows:

TITLE 18. ENVIRONMENTAL QUALITY

CHAPTER 9. DEPARTMENT OF ENVIRONMENTAL QUALITY
WATER POLLUTION CONTROL

ARTICLE 9. ARIZONA POLLUTANT DISCHARGE ELIMINATION SYSTEM
PART A. GENERAL REQUIREMENTS

Section

R18-9-A902. AZPDES Permit Transition, Applicability, and Exclusions
R18-9-A903. Prohibitions

R18-9-A905. AZPDES Program Standards

ARTICLE 9. ARIZONA POLLUTANT DISCHARGE ELIMINATION SYSTEM
PART A. GENERAL REQUIREMENTS

R18-9-A902. AZPDES Permit Transition, Applicability, and Exclusions

A. Upon the effective date of EPA approval of the AZPDES program, the Department shall, under A.R.S. Title 49, Chapter
2, Article 3.1, and Articles 9 and 10 of this Chapter, administer any permit authorized or issued under the NPDES pro-
gram including an expired permit that EPA has continued in effect under 40 CFR 122.6.

1. TheDirector shall giveanoticeto all ArizonaNPDES permlttees except NPDES permittees|ocated on and di scharg-
ing to-tribaHands in Indian Country, and shall publish a notice in one or more newspapers of general circulation in
the state. The notice shall contain:

The effective date of EPA approval of the AZPDES program;

The name and address of the Department;

The name of each individual permitted facility and its permit number;

Thetitle of each general permit administered by the Department;

The name and address of the contact person, to which the permittee will submit notification and monitoring

reports,

Information specifying the state laws equivalent to the federal laws or regulations referenced in a NPDES permit;

and
g. Thename, address, and telephone number of a person from whom an interested person may obtain further infor-

mation about the transition.

2. Nochange

3. Nochange

4. No change

No change

No change

No change

No change

No change

Exclusions. The following discharges do not require an AZPDES permit:

1. Discharge of dredged or fill material into a navigable water that is regulated under Section 404 of the Clean Water
Act (33 U.S.C. 1344);

2. Theintroduction of sewage, industrial wastes, or other pollutantsinto POTWSs by indirect dischargers. Plans or agree-
ments to switch to this method of disposal in the future do not relieve dischargers of the obligation to have and com-

Pao o
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ply with a permit until all discharges of pollutants to a navigable water are eliminated. This exclusion does not apply
to the introduction of pollutants to privately owned treatment works or to other discharges through a pipe, sewer, or
other conveyance owned by the state, a municipality, or other party not leading to treatment works;

Any discharge in compliance with the instructions of an on-scene coordinator under 40 CFR 300, The Nationa Oil
and Hazardous Substances Pollution Contingency Plan; or 33 CFR 153.10(€), Control of Pollution by Oil and Haz-
ardous Substances, Discharge Removal;

Any introduction of pollutants from a nonpoint source agricultural or silvicultural activity, including stormwater run-
off from an orchard, cultivated crop, pasture, rangeland, and forest land, but not discharges from a concentrated ani-
mal feeding operation, concentrated aquatic animal production facility, silvicultural point source, or to an aquaculture
project;

Return flows from irrigated agriculture;

Discharges into a privately owned treatment works, except as the Director requires under 40 CFR 122.44(m), which
isincorporated by reference in R18-9-A905(A)(3)(d);

Discharges from conveyances for stormwater runoff from mining operations or oil and gas exploration, production,
processing or treatment operations, or transmission facilities, composed entirely of flows from conveyances or sys-
tems of conveyances, including pipes, conduits, ditches, and channels, used for collecting and conveying precipita-
tion runoff and that are not contaminated by contact with or that has not come into contact with, any overburden, raw
material, intermediate products, finished product, byproduct, or waste product located on the site of the operations;

& Residentid-evaporative-cosler-bleed-off-water;

¢ Charitablenoncommercial-carwashes:

H. No change

R18-9-A903. Prohibitions
The Director shall not issue a permit:

1

2.
3.

If the conditions of the permit do not provide for compliance with the applicable requirements of A.R.S. Title 49,

Chapter 2, Article 3.1; 18 A.A.C. 9, Articles 9 and 10; and the Clean Water Act;

Before resolution of an EPA objection to adraft or proposed permit under R18-9-A908(C);

If the imposition of conditions cannot ensure compliance with the applicable water quality requirements from Ari-

zonaor an affected state or tribe, or afederally promulgated water quality standard under 40 CFR 131.31;

If in the judgment of the Secretary of the U.S. Army, acting through the Chief of Engineers, the discharge will sub-

stantially impair anchorage and navigation in or on any navigable water;

For the discharge of any radiological, chemical, or biological warfare agent, or high-level radioactive waste;

For any discharge inconsistent with a plan or plan amendment approved under Section 208(b) of the Clean Water Act

(33 U.S.C. 1288); and

To anew source or anew discharger if the discharge from its construction or operation will cause or contribute to the

violation of awater quality standard. The owner or operator of a new source or new discharger proposing to discharge

into a water segment that does not meet water quality standards or is not expected to meet those standards even after

the application of the effluent limitations required under R18-9-A905(A)(8), and for which the Department has per-

formed a wasteload allocation for the proposed discharge, shall demonstrate before the close of the public comment

period that:

a. Thereare sufficient remaining wasteload allocations to alow for the discharge, and

b. The existing dischargers into the segment are subject to schedules of compliance designed to bring the segment
into compliance with water quality standards.

R18-9-A905. AZPDES Program Sandards

A. Except for subsection (A)(10), the following 40 CFR Sections and appendices, July 1, 2001 edition, as they apply to the
NPDES program, are incorporated by reference, do not include any later amendments or editions of the incorporated mat-
ter, and are on file with the Department and the Office of the Secretary of State:

©CoNogk~wWNE

No change
No change
No change
No change
No change
No change
No change
No change
No change
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10. The following substitutions apply to the material in subsections (A)(1) through (A)(9):
a. Substitute the term AZPDES for any reference to NPDES,
b. Except for 40 CFR 122.21(f) through (q), substitute R18-9-B901 (individual permit), and R18-9-C901 (general
permit), for any referenceto 40 CFR 122.21;
c. Substitute Articles 9 and 10 of this Chapter for any reference to 40 CFR 122;
d. Substitute R18-9-C901 for any referenceto 40 CFR 122.28;
e. Substitute R18-9-B901 (individual permit), and R18-9-C901 (general permit), for any reference to 40 CFR 122
subpart B;
Substitute Articles 9 and 10 of this Chapter for any reference to 40 CFR 123;
Substitute Articles 9 and 10 of this Chapter for any reference to 40 CFR 124;

fi. Substitute R18-9-1010 for any reference to 40 CFR 503.33.

No change
NOTICE OF FINAL RULEMAKING
TITLE 20. COMMERCE, BANKING, AND INSURANCE
CHAPTER 4. BANKING DEPARTMENT
PREAMBLE
Sections Affected Rulemaking Action
R20-4-602 Amend
R20-4-603 Amend
R20-4-604 Amend
R20-4-607 Amend
R20-4-611 Amend
R20-4-612 Amend
R20-4-620 Reped

The gpecific authority for the rulemaking, including both the authorizing statute (general), and the statutes the
rules areimplementing (specific):
Authorizing statute: A.R.S. § 6-123(2)
Implementing statutes: A.R.S. 88 6-123(1), 6-123(3), 6-704, 6-709(A), 6-709(J) and (M), 6-710(1), 6-710(8), and 6-
714
The effective date of therules:
June 6, 2002

A list of all previousnotices appearing in the Register addressing thefinal rule:
Notice of Rulemaking Docket Opening: 7 A.A.R. 3850, August 31, 2001

Notice of Proposed Rulemaking: 8 A.A.R. 763, February 22, 2002

The name and address of agency personnel with whom persons may communicate regarding the rulemaking:
Name: John P. Hudock

Address: Banking Department
2910 N. 44th Street, Suite 310
Phoenix, AZ 85018

Telephone: (602) 255-4421, ext. 167
Fax: (602) 381-1225
E-mail: jhudock@azbanking.com

An explanation of therule, including the agency’sreason for initiating therule:
These Sections control the conduct of business in Arizona by Debt Management Companies. This rulemaking will

accomplish the revisions promised to the Governor’s Regulatory Review Council (GR.R.C.) in afive-year review
report approved September 14, 1999. The Department will amend the Sections to remove obsolete provisions no
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longer enforced, streamline the writing, modernize statutory references, remove provisions that duplicate statutory
language, remove pointless legalisms and passive constructions, remove obsolete forms, and make these Sections
comport with modern rule writing standards.

A reference to any study that the agency relied on in its evaluation of or justification for the rule and where the
public may obtain or review the study. all data underlying each study. any analysis of the study, and other
supporting material:

The Department did not rely on any study as an evaluator or justification for the rule.

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a palitical subdivision of this state:

Not applicable

Thesummary of the economic, small business, and consumer impact:

A. The Banking Department

Changes in income and expenses to this Agency are negligible. The revision of these Sections will have some
beneficial economic effect on the Department. The rewriting of the Sections will make the rules easier for debt man-
agement companies to understand and, therefore, easier for the Department to enforce.

B. Other Public Agencies
The state will incur normal publishing costs incident to rulemaking.
C. Private Persons and Businesses Directly Affected

Costs of services will not increase to any measurable degree. Nor should these revisions increase any debt man-
agement company’s cost of doing businessin compliance with these rules.

D. Consumers

No measurable effect on consumersis expected.
E. Privateand Public Employment

The Department expects no measurabl e effect on private and public employment.
F. Sate Revenues

This rulemaking will not change state revenues.

A description of the changes between the proposed rules, including supplemental notices, and final rules (if
applicable):

The Council’s staff has recommended editorial and stylistic changes to the originally proposed text of the rule. The
changes improved the precision and clarity of the text and have been implemented.

A summary of the principal comments and the agency response to them:
One debt management company commented on the proposed revisions before the Department published its Notice of
Proposed Rulemaking. Its suggestion was that the rules be revised to allow debt management companies to store
required records outside the state of Arizona so long as they are available to the office in Arizona. The Department’s
response was to revise Section R20-4-604(B), allowing out of state record storage so long as the records are available
to the Department and to the company’s debtor customers.

Any other matters prescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules:

Not applicable

Incor por ations by reference and their location in therules:
None

14. Wasthisrule previoudly adopted as an emergency rule?

15,

No

Thefull text of therulesfollows:
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TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 4. BANKING DEPARTMENT
ARTICLE 6. DEBT MANAGEMENT COMPANIES

Section

R20-4-602. Applications

R20-4-603. Reports

R20-4-604. Records

R20-4-607. Budget Analysis

R20-4-611. Advertising

R20-4-612. Solvency and Minimum Liquid Assets
R20-4-620. Ferms Repealed

ARTICLE 6. DEBT MANAGEMENT COMPANIES

R20-4-602. Applications

A.

D.

Applieation An applicant for a debt management company license shall be-masle—by—eempteﬂ-ng—and—f—rh—ng—wrth—theéuper—
Hatendent send the Department an application on the form preseribed required by the Superintendent H+-R20-4-620-A.. A
eenneeﬂen—w&h—rt&appheatten—theapp%ant The Degartment shall order a credlt report— from a Iocal credit bureabr

reporting agency .
trustees disclosing the Credlt hlstorv of the abbllcant S princi Dals or managlng agents thereef lhe—ereelﬂ—repert—must—be

sent-directly-to-the-Superintendent-by-the-eredit-bureat: The Department shall direct the credit reporting agency to send
the credit report directly to the Superintendent. The applicant shall pay the cost of obtaining the credit report. Fhe A com-
plete application fied-with-the-Superintendent shall be-aceempanied-by include the credit report required by this Section
and all of the following:

1. Thesurety bond required by A.R.S. § 6-704(B)- ;

2. A-copy-ofthe Thefidelity bond required by R20-4-606 A.R.S. § 6-704(D)- ;

3. The nonrefundabl e irvestigation application fee and original license fee preseribed-by described in A.R.S. § 6-706- ,
and specified in A.R.S. § 6-126(A)(14);

A sample of the contract intended to be used by the Heensee applicant- ;

Current financia statements as described in R20-4-604(A)(5)- ;

A certified copy of the current arti cleﬁ of mcorporatlon by- Iaws partnership agreement or other geverning organiz-
ing documentsd ess used to form the applicant business entity; and

7. Statements of Per—senal—H+ster—y personal hlstory on the form preeen—bed required by the Superintendent {+-R20-4-
1410, for each of the applicant’s principals, principal effieer officers, trustee trustees, partheror partners, and manag-

o u s

|ng agent—ef—theappl-leant@ents_

A-ppl-reat+en—by—a—l+eensee¢er—apprevat A debt manaqement company abblvl ng to operate a branch off|ce or use an agency
r ti send the Department an application on the form pre-

Ilcense shall dellver on or before June 15th of each vear an anllcatl on to the Department on the form required by the

Superintendent. A debt management company shall apply separately to renew the license of each authorized business
location. With each application for renewal, a debt management company shall include the renewal fee described in
A.R.S. 8§ 6-706 and specified in A.R.S. 8§ 6-126(C)(2).

The Superintendent Department may require additional information ke the Superintendent considers necessary in connec-
tion with any an application under this rule Section.

R20-4-603. Reports

A.

Each Heensee debt management company and each nonprofit corporation or association exempt from licensure pursuant

. under A.R.S. 8§88 6-702(4) and (5), shall fHe-with-the-Superintendent-on-or-befere
Atgust-15-of-each-year: send the Department an annual report of the-eempanys its business and operatlonsfor each place
of business during thepreeedmg previous year beginning July + 1st and ending June 3030th, en using the form preseribed
H-R20-4-620(P} required by the Superintendent. A debt management company shall deliver its report to the Department
on or before August 15th.

Each eorperate-tieensee debt management company organized as a corporation shall fHe-with-the-Superintendent-copies
send the Department a copy, date-stamped by the Arizona Corporation Commission, of al each annual reperts-and-certif-
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i ithi Hingwi 0 ti mmissionR:report and cert|f|cate of dlsclosure
filed under the authorltv of A R S §§ 10 202 or 10 1622 Wrthrn ten davs of filing the report and certificate with the Ari-
zona Corporation Commission.
C. Each Heensee debt management company shall notify the Supermtendent Department of any change in the its ownership
or in the names of its officers, directors, trustees, partners, or managing agents ef-theicensee within ten days of sueh the
change.

R20-4-604. Records

A. Alteensees A debt management company shall keep areHmaiatain books, accounts, and records adequate to provide a
clear and readily understandable record of al its busi nesseendueted—by—the4+eensee+nel-ud+ng4mtheut—l+mr—tat+en— activity.
A debt management company may use an electronic recordkeeping system. The Department shall not require a debt man-
agement company to keep awritten copy of its books, accounts, and records if the debt management company can gener-
ate all information and documentation required by this Section within three days of the Department’s reguest for
production of the records for examination or other purposes. A debt management company’s books, accounts, and records
shall include:
1. FiesA filefor each account which-shal-inehude-eopies containing:

A copy of all correspondence concerning the account; ;

evidenee Evidence of the notice given to creditors of the debt management contract; ;

A subsidiary tedgers ledger disclosing all financial transactions concerning the account; ;

eoptes A copy of alt each written statements statement of account previded given to the debtor; ;

the The original ef-the budget analysis required under R20-4-607; ; and

the The original efthe contract between the Heensee debt management company and the debtor, ard-any includ-

ing al amendmentstherete.

2. A trust account general ledger-reflecting-ali-depesits, kept current daily, that reflects each deposit to and disburse-
ments disbursement from the trust account. Fhetrust-genera-tedger-shall-be-kept-eurrent-en-adathy-basis:

3. A Eachreconciliation of the lieensee's debt management company’s trust account, prepared at least once a month.

4, A general Iedger+eﬂeetmgaH—ef—theheensees keot current monthlv that reflects each fmancral transeetren&ether

=D 2|0 [T o

basr-stransactlon by the debt management company except those recorded in |ts trust account deneral Iedoer

5. Finaneial-statements A financial statement produced in accordance with generally accepted accounting principles at
least once every three months, or more frequently When if directed by the Superlntendent Feﬂeett-ng that reflects the
financia condition of the H " Hy o es debt management

company. The financial statementsstatement shaII |ncI udeat—leea

a A balance shest,

A statement of income and retained earnings, and

aA statement of changesin financial condition, and

appropriate Appropriate footnotes: that either:

Explain entries in the documents listed in subsections (a), (b), and (c);

Contain material information not required or not reportable in documents listed in subsections (a), (b). or (c):

or

iii. Contain other disclosures required by generally accepted accounting principles.

6. Adeguaterecords A record of all pending litigation to-which-thelicenseeis naming the debt management company as
aparty. The debt management company shall keep, during the pendency of each case, a copy of the complaint, and a
copy of any answer or motion filed by the debt management company in response to the complaint.

B. All records er—eemptete—dupl—reates—ef—reeer—ds required under this rute Section shalt may be maintained at the Heensee's
debt management company’s office in Arizona. A debt management company may keep its records outside this state if it:
1. Makesthe records available to the Superintendent, for examination or other purposes, in this state not more than three
business days after demand; and

2. Allowsits debtor customers to call toll free to obtain information from the records that is not available from the debt

management company’s office in Arizona

C. Each lieensee debt management company shall preserveits books, accounts, and records for the period ef-timepreseribed
i required by A.R.S. 88 6-709;-subsection-(J) and § 6-710paragraph-(1).

R20-4-607. Budget Analysis

A. Nelieensee A debt management company shall not accept an account unless it appears-enthe basisef-areasenable budget
analysisredueed-to-writing first concludes that the debtor can reasonably meet the payments agreed upon by the lieensee
debt management company and the debtor. The debt management company’s conclusion shall be supported by a written
budget analysis kept in the company’s records.

20 E g
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The written budget analysis shall either be part of an application form or a separate document and-shaH-be-dated-and
signed-by-the-debter. The debtor shall date and sign the written budget analysis before the debt management company
draws any conclusions from the budget analysis.

The budget analysis shall disclose the disposable income available te-be-patd for payment to the Heensee debt manage-
ment company after making-alowancefor-the payment-of-the-debters-the debtor pays its reasonable and necessary living
expenses and-aH-other-paymentsrequired-te-be-paid-sueh-as including taxes, insurance, child support, alimony, and rent-or
etherpayments-onthe-debtersresidenee residential rent or mortgage payments.

R20-4-611. Advertlsng

Ieest—twe{%)—daysﬁeher—tettsuseA debt manadement combanv shaII send the Debartment coples of al advertls nq com-

munication, or sales material at least five days before the company uses the advertising, communication, or sales material
to promote the sale of the company’s services. This requirement applies to every type of promotional material used,
whether the company will publish, exhibit, broadcast, or personally distribute the material by any other method or
medium.

Ne-such-agivertising-or-sale-material-shal-contain A debt management company shall not use advertising, communication,

or sales material that contains:

1. Any A false, mideading, or deceptlve statement errepresentation-with-regard-te about the debt management com-
pany’s services v-the ticensee argeste-bemade therefer or charges. A statement is misiead-
thg-and-deceptive aV|oIat|on of this Section if the person making the statement emitsto does not state any a material
fact necessary -order to make the statementsmade statement true, in light of the circumstances under which they
were it is made-het-misleading: ;

2. Any-werdsoertermswhich-mighttmply A claim, direct or implied, that the Heersee debt management company con-
solidates debts or makes |oans ef-meney- ; or

3. A schedule of paymentsin any form.

AH-sueh-advertisihg-and-sales-material A debt management company’s advertising, communication, and sales material
shall contain:

1. The eerrect name of the Heensee: debt management company exactly as it appears on the current license; and
2. Thefollowing legend, conspicuously displayed in at least 12 point type and in bold print:
“NOT A LOAN COMPANY.”

The Department’s failure ef—the%upeﬁntenelent to object to the advertising, communication, or sales material filed with
him it shalt-net-be-considered-ner is not and shall not be represented as an approval of the material or the statements eon-
tainred-thereln it contains.

R20- 4 612 Solvency and Mi |n|mum L|qU|d Assets

ment—eempany To determ| ne comphance with that—seetlen—al-l—ef—the A. R S § 6-709(A) a debt manadement company’s
I|qU|d aseets held—by—th%eensee—as—paﬂ—ef—rts—busqqees—pms—al-l |ncI ude funds held in its trust account—must—@eeeed-by

Hqu+d—aseets quwd assets do not |ncI ude qoodW|II and other mtanql bIe assets A debt manaqement combanv S total Ilq—
uid assets shall exceed by $2.500.00 the total of all its current business liabilities together with all balances held for debt-
orsas refl ected in the company’s sub5| di arv ledgers.

B-C.Except as otherwise provided by thlSFH'l'e Section, or in aspecmc ruling by the Superintendent, a debt management com-

Qany shall use generally accepted accounting principles shal-be-foHowed-ir-computing to compute assets and liabilities

R20-4-620. FermsR
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STATE BANKING DEPARTMENT
101 Commerce Building
1601 West Jefferson
Phoenix, Arizona 85007

APPLICATION FOR DEBT MANAGEMENT COMPANY LICENSE

INSTRUCTIONS: All information (For Department Use Only)
required by the application
must be typewritten or printed. DATE FILED

LICENSE ISSUED
LICENSE NUMBER
RECEIPT NO. AMOUNT

TO THE SUPERINTENDENT OF BANKS:

Application is hereby made for alicense to engage in and carry on the business of a DEBT MANAGEMENT COMPANY, pursuant to
Title 6, Chapter 6, Arizona Revised Statutes.
1.  Name of Applicant:

(Furnish corporate, trade or individual’s name under which bugnessis to be conducted.)

2. Addressof principal Arizona office where businessisto be conducted:

(Street and Number) (City) (State) (Zip)

3. Mailing address (if different)

4. Telephone number of principal Arizona office

5. Istheapplicant a Corporation Partnership le Proprietorship Other.

6. If the applicant is not a corporation, describe the nature of the business entity on a separate sheet. If the applicant is a corporation,
complete the following:
a.  Name of the corporation

b. Place & date of incorporation

c. If aforeign corporation, date authorized tgdo businessin Arizona

7. The name(s) and address(es), both of resigence and place of business, of the applicant, principa officers thereof if a corporation,
trustees thereof if a business trust, partners thereof if a partnership, and managing agent thereof, are as follows: (Insert the official
capacity of the person in the business entity and the number of years such person has been engaged in the debt management business
next to his name.)

a
(Name) (Capacity) (Yrs.inBus.)
(Business Address) (Residence Address)

b.

(Name) (Capacity) (Yrs.inBus.)
(Busi73/Addr%s) (Residence Address)

c
( €) (Capacity) (Yrs.inBus.)
(Business Address) (Residence Address)
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d.
(Name) (Capacity) (Yrs. 765.)
(Business Address) (Residence Address)

e
(Name) (Capacity) (Yrs.inBus.)
(Business Address) (Residence Address)

f.
(Name) (Capacity) (Yrs.inBus.)
(Business Address) (Residence Address)

(Continue on separate sheet, if necessary.)

Name and address of firm or agency which audits your financial records and provides accounting services:

Name and address of the officer or managing agent who is to have pyfmary responsibility for the business to be conducted by the
applicant:

State whether the applicant or any officer, director, trugtee, partner or managing agent thereof has been convicted of any criminal
offense other than a traffic violation. Yes (If yes, complete and attach Statements of Personal History for such

persons.)

State whether the applicant, or any officer, dir
him in a civil action on account of fraud,
separate sheet.)

or, trustee, partner or managing agent thereof has had a final judgment issued against
isrepresentation or deceit. Yes No (If yes, furnish complete details on

State whether the applicant, or any offigér, director, trustee, partner or managing agent thereof, has filed bankruptcy within the last ten
years? Yes No (If yes, furnish complete details on separate sheet.)

State whether the applicant or
management company licen
sheet.)

officer, director, trustee, partner or managing agent isinterested in or connected with any other debt
by the Arizona Superintendent of Banks. Yes No (If yes, furnish details on separate

State whether the appligant or any officer, director, trustee, partner or managing agent thereof is currently licensed to conduct the
business of debt management in any other state. Yes No (If yes, furnish details on separate sheet.)

State whether the dpplicant or any officer, director, trustee, partner or managing agent thereof has at any time been licensed to conduct
the business of debt management in this or any other state. Yes No (If yes, furnish details on separate sheet.)

State whetper any application by the applicant or any officer, director, trustee, partner or managing agent thereof for a license to
conduct $He business of debt management has at any time been denied by this or any other state. Yes No (If yes, furnish

State whether any license of the applicant or any officer, director, trustee, partner or managing agent thereof to conduct the business of
febt management has at any time been suspended or revoked by this or any other state. Yes No (If yes, furnish details
on separate sheet.)
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18. Attached to this application are: the bond required by A.R.S. § 6-704; acopy of thefidelity bond required by R20-4-606; checksfor
nonrefundable investigation fee and original license fee prescribed by A.R.S. § 6-706; a sample of the contract intended to b by
the licensee; current financial statements as described in R20-4-604(A); a certified copy of the current articles of incaorporation, by-
laws, partnership agreement or other governing documents under which the applicant proposed to conduct busi , Statements of
Personal History for each principal officer, trustee, partner or managing agent of the applicant; and a receipt ipelicating that the credit
report required under R20-4-602 has been ordered and paid for.

VERIFICATION

State of

— N —

County of

Il , being duly sworn, depose and say that | have personal

(Name of person signing application)
knowledge of the matters contained in and attached to this applicati
knowledge and belief; and that | have signed this application

and everything contained therein istrue and correct to the best of my

(official capacity)

of the above named applicant, having full authority gn such application in said capacity.

Signature

Subscribed and sworn to by i day of , 19

(Notarial

My c ission expires
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101 Commerce Building
1601 West Jefferson
Phoenix, Arizona 85007

APPLICATION FOR BRANCH LICENSE OF A DEBT MANAGEMENT COMPANY

INSTRUCTIONS: All information (For Department Use Only)
required by the application must be
typewritten or printed. DATE FILED

LICENSE ISSUED
LICENSE NUMBER
RECEIPT NO. MOUNT

TO THE SUPERINTENDENT OF BANKS:

Application is hereby made for alicense to operate a branch office of a debt management company.
1. Name of Licensee making application:

(Name shown on license)

2. Address of proposed branch office:

3. Telephone number of proposed branch office:

4. Set forth the name and address of the officer or managing agent who is to have primary responsibility for the business to be
conducted at the proposed branch office:

5 Attached to this application are a Statement of Persora History for the person identified under item number 4, a nonrefundable
investigation fee of $10.00 and alicense fee of $100,40.

VERIFICATION
State of

—

County of

I , being duly sworn, depose and say that | have persona

(Name of person signing’application)
knowledge of the matters contained j1 and attached to this application and everything contained therein is true and correct to the best of
my knowledge and belief; and that | have signed this application as
(officia capacity)
of the above named applicant, having full authority to sign such application in said capacity.

Signature

Subscribed and swofn to before me this day of , 19

Volume 8, Issue #26 Page 2716 June 28, 2002



Arizona Administrative Register

Notices of Final Rulemaking

101 Commerce Building
1601 West Jefferson
Phoenix, Arizona 85007

DEBT MANAGEMENT COMPANY APPLICATION FOR LICENSE RENEWAL
For Year Ending June 30, 19

INSTRUCTIONS: A separate application must be filed (For Department Only)
for the principal place of business and for each branch office.

Each application for renewa must be filed not |ater than June 15 DATE FILED

and must be accompanied by the renewal fee required by § 6-706.

All information required by this application must be typewritten or printed. RECEIPT NO. AMOUNT

TO THE SUPERINTENDENT OF BANKS:

Application is hereby made to renew the debt management company license, branch licensg; or agency license described below:

1. Nameof Licensee License No.

2. Street address Phone

3. State whether the information contained in the origina application for license, as supplemented by any application for renewal
heretofore filed, has changed. Yes No (If yes, furnishletails on separate sheet.

4. Attached is a check for the renewal fee required by § 6-706.

State of

~— — —

County of

I , being duly sworn, depose and say that | have personal

(Name of person signing
knowledge of the matters contained i
knowledge and belief; and that
(officia capacity)
of the above named applicant

lication)
d attached to this application and everything contained therein istrue and correct to the best of my
ave signed this application as

aving full authority to sign such application in said capacity.

Signature

Subscribed and s«orn to before me this day of , 19

(Notarial

My mission expires
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NOTICE OF FINAL RULEMAKING

TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 4. BANKING DEPARTMENT

PREAMBLE
1. Sections Affected Rulemaking Action
R20-4-801 Amend
R20-4-805 Amend
R20-4-806 Amend
R20-4-807 Amend
R20-4-808 Amend
R20-4-809 Amend
R20-4-810 Amend
R20-4-811 Amend
R20-4-812 Amend
R20-4-813 Amend
R20-4-814 Amend
R20-4-815 Amend
R20-4-816 Amend

2

|

|~

|01

6.

The gpecific authority for the rulemaking, including both the authorizing statute (general), and the statutes the
rules are implementing (specific):

Authorizing statute: A.R.S. § 6-123(2)
Implementing statutes: A.R.S. 88 6-859(A), 6-861, 6-863(A)(8), and 6-865

The effective date of therules:

June 6, 2002

A list of all previous notices appearing in the Register addressing thefinal rule:

Notice of Rulemaking Docket Opening: 7 A.A.R. 3054, July 13, 2001
Notice of Rulemaking Docket Opening: 7 A.A.R. 3851, August 31, 2001
Notice of Proposed Rulemaking: 8 A.A.R. 398, February 1, 2002

The name and address of agency personnel with whom per sons may communicate regarding the rulemaking:

Name: John P. Hudock

Address: Banking Department
2910 N. 44th Street, Suite 310
Phoenix, AZ 85018

Telephone: (602) 255-4421, ext. 167
Fax: (602) 381-1225
E-mail: jhudock@azbanking.com

An explanation of therule, including the agency’sreason for initiating therule:

These Sections govern the conduct of the business of bank trust departments and private trust companiesin Arizona.
They are being amended for several reasons. The first reason is to correct inadvertent drafting errors in the recent
revision of Article 8.

One error is that parts of three of these Sections (R20-4-805, R20-4-806, and R20-4-807) are written so that they
apply both to bank trust departments and to private trust companies. This is an error for one of two reasons. First,
A.R.S. § 6-381 establishes that bank trust departments are not subject to the statutes implemented in Article 8 except
in the administration of trust accounts. So, because Sections R20-4-805(B) and (C), and R20-4-807 do not regulate
the administration of trust accounts, this rulemaking amends each subsection to remove the implication of their appli-
cability to bank trust departments from the language of each one.

Second, in the case of R20-4-806(A), the Section’s implied applicability to bank trust departmentsisan error because
it is redundant. The Section grants trust departments and trust companies authority to use electronic recordkeeping.
But, bank trust departments already have electronic recordkeeping authority by virtue of the recently revised text of
R20-4-214(A). To remove the redundancy, this rulemaking amends R20-4-806(A) to remove implied references to
bank trust departments.
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The second underlying reason for these amendments is to revise some definitions peculiar to Article 8. The defini-
tional effects of this rulemaking will be three. First, it removes the numbers from the definitions in R20-4-801. Sec-
ond, it removesthe definition of “Bank” in R20-4-801, and replaces it with adefinition of “ Trust department.” Third,
it removes the definition of the term “Licensee” from Article 8. This last change is made because neither bank trust
departments nor private trust companies are, strictly speaking, “licensees.” Neither one receives a license to conduct
its business. Instead, trust departments operate under banking permits that grant trust powers to banks. And, trust
companies operate under certificates granted by the Superintendent. For these reasons, the use of the term “licensee’
is confusing and unnecessary.

The rational e for the amendments discussed in the preceding paragraphs, clarifying the distinction between trust com-
panies and bank trust departments, is that the duties presently imposed by these Sections on bank trust departments
are aready required by statute. As aresult, while it is fair to impose the duties on private trust companies, it is not
necessary to restate duties imposed on banks by statute. Also A.R.S. § 6-381 establishes that bank trust departments
are not subject to the statutes implemented in these Sections except in the administration of trust accounts. These
amended Sections do not regulate the administration of trust accounts and do not, under state law, apply to bank trust
departments.

Finally, the remaining Sections in Article 8 are amended to remove the confusing and unnecessary use of the term
“licensee” from each Section.

A reference to any study that the agency relied on in its evaluation of or justification for the rule and where the

public may obtain or review the study, all data underlying each study, any analysis of the study, and other
supporting material:
The Department did not rely on any study as an evaluator or justification for the rule.

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a palitical subdivision of this state:
Not applicable

Thesummary of the economic, small business, and consumer_impact:

A. The Banking Department

The amendment of these Sections will have a marginally beneficial effect on the Department for three reasons.
First, it will make the definitions in R20-4-801 easier to use. Second, it will remove the ambiguous term “licensee”
from this Article. And finally, it will resolve any confusion caused by the previous revisions of R20-4-805, R20-4-
806, and R20-4-807.

B. Other Public Agencies

The state will incur normal publishing costs incident to rulemaking, including detailed review of the rulemaking
documents by the Governor’s Regulatory Review Council (GR.R.C.) staff.

C. Private Persons and Businesses Directly Affected

Costs of services will not increase to any measurable degree. Nor should these revisions increase any trust
department’s or trust company’s cost of doing businessin compliance with these rules.

D. Consumers

No measurable effect on consumersis expected.
E. Private and Public Employment

The Department expects no measurabl e effect on private and public employment.
F. Sate Revenues

This rulemaking will not change state revenues.

10. A description of the changes between the proposed rules, including supplemental notices, and final rules (if

applicable):
The Council’s staff has recommended editorial and stylistic changes to the originally proposed text of the rule. The
changes improved the precision and clarity of the text and have been implemented.

11. A summary of the principal comments and the agency responseto them:

The public was invited to comment in the Notice of Proposed Rulemaking. That invitation contained an agency con-
tact name, address, telephone number, and fax number. The Department has had several very helpful informal discus-
sions with stakeholders about preliminary drafts of this rulemaking. However, no written comments were received
and no arguments against adoption of the rules asthey appear in this Final Rulemaking have been raised.
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12. Any other mattersprescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules.

Not applicable

13. Incorporationsby reference and their location in therules:

None

14. Wasthisrule previously adopted as an emergency rule?

No

15. Thefull text of therulesfollows:

Section

TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 4. BANKING DEPARTMENT
ARTICLE 8. TRUST COMPANIES

R20-4-801. Definitions

R20-4-805. Reports

R20-4-806. Records

R20-4-807. Unsafe or Unsound Condition

R20-4-808. Administration of Fiduciary Powers
R20-4-809. Fiduciary Duties

R20-4-810. Funds Awaiting Investment or Distribution
R20-4-811. Investment of Trust Funds

R20-4-812. Self-Besaling Self-dedling

R20-4-813. Custody of Investments

R20-4-814. Compensation

R20-4-815. Collective Investments

R20-4-816. Termination of Trust or Fiduciary Powers and Duties

ARTICLE 8. TRUST COMPANIES

R20-4-801. Definitions
In this Article, unless the context otherwise requires:

“Account” means the trust, estate, or other fiduciary relationship established with a trust department or trust company
or-bank.
“Affiliate” hasthe meanmg stated at A.R.S. § 6-801.

+
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“Certificate” has the meani ng stated at A R. S § 6-851.

“Fiduciary” has the meaning stated at A.R.S. § 6-851.

“Governing instrument” means a document, and all its operative amendments, that:

& Createsatrust and regulates the trustee's conduct; ,

b: Creates an agency relationship between a lieensee trust department or trust company and aclient; , or

€ Otherwise evidences afiduciary relationship between a Heensee trust department or trust company and a client.

“Investment responsibility” means full and unrestricted discretion to invest trust funds without direction from anyone
as to any matter includi ng the terms of the trade or the |dent|ty of the broker.

“Person” hasthe meani ng stated at A RS. §1- 215
“Superintendent” has the meaning stated at A.R.S. § 6-851.
“Trust asset” means any property or property right held by a tieensee trust department or trust company for the benefit
of another.
“Trust business’ has the meaning stated at A.R.S. § 6-851.
“Trust company” has the meaning stated at A.R.S. § 6-851.
“Trust department” means a permittee under both A.R.S. § 6-201 et seq. and Article 2 of this Chapter that possesses a
banking permit authorizing it to engage in trust business.
“Trust funds’ means any money held by a Heensee trust department or trust company for the benefit of another.
“Trustor” means a person who creates or funds atrust, or both.
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R20-4-805. Reports

A. Within 90 days following each December 31st, each Heensee trust department and trust company shall file an annual
report of trust assets with the Superintendent on the form prescribed by the Superintendent. The annual report shall
include the current market value of all trust assets held by the Heenrsee trust department or trust company as of December
31. The report shall also identify and briefly describe all transactions conducted in the report period that are regulated by
R20-4-812(E) through R20-4-812(G).

B. Each lieensee trust company shall deliver a copy of eaeh its annual report and certificate of disclosure to the Superinten-
dent within 10 days of filing eaeh the report and certificate at the Arizona Corporation Commission. A report or certificate
covered by this subsection is one filed under the authority of A.R.S. 88 10-202 or 10-1622. A copy delivered to the Super-
intendent, as required in this subsection, shall be date-stamped by the Arizona Corporation Commission to confirm the
actual filing date.

C. Each lieensee trust company shall notify the Superintendent of any change in the directors or officers of the company
within 10 days of the change. Any Heensee trust company with more than 25 officers may, after obtaining the Superinten-
dent’s written approval, limit the officers covered by this subsection to those with substantial involvement in the tie-
ensee’s trust company’s corporate operations or in the Heensee's trust company’s trust business in this state.

R20-4-806. Records

A. A heensee trust company may use a computer recordkeeping system if the Heensee trust company gives the Superinten-
dent advanced written notice that it intends to do so. Except for records required by subsections (B)(1)(a) ef and (B)(1)(b),
the Department shall not require a Heensee trust company to keep a written copy of its records if the Heensee trust com-
pany can generate all information required by this Section in atimely manner for examination or other purposes. A He-
ensee trust company may add, delete, modify, or customize a computer recordkeeping system’s hardware or software
components. When requested, or in response to awritten notice of an examination, atieensee trust company shall report to
the Superintendent any alteration in the appreved computer recordkeeping system’s fundamental character, medium, or
function if the alteration changes the computer system to a paper-based system.

B. Aleensees A trust department or trust company shall keep books, accounts, and records adequate to provide clear and
readily understandable evidence of all business conducted by the Heenrsee trust department or trust company, including the
following:

1. Afilefor each account that includes:

a. Theoriginal of the governing instrument,
b. Theoriginasof al contracts and other legal documents,
c. Copiesof all correspondence,
d. Accounting records disclosing all the financial transactions, and
e. A listing of al the account’s assets and liabilities.
2. Aninvestment file for each account that includes:
a.  All original documentary evidence of the account’s assets; ; or
b. Copiesof the original documentary evidence of the account’s assets, together with written evidence of custody or
receipt of the originals by an authorized holder; and
c. A record of theinitial and annual investment reviews for the account.

3. The corporate general ledger kept current on adaily basis. This record shall identify and segregate all financial trans-
actions conducted by the Heensee trust department or trust company for itself, distinguishing them from those relating
to the Heenseels trust department’s or trust company’s trust business;

4. Unaudited financial statements. Eaeh-ticensee A trust department or trust company shall produce these statements
quarterly or more frequently when directed by the Superintendent. The financial statements shall include at least:

a A baance sheset; ; and
b. A statement of income, expenses, and retained earnings.

5. Adequate records of all pending litigation that names the Heenrsee trust department or trust company as a party.

C. Every lieensee A trust department shall keep its fiduciary records separate and distinct from the leensee's trust depart-
ment’s corporate records.

D. A }eensee trust department or trust company shall keep records described abeve in subsections (B)(1) and (B)(2) for at
least three years after closing an account. If litigation occurs concerning a particular account, the Heensee trust department
or trust company shall keep that account’s records, described abeve in subsections (B)(1) and (B)(2), for three years after
thelitigation is finathy resolved.

R20-4-807. Unsafe or Unsound Condition
For purposes of A.R.S. 88 6-863 and 6-865, a Heensee trust company conducts business in an unsafe manner or its affairs are
in an unsound condition if it:
1. Violates any fiduciary duty or obligation, including those listed in R20-4-809 through R20-4-815;
2. Violates any state or federal requirement for operating or maintaining trusts, common trust funds, or other accounts;
3. Violates any applicable federal or state law or regulation regarding corporations or securities;
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Employs an officer or director who violates a corporate fiduciary duty;

Isinsolvent; or

Engagesin any conduct that the Superintendent determines constitutes an unsafe or unsound business practice jeopar-
dizing the Heensee's trust company’s financial condition or the interests of a stockholder, creditor, trustor, benefi-
ciary, or Heensee's trust company’s principal.

o ok

R20-4-808. Administration of Fiduciary Powers

A.

The board of directors and the officers share responsibility for the exercise of fiduciary powers by aticensee trust depart-
ment or trust company. The board of directors is responsible for determining policy; investing and disposing of trust
assets; and directing and reviewing the actions of all directors, officers, and committees of the board that exercise fidu-
ciary powers. The board of directors may delegate the necessary power and authority to perform the Heensee’s trust
department’s or trust company’s duties as a fiduciary to selected directors, officers, employees, or committees of the
board if the delegation is consistent with the corporate charter. The minutes of the board’s meetings shall duly reflect all
those delegations.

A Heensee trust department or trust company shall not accept a new account without first obtaining the board's approval,
or that of the directors, officers, or committees that the board may have authorized to approve new accounts. The Heensee
trust department or trust company shall keep a written record of each new account approval and of the closing of each
account. A-tieensee The trust department or trust company shall conduct an asset review within 60 days after it accepts
each new account if it has investment responsibility for that account. The Heensee's trust department’s or trust company’s
board shall ensure that an annual review of account assets is conducted for any account in which the Heensee trust depart-
ment or trust company has investment responsibility, to determine whether to retain or dispose of the assets.

A Heensee trust department or trust company exercising fiduciary powers shall use independent legal counsel admitted to
practice in Arizona-whe-shal to advise and inform the Heensee trust department or trust company on fiduciary matters
and al other legal issues presented to the Heensee trust department or trust company by the conduct of its trust business.

R20-4-809. Fiduciary Duties
AH-Heensees A trust department or trust company shall perform al fiduciary dutiesimposed upon them it by law, including the
following:

1. Administer accounts strictly according to the governing instrument and solely in the account beneficiary’s interests;

2. Usereasonable care and skill to make the account productive;

3. Provide complete and accurate information of the nature and amount of assets held to each account’s beneficiary or
principal and permit the beneficiary, principal, or any person duly authorized by the beneficiary or principal to
inspect the account’s records at any time during normal business hours. The information provided in compliance with
this subsection shall be delivered at least quarterly, unless:

a  The lieensee trust department or trust company and its account’s beneficiary, principal, or authorized person
agree otherwise in writing;
b. The governing instrument provides otherwise; or
c. A different frequency was is established by alawful course of dealing before the effective date of this rule; and
4. Comply with all lawful provisions of the governing instrument.

R20-4-810. FundsAwaiting Investment or Distribution

A.

B.

Trust funds held by a Heensee trust department or trust company awaiting investment or distribution shall not remain

uninvested or undistributed any longer than is reasonable for the account’s proper management.

A lieensee trust department or trust company may keep trust funds in deposit accounts maintained by the Heensee trust

department or trust company, unless prohibited by law or by the governing instrument. The lieensee trust department or

trust company shall set aside collateral security for al deposited trust funds under a 3rd-partys third party’s control. The

collateral shall be the following type types of securities, in any combination:

1. Direct obligations of the United States or any agency, department, division, or administration of the federal govern-

ment;

Any other obligations fully guaranteed by the United States government as to principa and interest;

Obligations of a Federal Reserve Bank;

Obligations of any state, political subdivision of astate, or public authority organized under the laws of a state; or

Readily marketable securities that either:

a.  Quadify asinvestment securities under the Investment Securities regulations of the Comptroller of the Currency,
12 CFR, Chapter 1, Part 1; or

b. Satisfy state pledging requirements under A.R.S. § 6-245(C).

The securities set aside under subsection (B) shall, at all times, have a market value no |less than the amount of trust funds

deposited. No collateral security is required to the extent the Federal Deposit Insurance Corporation, or its successor,

insures the deposited trust funds.

gakrown
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R20-4-811. Investment of Trust Funds
A. A leenseetrust department or trust company shall invest trust funds according to:

B.

1. Thegoverning instrument; ; and

2. All applicable laws, including A.R.S. 88 6-862, 14-7402, and 14-7601 through 14-7611.

A lieensee trust department or trust company shall make any collective investment of trust funds exclusively under the
terms of R20-4-815.

R20-4-812. Self-Beating Self-dealing
A. A lieensee trust department or trust company shall not invest trust funds in the following types of property unless

B.

expressly authorized by the governing instrument, applicable state or federal law, or court order:
Its own securities;
Other types of property acquired from the Heensee trust department or trust company;
Property acquired from the Heensee's trust department’s or trust company’s directors, officers, or employees,
Property acquired from the Heensee's trust department’s or trust company’s affiliates;
Property acquired from its affiliates’ directors, officers, or employees; or
Property acquired from other individuals or organizations with an interest in the Heensee trust department or trust
company if that interest might affect the Heensee’s trust department’s or trust company’s exercise of discretion to the
detriment of itstrust clients.
Howeverthe tieensee A trust department or trust company may use trust funds to purchase its own securities, or its affil-
iates securities:
1. If the Heensee trust department or trust company has authority under subsection (A); , and
2. If those securities are offered pro rata to all stockholders of the Heensee trust department or trust company.
A Heensee trust department or trust company shall not sell or loan trust property to itself, or to the following types of per-
sons, unless expressly authorized by the governing instrument, applicable state or federal law, or court order:
1. ltsdirectors, officers, or employees,
2. ltsaffiliates;
3. ltsaffiliates directors, officers, or employees; or
4. Other individuals or organizations with an interest in the tieensee trust department or trust company if that interest
might affect the Heensee's trust department’s or trust company’s exercise of discretion to the detriment of its trust cli-
ents.
However, alieensee trust department or trust company may sell or loan trust property to persons prohibited by subsection
(C) if either:
1. Itscounsel has advised in writing that, by holding certain property, the Hieensee trust department or trust company has
incurred a contingent or potential liability for breach of fiduciary duty; and
a. The proposed sale or loan avoids the contingent or potential liability;
b. Itsboard of directors authorizes the sale or loan by an action duly noted in the tieensee's trust department’s or
trust company’s minutes;
c. Itsboard of directors' action expressly authorizes reimbursement to the affected account; and
d. Theaffected account is reimbursed, in cash, at no loss to that account; or
2. The Superintendent requires or approves, in writing, the sale or loan to otherwise prohibited parties.
A Heensee trust department or trust company may sell trust property held in 4 one account to another of its accountsiif:
1. Thetransaction isfair to both accounts; and
2. Thetransaction is not prohibited by the governing instruments, applicable state or federal law, or court order.
A Heensee trust department or trust company may loan trust property held in 4 one account to another of its accounts if:
1. Thetransactionisfair to both accounts; and
2. Thetransaction is not prohibited by the governing instruments, applicable state or federal law, or court order.
A Heensee trust department or trust company may make a loan to a trust account, taking trust assets of the borrowing
account as security for repayment, if:
1. Thetransactionisfair to the borrowing account; and
2. Thetransaction is not prohibited by the governing instrument, applicable state or federal law, or court order.

oukrwbhpE

R20-4-813. Custody of Investments

A.

A Heensee trust department or trust company shall keep each account’s investments separate from its own assets. It shall

place each account’s assets in the joint control of at least 2 two officers or employees of the Heensee trust department or

trust company designated in writing for that purpose by:

1. Theheenseestrust department’s or trust company’s board of directors, or

2. Oneor more officers authorized by the Heensee’s trust department’s or trust company’s board of directors to make the
designation.
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Fhelieensee A trust department or trust company shall either:

1. Keep each account’s investments separate from all other accounts’ investments, except as provided in R20-4-815; or
2. Adequately identify each account’s property in the lieenseels trust department’s or trust company’s records.

R20-4-814. Compensation

A.

A leensee trust department or trust company acting as a fiduciary may charge a reasonable fee for its services. It shall
receive the fee allowed by the court when it is acting under a court appointment. Any agreement as to fees in the govern-
ing instrument shall control the fee unless contrary to law, regulation, or court order.

Neo-ieensee A trust department or trust company shall not permit any of its officers or employees to take any compensa-
tion for acting as a co-fiduciary with the Heensee trust department or trust company in the administration of an account.

R20-4-815. Collective Investments

A.

All collective investments made by Heensees a trust department or trust company shall be in a common trust fund estab-
lished under A.R.S. 8 6-871, and maintained by the leensee trust department or trust company exclusively for the collec-
tive investment and reinvestment of funds contributed by the leensee trust department or trust company acting as a
fiduciary. A Heensee trust department or trust company shall not establish a common trust fund unlessit first:

1. Preparesawritten plan regarding the common trust fund; and

2. Obtainsitsboard of directors' approval of the plan, evidenced by a duly adopted resolution or the board’s unanimous
written consent.

The plan shall describe the common trust fund's operational details, including a description of:

1. The Heenseels trust department’s or trust company’s investment powers and investment policy over all funds depos-
ited in the common trust fund: ,

2. The manner for allocating the common trust fund’s income and losses; ,
3. Thecriteriafor admission to or withdrawal from participating in the common trust fund; , and
4. The method for valuing assets in the common trust fund and the frequency of valuation.

A lieensee trust department or trust company shall advise all persons having an interest in its common trust fund of the
existence of the plan described in subsection {A) (B), and shall provide a copy of the plan upon request.

The annual report required under R20-4-805(A) shall include all common trust funds operated by the Heensee trust depart-
ment or trust company.

R20-4-816. Termination of Trust or Fiduciary Powersand Duties

A.

Any bank trust department that wants to surrender its trust powers shall file with the Superintendent a certified copy of the
appropriate resolution of its board of directors or of the board’s unanimous written consent. If, after investigation, the
Superintendent concludes that the bank trust department has no remaining fiduciary duties, the Superintendent shall notify
the bank trust department that it no longer has authority to exercise trust powers.

Any trust company that wants to surrender its certificate of authority to conduct trust business and wind up its affairs shall
file with the Superintendent a certified copy of the appropriate resolution of its board of directors or of the board’s unani-
mous written consent. Upon receipt of the resolution or consent, the Superintendent shall cancel the trust company’s cer-
tificate of authority, and the trust company shall not accept new trust accounts.

After winding up its affairs, any trust company that wants to surrender its rights and obligations as a fiduciary and remove
itself from the Superintendent’s supervision shall file with the Superintendent a certified copy of the appropriate resolu-
tion of its board of directors or of the board's unanimous written consent. If, after investigation, the Superintendent con-
cludes that the trust company has no further fiduciary duties, the Superintendent shall notify the trust company that it no
longer has authority to exercise fiduciary powers.

Any Heensee trust department or trust company that surrenders its powers, rights, obligations, or certificate under this Sec-
tion or that has them cancelled, suspended, or revoked shall continue to be regulated under A.R.S. § 6-864 and this Article
until it winds up its affairs. No action under this Section impairs any liability or cause of action, existing or incurred,
against any Heensee trust department or trust company or its stockholders, directors, or officers.
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NOTICE OF FINAL RULEMAKING
TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 6. DEPARTMENT OF INSURANCE

PREAMBLE
1. Sections Affected Rulemaking Action
R20-6-604 Reped
R20-6-604 New Section
Exhibit A Repeal
R20-6-604.01 New Section
R20-6-604.02 New Section
R20-6-604.03 New Section
R20-6-604.04 New Section
R20-6-604.05 New Section
R20-6-604.06 New Section
R20-6-604.07 New Section
R20-6-604.08 New Section
R20-6-604.09 New Section
R20-6-604.10 New Section
2. The specific authority for the rulemaking. including both the authorizing statute (general) and the statutes the
rules are implementing (specific):
Authorizing statute: A.R.S. § 20-1615
Implementing statutes: A.R.S. 88 6-636; 20-142, 20-151, 20-161(A), 20-223, 20-1601 through 20-1616
3. Thegeffective date of therules:
June 7, 2002
4. List all previousnotices appearing in the Register addressing the proposed rules:
Notice of Rulemaking Docket Opening: 7 A.A.R. 2778, June 29, 2001
Notice of Proposed Rulemaking: 7 A.A.R. 4856, October 19, 2001
5. Thenameand address of agency personnel with whom persons may communicate regarding the rulemaking:
Name; Vista Thompson Brown or Margaret McClelland
Address: Arizona Department of Insurance
2910 N. 44th Street, 2nd Floor
Phoenix, AZ 85018
Telephone: (602) 912-8456
Fax: (602) 912-8452
6. An explanation of therules, including the agency’sreasons for initiating the rules:
Under A.R.S. § 20-1610, the premiums charged for a credit life or credit disability insurance policy shall not be
excessive in relation to the benefits provided. The current rule establishes required loss ratios of 50% for credit life
insurance and 60% for credit disability insurance as the standard for what is reasonable, i.e., for every dollar of pre-
mium collected, an insurer must pay at least $.50 in losses on a credit life insurance policy and $.60 in losses on a
credit disability policy. These loss ratio standards strike a balance between consumers' rights to receive afair return
on premiums paid, and insurers rights to reasonable profits. These standards are within the range of standards
adopted in other states. The National Association of Insurance Commissioners (NAIC) model regulation on which
these rules are based, has a standard loss ratio of 60% on both lines of business.
The current rule also includes an Appendix of prima facie rates. The prima facie rates are tables of insurance rates
based on age, mortality, type of policy, and other factors. Insurers charging no more than prima facie rates are pre-
sumed to satisfy the minimum loss ratios. The Department conducted a review of the experience on credit life and
credit disability insurance business for the period 1997 through 1999, and determined that the current prima facie
rates, which were adopted in 1983, need to be lowered to generate the required loss ratios. The proposed rules will
repeal the current prima facie rates and permit the director to establish rates by order after notice and a hearing. This
different procedure will permit the Department to more timely respond to changes in the marketplace.
The current rules are based on an NAIC model regulation. That model has undergone revision since the current rules
were adopted. The changes proposed to the rules will bring Arizona's rules into greater conformity with the model
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regulation. Conformity with this national model helps to reduce the administrative burden for insurers doing business
in multiple states. The Department has made certain changes to the model language to achieve compliance with Ari-
zona statutory provisions and to recognize the particular dynamics of the Arizona marketplace.

Therules are aso being updated to conform to current rulemaking stylistic requirements to make the rule more clear,
concise and understandable, including elimination of text that duplicates statute, insertion of statutory cross-refer-
ences, elimination of unnecessary forms.

A reference to any study that the agency relied on in its evaluation of or justification for the rules and where the

public may obtain _or review the study. all data underlying each study, any analysis of the study and other

supporting material:

Report of Department Actuary to the Director, dated June 20, 2001. Thisreport may be viewed on the Department’s web
site at www.state.az.us/id, under the heading “ Credit Insurance Rules Changes.”

A showing of good cause why the rules are necessary to promote a statewide interest if the rules will diminish a
previous grant of authority of a political subdivision of this state:

Not applicable

Thesummary of the economic, small business and consumer impact:

The rulemaking is designed to update the rules, to repeal the current primafacie rates, and to establish a more timely
process for determination of prima facie rates. As a direct result of this rulemaking, the Department will be able to
more timely adjust rates based on changing conditions in the marketplace. This may have the effect of increasing the
competitiveness of the credit insurance market.

There will be significant economic impacts as an indirect result of this rule change. After the new rules are effective,
the Department will conduct a separate proceeding (with notice, a public hearing, and an order) to establish new
prima facie rates. Based on the report of the Department actuary, the Department estimates that for the first full year
that new rates arein effect, Arizona’s consumers will realize a savings of approximately $19 million in credit life and
credit disability insurance premium costs, unadjusted for inflation and assuming that other marketplace variables
remain constant. Insurers that issue these insurance products and insurance producers who earn commissions on the
sale of these products will likely experience a corresponding reduction in income. Because a portion of every pre-
mium dollar (0.2%) isfor premium taxes, Arizona's general fund may lose some premium tax revenues. However, it
is expected that consumers will use the money saved on credit insurance premiums for spending on awide variety of
other products, as well as savings and investments, resulting in a boost to other sectors of Arizona's economy. To the
extent that consumers use the savings to purchase other taxable products, there may be increases in other tax collec-
tions.

There will be aminima economic impact on the Department, the Secretary of State and the Governor’s Regulatory
Review Council associated with the rulemaking process. The Department may experience a moderate increase in
administrative costs as aresult of the new process and increased frequency of experience review.

10. A description of the changes between the proposed rules including supplemental notices, and final rules if

applicable):

The Department made changes to the rules in response to written and oral comments received from the public, as
described in item #11 below. The Department also made changes based on comments and suggestions from staff of
the Governor’s Regulatory Review Council. The Department made additional changes to improve clarity, concise-
ness, and understandability. In this section, underlined text indicates text added after the proposed rules were pub-
lished. Stricken text indicates text deleted from the proposed rules. The Department’s reasons for these changes are
discussed initem #11.

R20-6-604. Definitions

“Credit insurance” means credit life insurance, credit disability insurance, or both, but does not include any insurance
for which there is no identifiable charge.

“Gross debt” means the sum of the remaining payments that a debtor owes a creditor.

“ldentifiable charge’” means a charge for credit insurance that is imposed on a debtor with credit insurance but not on
adebtor without credit insurance, and includes a charge for insurance that is disclosed in the credit or other financial
instrument furnished to the debtor, which sets forth the financial elements of a credit transaction, and any difference
in finance, interest, service charges, or other similar charges made to a debtor in like circumstances except for the
debtor’s status as insured or noninsured.

“Incurred claims’ means the total claims paid an insurer pays during an experience period, adjusted for the changein
the claim reserves.
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“Net debt” means the amount necessary to liquidate a debt in a single lump-sum payment, excluding unearned inter-
est and other unearned finance charges.

“Reasonableness standard” means the requirement in A.R.S. § 20-1610(B) that an insurer’s premiums rates for credit
insurance shall not be reasenable excessive in relation to the benefits provided under the policy ef-asuranee.

“Rule of Anticipation” means the product of the gross single premium per $100 of indebtedness for a debtor’s
remaining term of indebtedness, times the number of hundreds of dollars of remaining indebtedness.

R20-6-604.01

The Department made no substantive changes to this rule, but did reorganize the subsections and add new subsection
headings to improve clarity and organization of the rule.

R20-6-604.02(C)

C. Whilein effect, the rates described in R20-6-604-03 R20-6-603.04 and R20-6-604-04 R20-6-604.05, subject to
any deviations approved under R26-6-604:07 R20-6-604.08 (~final-adijusted-rates™) are conclusively presumed to
develop the loss ratios described in subsection (B). For purposes of prospective effect, the Department may rebut
this presumption by disapproving or withdrawing approval for the rates as prescribed in A.R.S. § 20-1610.

R20-6-604.02(D)

D. H-aninsdrerwantsto An insurer may provide coverage other than the standard coverage described in R20-6-
604.04 and R20-6-604.05;. the An insurer that wishes to provide nonstandard coverage shall:

1. Filethe nonstandard coverage policy information as prescribed in A.R.S. § 20-1609, and

2. shall Demongtrate that the rates for the coverage are reasonably expected to develop aloss ratio of not less
than 50% for credit life insurance and not less than 60% for credit disability insurance.

R20-6-604.04(C)(1)

1. Provide coverage for death, by whatever means caused, to all eligible debtors, with or without evidence of
individual insurability for debtors that purchase coverage within 30 days of becoming being eligible.

R20-6-604.04(C)(2)
2. Haveno exclusions other than for:
a. Suicidewithin 6 six months after the effective date of coverage., or
b. A preexisting conditionsfercoverage-enrevelving-aceounts.
R20-6-604.04(C)(3)
3. Haveno age restrictions, except the following Dermissi ble exclusions:

An aqe restrlctlon DI’OVIdI ng thaI no msurance WI|| become effective on a debtor on or after the atta| n—

ment of age 70 and that all insurance shall terminate on a debtor attaining age 70; and
b. Anagerestriction for arevolving credit life insurance policy may that:

i. Excludesa classes of debtors determined by age; or
ii. Provides for termination of insurance or reduction in the amount of insurance when a debtor
reaches age 70.
R20-6-604.05(C)(1)
1. Provide coverage for disability, by whatever means caused, to all eligible debtors, with or without evidence
of individual insurability for debtors that purchase coverage within 30 days of becoming eligible.

R20-6-604.05(C)(6)

6. Netinelude-an Have no age restrietions restrictions, except that-the following-age-restrictions-are-permissi-
ble exclusion:

aqe restrlc’uon that Drowdes that no msurance WI|| become effectlve ona debtor on or after the attal n-

ment of age 65 and that all insurance shall terminate on a debtor attaining age 66; and
R20-6-604.06. Refund Formulas
A. When refundlng prermums as preﬂ:rlbed inA. R S § 20- 1611 an insurer shall use the foIIowmq methods a
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For insurance paid by asingle premium, the Rule of Anticipation method; and

1
2. For insurance paid by other than a single premium, a method that refunds at |east the pro rata gross unearned
amount charged to the debtor.

The Director may approve other refund methods similar to those described in subsection (A), that are actuarially
equivalent to the type of coverage the debtor purchased.

C. Aninsurer’s refund method may recognize adjustments to a daily basis for interest or payments if the adjust-
ments are consistent with the underlying credit transaction.

B-D.Aninsurer is not required to refund any amount ureer less than $5.
R20-6-604.07(A):
1. Inthissubsection, a“class of business’ means.
a  Credit unions; ;
b. Banks, and savings and loan institutions, and mortgage companies;;
c. Gasheans Finance companies, small loan companies, and consumer lenders as defined in A.R.S. § 6-

601(5); :
d. Sdalesfinanee Deders, including auto, truck and boat dealers, and retail stores, and other persons selling
financed goods; ; and

e. All other persons selling credit insurance not specifically listed in subsection (A)(1)(a) through (d).
R20-6-604.07(D)

D. For each day areport islate, the Director may assess a penalty in-the same-ameunts as prescribed in A.R.S. § 26-
220 20-223.

R20-6-604.09

B. Theinsurer shall maintain for the Director’s inspection a written record of each review and action the insurer
takes to address any creditor noncompliance found by the insurer, for at least 3 three years following the end of

[

11. A summary of principal comments and the agency responseto them:

General comments: Before publishing proposed rules, the Department circulated draft rules for informal comment.
Both the draft rules and the proposed rules include arepeal of the current primafacie rate tables. As part of the infor-
mal rulemaking process, the Department also provided interested parties with the actuary’s proposed recommenda-
tions for changes in the prima facie rates, based on the actuary’s review of experience for the period 1997-1999. The
Department published the actuary’s recommendation so that interested insurers would be fully advised of the Depart-
ment’s proposed action, and thus able to frame comments from that perspective.

However, the new recommended prima facie rates are not part of the rulemaking under consideration. Under the new
rules, new prima facie rates will be adopted in an entirely separate proceeding that cannot occur until after the new
rules are effective.

Nonetheless, the Department received several general comments directed to the proposed new primafacie rates. The
Department has responded to those comments from the perspective that the proposed prima facie rates are not the
subject of the pending rulemaking.

Issue: A commenter recommended that the Department not reduce rates.

Response: Asindicated above, the revised prima facie rates are not the subject of the current rulemaking. However,
the Department disagrees with this comment. A.R.S. § 20-1610 requires the Director to disapprove premium rates
that are excessive in relation to benefits provided under a policy. To implement this “reasonableness’ standard, the
Department adopted the current rule which establishes required loss ratios: a 50% loss ratio for credit life insurance
and a 60% loss ratio for credit disability insurance. (See A.A.C. R20-6-604(D)(1).). “Loss ratio” means premiums
charged in relation to losses paid. (A required loss ratio of 60% means that for every dollar of premium collected, the
insurer must pay out at least 60¢ in claims.) The “reasonableness’ requirement is presumed to be satisfied if the pre-
mium rate charged develops, or may reasonably be expected to develop, an actual loss ratio of 50% for Credit Life
insurance and 60% for Credit Disability insurance. The current rule includes tables of “primafaci€’ rates, which are
presumed to generate the required loss ratios. Finally, the current rule also provides for the Director to adjust the
primafacie rates based on actual experience. (See A.A.C. R20-6-604(H)(3)(b).)

As required by the current rules, the Department conducted an actuarial review of experience for the years 1997,
1998, and 1999. That experience shows that the actual loss ratios for some of the credit life and credit disability plans
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were much lower than required by the provisions of current R20-4-604. Appendix 1 (attached) is a summary of the
three year study of loss experience for the credit life and credit disability businessin the state of Arizona. The actual
loss ratios for some of the credit insurance plans that did not meet the loss ratio requirements are as follows:

Credit Life Insurance Plans (50% L oss Ratio required)
Single Life, Single Premium, Decreasing Gross and Net Plans 11 and 12 29.88%
Joint Life, Single Premium, Decreasing Gross and Net Plans21 and 22 41.90%
Credit Disability Insurance Plans (60% L oss Ratio required)
Non-Retroactive Benefit Plans:
14 Day — Single Premium, Decreasing Grossand Net Plans51and 52 17.13%
30 Day — Outstanding Balance and Revolving Acct. Plans 94 and 95 42.15%
Retroactive Benefit Plans:
14 Day - Single Premium, Decreasing Gross and Net Plans 31 and 32 28.36%
14 Day - Outstanding Balance and Revolving Acct. Plans 34 and 35 46.62%
30 Day - Single Premium, Decreasing Gross and Net Plans 71 and 72 38.17%
30 Day - Outstanding Balance and Revolving Acct. Plans 74 and 75 30.63%

Based upon the results of the loss ratio experience study, the Department determined that it was necessary to reduce
the prima facie rates for al of the plans listed above, and initiated the current rulemaking to repeal the current prima
facie rates. After the new rules are adopted, the Department will conduct a separate proceeding to determine revised
primafacie rates based on an analysis of the experience then available, and other evidence presented at a public hear-
ing.

Notably, the Department did not recommend rate reductions for plans unless the experience warranted a reduction.
The Department has recommended increases in prima facie rates for credit life insurance plans where combined
actual loss ratios exceeded 50%.

Issue: A commenter stated that the rates have been adjusted excessively.

Response: The rulemaking does not adjust any rates. It merely repeals the current prima facie rates. However, the
Department disagrees with this comment. Asindicated in the response above, the actuarial review of experience dem-
ongtrates the need for the adjustments. The Department notes that the proposed reduced rates are higher than the low-
est possible rates supported by the loss experience. An example of this may be shown by calculating the indicated rate
derived from the 29.67% primafacie loss ratio for the Single Life, Single Premium, Decreasing Gross and Net Plans
11 and 12. (See Appendix 1 to Actuary’s report for the prima facie loss ratio.) The calculated new indicated rate,
based on the requirement of a 50% loss ratio and using the current rate for these plans of 44¢, would be 26.1¢ (44¢ x
29.67%/50.00% = 26.1¢). The new recommended rate of 30¢ is 15% higher than this indicated rate. The Department
recommended this 30 cent rate to provide insurers with some margin for fluctuationsin future experience.

The Department used a similar approach of providing some margin in its recommendations for prima facie rates for
the credit disability plans. The non-retroactive plans had a total combined loss ratio of 42.59%, a figure well below
the 60% required loss ratio. Based on the experience, the indicated prima facie rate level for new rates would be
71.0% of the old rates (42.59%/60.00% = 71.0%). Instead of using 71.0%, the Department has recommended a reduc-
tion to 75.0% of the old primafacie rate level to provide some margin for fluctuationsin future experience.

The Department used the same “margin” methodology to develop the rate reductions for credit disability retroactive
plans. Thetotal combined lossratio for retroactive plans was 29.34%, which is less than one-half of the required 60%
loss ratio. Based on the experience, the indicated primafacie rate level for new rates would be 48.9% of the old rates
(29.34%/60.00% = 48.9%). Instead of using 48.9%, the Department has recommended a reduction to 52.0% of the
old primafacie rate level to provide insurers with some margin for fluctuations in future experience.

Using the loss experience to establish new recommended prima facie rates did cause one anomalous result. The new
recommended rates for credit disability, non-retroactive plans are higher than the rates for retroactive plans. The rea-
son for thisisfound in Appendix 2 (attached). Credit unions write alarge portion of the non-retroactive business and
have aloss ratio of about 55%. The oppositeis true when reviewing the retroactive plan experience, which is written
primarily by dealers. The loss ratios for the dealers business are shown in the results for the classes of business
labeled “sales finance and all others.” These classes of business (saes finance and al others) have a combined loss
ratio of 25.3%, which is far below the credit unions' 55% loss experience. These are significant variances and arise
because of the basic and historical differences in the philosophies for credit insurance marketing and underwriting,
between the credit unions and the dedlers.

Finally, the recommended adjustments are not excessive when viewed in light of the commenter’s actual experience.
Using the prima facie rates in the current rule, the particular commenter has generated a three-year credit life loss
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ratio of 32%, which iswell below the required lossratios. The proposed adjustments would bring the future loss ratio
within the prescribed limits.

Issue: A commenter objected to the rulemaking in general and stated that the Department’s actuarial study does not
portray an accurate image because it is based on only 40% of the entire block of credit life business in the state and
that only the blocks of business with the lowest loss ratios were selected for the study, skewing the results overall.
The commenter further contends that the report encompasses only recent results that distort the study.

Response: The Department disagrees with this comment. The Department recommended the new prima facie rates
for each plan of insurance based on the combined three-year loss ratio experience results. The current rule specifiesa
three-year period for reviewing experience and developing new rates. The Department used the three-year period to
avoid distortions in the study that could result from using a shorter period. In making recommendations for new
rates, the Department selected 100% of all of the business for study, and not just blocks of business with the lowest
loss ratios. Actuary’s Report, Appendix 1 shows the summary, by plan type, for both credit life and credit disability
business for the three years of experience (1997 - 1999). Credit life consists of six plans of business. However, when
premium volume is considered, there are only four main blocks of business for credit life:

(1) single life-single premium; (2) single life — monthly outstanding balance/revolving account; (3) joint life —single
premium; and (4) joint life — monthly outstanding balance/revolving account. Within these four types, there are two
major sub-blocks of business based on how premiums are paid (single premium and monthly outstanding balance/
revolving account). The largest of these sub-blocks is single premium business, which comprises approximately 63%
of the credit life business in Arizona. The remaining block (monthly outstanding balance/revolving account) com-
prises only 37% of the business.

As set forth in the actuary’s memorandum, the experience reports show that the loss ratio experience differs signifi-
cantly among plans of business, as follows:

Single life —single premium, decreasing 29.88%

Joint life — single premium, decreasing 41.90%
Single life— MOBJ/rev. acct. 70.92%
Joint life— MOB/rev. acct. 71.08%

The actuary considered all experience in making recommendations for new prima facie rates; however, the experi-
ence was divided into two pieces, based on the loss experience for the two large sub-blocks of business. New recom-
mended rates for single premium plans were computed separately from the new recommended rates for monthly
outstanding balance/revolving account plans.

I ssue: The Department received several comments indicating that less regulatory oversight is required for insurance
coverage provided at no separate charge to a debtor and suggesting that the Department omit this type of coverage
from the scope of the rules. A commenter stated that less regulation is required for non-contributory coverages;
because the creditor is looking for the lowest cost group policy, normal market forces lead to lower rates. Another
commenter suggested that the rule be revised to add the “no separate charge” language in the existing R20-6-
604(D)(3) and include a definition of what is and is not an identifiable charge. The commenter urges the Department
to continue the position of not subjecting non-contributory coverage to all the provisions of therule.

Another commenter stated that thisinsurance (no separate charge) should not be subject to credit insurance rate regu-
lation because the additional regulation provides no additional consumer protection and could lead to increased com-
plexity and cost. The commenter suggests the following be added as an additional subsection to R20-6-604.02:

Coverage without separate charge. If no specific charge is made to the debtor for credit insurance the standards
of R20-6-604.02, are not required to be met by premium rates used for that coverage. For purposes of this subsec-
tion, it will be considered that the debtor is charged a specific amount for insurance if an identifiable charge for
insurance is disclosed in the credit or other instrument furnished the debtor which sets out the financial elements
of the credit transactions, or if there is a differential in finance, interest, service or other similar charge made to
debtors who arein like circumstances, except for their insured or noninsured status.

Response: The Department agrees with the comments. The Department revised the definition of the credit insurance
subject to this rule to indicate that credit insurance for which there is not an identifiable charge is not covered by this
Article. The Department also added a definition of “identifiable charge.” The definition is taken directly from the
NAIC model act. The R20-6-604 has been revised as follows:

3 “Credit insurance” means credit life insurance, credit disability insurance, or both, but does not include any
such insurance for which thereis no identifiable charge.

“|dentifiable charge” means a charge for credit insurance that is imposed on a debtor with credit insurance
but not on a debtor without credit insurance, and includes a charge for insurance that is disclosed in the
credit or other financia instrument furnished to the debtor, which sets forth the financial e ements of a credit
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transaction, and any difference in finance, interest, service charges, or other similar charges made to a debtor
in like circumstances except for the debtor’s status as insured or noninsured.

R20-6-604. Definitions

Issue: The commenter believes that the phrase “outstanding balance insured indebtedness’ should be defined to
equate or contrast it to “outstanding indebtedness.” The commenter noted that the defined phrase and the other
phrases are not used consistently throughout the rule.

Response: The Department agrees with this comment and del eted the definition of “outstanding indebtedness’ asfol-
lows:

The Department did not make any other changesin the body of the rules where the terms “ outstanding” or “outstand-
ing balance” are used because the terms are used in the ordinary context and their meaning is clear in context.

Issue: A commenter suggested utilizing the definitions of gross and net debt as a way to implement the more general
statutory language for “indebtedness.” Additionally, the commenter recommended including definitions of gross and
net debt to enable the regulation to address some of the problems with single premium credit life insurance.

Response: The Department chose the term “debt” as a more concise substitute for the term “indebtedness’ which
appearsin the statute (A.R.S. § 20-1603(6)). The Department agrees with the comment that the definitions should be
changed to “gross debt” and “net debt,” which are more precise terms. These terms will eventually be used in the
order establishing new prima facie rates. The Department revised R20-6-604 as follows:

5. “Pebt’has

“Gross debt” means the sum of the remaining payments that a debtor owes a creditor.

“Net debt” means the amount necessary to liquidate a debt in a single lump-sum payment excluding
unearned interest and other unearned finance charges.

The Department addressed the comment about using net debt as the basis for insurance coverage in the response to an
issue involving R20-6-604.04.

Issue: A definition for “class of business’ should be included as “type of lender through which the credit insuranceis
sold” and the categories should be credit union, banks, finance companies, auto dealers, other dealers, and all other.

Response: The Department generally agrees with this comment, but has addressed it in a different Section. R20-6-
604.07 governs experience reports that an insurer must file, and lists the classes of business that must be reported.
The Department revised R20-6-604.07(A) as follows:

1. Inthissubsection Section, a“class of business’ means:
a  Credit unions; ;
b. Banks, and savings and loan ingtitutions, and mortgage companies;;
c. Gasnleans Finance companies, small loan companies, and consumer lenders defined in A.R.S. § 6-

601(5); ;

d. Sdesfinanee Dedlers, including auto, truck, and boat dealers, retail stores, and other persons selling
financed goods; ; and

e. All other persons selling credit insurance not specifically listed in subsection (A)(1)(a) through (d).

R20-6-604.01(E)(4)

Issue: In addition to permitting the exclusion of increased |oan amounts from this provision, it should aso not apply
if the insurer on the refinanced debt is different from the insurer on the original debt.

Response: The Department disagrees with this comment because the Department believes it would be unfair to a
debtor to impose new limitation and exclusion periods (that a debtor has already fulfilled under the original loan and
insurance policy) to a refinanced debt, at least as to the original loan amount. For example, a six-month limitation
period for death by suicide is included in most credit life insurance policies. If the debt is refinanced and new insur-
ance is purchased to cover the refinanced debt, the debtor should not have to serve another six-month suicide limita-
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tion period, except asto insurance covering any new loan amount, regardless of who the insurer is on the refinanced
debt.

R20-6-604.02(C)

Several commenters expressed concern that the Department had eliminated certain “safe harbor” provisions from the
existing rule, and that the new rule does not adequately shield prima facie rates from retrospective challenge by
clearly stating a conclusive presumption that the prima facie rates satisfy the reasonableness standard.

Issue: The last sentence of proposed R20-6-604(C) [R20-6-604.02(C)] must be deleted to not undermine the func-
tionality of primafacie rates. The proposed addition to the rule could be interpreted as intended to make the reason-
ableness standard retroactive. The Department should remove the added language or rephrase it to better clarify that
primafacie rates are presumed reasonable as long as they are in effect.

One commenter asked that the following language from the current rule be reinserted: “The primafacie rates shall be
presumed to be not excessive and to develop the loss ratios prescribed...” This commenter also objected to the fol-
lowing language in subsection (C): “The Department may rebut this presumption by disapproving the rates as pre-
scribed in A.R.S. § 20-1610.”

A commenter questioned whether there would be a safe harbor if an insurer realizes aloss ratio of 40%, as opposed to
50% or 60%. A commenter also expressed concern that there will be individual insurer prima facie rate disapproval
for not meeting a loss ratio the insurer was told it would redlize if it used a prima facie rate. Commenters requested
that the safe harbor provision in the current R20-6-604(E) be retained, or that the Department delete the last sentence
of R20-6-604.02 or change it to be clear the Department does not intend to set rates on an insurer by insurer basis.

A commenter suggested the following change to subsection (C): “The rates described...are conclusively presumed to
develop the loss ratios described in subsection (B).”

Response: The Department disagrees with these comments. The Department believes that the proposed rule does not
take away any “safe harbors” but merely clarifies what has always been the legal standard, and the assurance afforded
by the prima facie rates. The prima facie rates have never established more than a presumption. If an insurer charges
the prima facie rates, the burden would shift to the Department to prove that the rates do not meet the required loss
ratios. If an insurer charges the prima facie rates, the insurer may rely on those rates unless and until the Department
establishes they are excessive in relation to the loss ratio standards and disapproves them under A.R.S. § 20-1610. If
the Department issues an order disapproving the insurer’s rates, that disapproval order would be an appealable
agency action under Arizona's Administrative Procedure Act, and the insurer could challenge the Director’s order
through the normal administrative appeal process. See A.R.S. § 20-1610(B) and (C). Under A.R.S. § 20-162(A), a
timely request for hearing on an order will stay the effectiveness of the order until after the hearing. A.R.S. § 20-1610
clearly provides only for prospective, and not retroactive, disapproval or withdrawal of approval of rates.

Nonetheless, to aleviate insurers’ concerns about retroactive application of a disapproval order, the Department
revised R20-6-604.02 as set forth below, including correction of a typographical error in the cross-referenced Sec-
tions.

C. Whilein effect, the rates described in R20-6-604-03 R20-6-603.04 and R20-6-604-04 R20-6-604.05, subject to
any deviations approved under R20-6-664:07 R20-6-604.07 {*final-aefjustedrates—)-are ¢ conclusively presumed to
develop the loss ratios described in subsection (B). For purposes of prospective effect, the Department may rebut
this presumption by disapproving or withdrawing approval for the rates as prescribed in A.R.S. § 20-1610.

R20-6-604.04(B) and R20-6-604.05(B)

Issue: R20-6-604.04(B) and R20-6-604.05(B), for consistency should also incorporate the conclusive presumption
and be amended as follows: “An insurer is conclusively presumed to meet the lossratios...”

Response: Both subsectionsreferred to in this comment cite back to R20-6-604.02. The Department believes that this
concern is addressed through the changes made to R20-6-604.02(C) described above.

R20-6-604.02(B)

There were a number of comments regarding the use of component rating. The comments usually asked that the pro-
visions of the rule be revised to include reference to component rating.

I ssue: The Department received several comments that a 50% loss ratio standard for life and 60% for disability can-
not be determined to be reasonable without examining all costs involved with providing the product. Commenters
urged the Department to consider the use of component rating rather than using only loss ratios to set premium rates.
A commenter suggested the rule be revised as follows:
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Aninsurer may satisfy the reasonableness standard in A.R.S. § 20-1610(b) if the insurer’s premium rate develops
alossratio of not less than 50% for credit life insurance and not less than 60% for credit disability insurance, or,
pursuant to the review process of R20-6-604.03, such lower loss ratios...

Another commenter suggested that the example of component rating in the actuarial opinion be reviewed and exam-
ined to ensure it accurately reflects the business environment in the state of Arizona.

A commenter expressed support for continuation of a minimum loss ratio, as opposed to pure component rating, as
the basis for determining whether rates meets the statutory standard that premium rates not be excessive in relation to
benefits provided.

Response: The Department actively considered whether to adopt a component rating methodology. The NAIC
Model Regulation (on which these rules are based) does address component rating in “Alternative Section 4A”. The
NAIC model allowsthe Director to lower the 60% NAIC loss ratio requirement based upon the values selected for the
different components that are used in the procedure of calculating a component rate.

Although the NAIC model does contain an alternative section on component rating, the Department believes that this
section, standing alone, is inadequate to assure that an insurer’s rates satisfy the statutory requirement that premiums
shall not be excessive in relation to benefits provided. Use of component rating would require the Department to pre-
scribe, in rule, specific amounts for each component of arate. The Department believes that this would be microman-
agement of the insurer’s business, and that the better approach is simply to prescribe required loss ratios, (the rating
component that measures the value of the product to the consumer,) and require insurers to meet those lossratios. The
Department’s rule prescribes the required outcome, rather than the path for reaching that outcome. Component rating
would also require much greater use of resources to evaluate and monitor compliance.

Moreover, the Department does not believe that use of component rating, which is administratively more burden-
some, would yield a significantly different rate. The Actuary’s Memorandum and recommendations, which provide
much of the support for the Department’s rulemaking action, contain an entire section on component rating. Appen-
dix 12 of the Memorandum includes a hypothetical using component rating. The Actuary calculated a component rate
for the singlelife - single premium, decreasing plan of business. This was done in order to compare rates obtained by
the two methods (loss ratio vs. component rating). The result was that the rate calculated in the component rating
example was almost identical to the $0.30 rate derived by the loss ratio method.

While comments were made in favor of component rating, most commenters did not offer any examples of the
numerical assumptions that might be used to calculate alternative rates. One insurer did cal culate a component based
rate for a single premium, single life, decreasing plan, which resulted in a $0.36 rate in substitution of the proposed
$0.30 rate per $100 per annum. This $0.36 rate was based on the insurer’s current commission level of 37.5% as one
of the components. (“Alternative Section 4A” refers to the use of ‘reasonable creditor compensation’ in component
rating. “NAIC Model Optional Section 5.” limits compensation for a creditor to 25%). In other words, thisinsurer’'s
calculations determined that out of every dollar of premium received from a consumer, 36¢ should go to pay covered
losses, and 37.5¢ should be paid as commission to the producer who sold the policy. The insurer’s calculation pre-
sumes that its 37.5% commission rate is reasonable and justified, and should thus be used as a component for estab-
lishing rates.

The insurer that proposed this $0.36 rate had a combined three-year (1997-1999) loss ratio for this Plan of 31.73%. If
the insurer had used the $0.36 rate during the 1997-1999 period instead of the current $0.44 rate, the insurer’s loss
ratio would have been raised to only 38.78% (31.73% x .44/.36), which is still well below the minimum loss ratio
requirement of 50%. This example of rate making, as was pointed out in the Appendix 12 discussion, illustrates the
difficulties of selecting the assumptions for the components that comprise the rate calculation.

A different commenter submitted a component rate calculation with a recommended rate of $0.3871 per $100 per
annum vs. the Department’s $0.30 rate. However, this commenter used an overall loss ratio of 47.4% to obtain the
$0.3871 rate. The 47.4% isthelossratio for al credit life business; (single life and joint life, plus single premium and
outstanding balance business) (See Appendix 1). This calculation ignores the material differences in loss ratios
among the different plans and classes of business. For example, using the $0.3871 rate for just the single premium -
single life, decreasing plan business during the 1997-1999 period (instead of the current $0.44 rate) would have
yielded aloss ratio of only 33.72% (29.67% x .44/.3871). Once again, the loss ratio would fall well below the mini-
mum loss ratio requirement of 50%.

Because component rating methodology would require substantially greater administrative oversight and expenditure

of resources, without yielding a substantially different result, the Department rejected the suggestion to adopt the
component rating methodol ogy.
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Individual Filings

Issue: A commenter recommended that the Department require each credit insurer to file rates that will produce at
least the minimum loss ratio standard set out in the rule. In the aternative, if the Director retains primafacie rate reg-
ulation, then establishing rates by class of businessis an essential consumer safeguard.

Response: The Department disagrees with this comment. This would mean that prima facie rate regulation would be
replaced by insurers filing rates that would hopefully produce at least the minimum loss ratios on each line of busi-
ness, or alternatively, have prima facie rates established by class of business. The first suggestion is impractical
because not all insurers have sufficient business to file credible rates. This means that the Department would still be
required to develop prima facie rates for those lacking needed loss experience. Also, implementing this suggestion
would require additional Department resources to review the proposed rate filings and to verify insurer compliance.
The second suggestion regarding rates by class of business is close to being realized by the rate increases being rec-
ommended. These class distinctions are:

*  Credit Life: Single premium; single and joint lives (largely Dealer business).
e Credit Life: Monthly MOB and Rev. Acct; single and joint lives. (primarily credit union and bank business).

e Credit Disability: Non-retro Plans; (83% monthly outstanding balance business and revolving accounts with
credit unions and banks).

e Credit Disability: Retro Plans (approximately 56% dealer business on 14-day retro plans; 32% monthly premium
business with credit unions and bank business on 30-day retro plans).

R20-6-604.02(D)

Issue: A commenter stated that R20-6-604.02(D) should be amended if the Department accepts its recommendation
regarding component analysis and the possibility of prima facie rates for ‘ standard coverage’ developing loss ratios
less than 50% for life or 60% for disability asfollows:

If an insurer wants to provide coverage other than the standard coverage...shall demonstrate that the rates for cover-
age are reasonably be expected to devel op aloss ratio not less than that contemplated for standard coverage at the

prima facie rates-56¢
Response: The Department disagrees with this comment for the reasons discussed regarding component rating and

also because it substitutes vague language about a “contemplated” ratio for precise language about the specific loss
ratios required.

R20-6-604.04

Issue: A commenter requested that the final rule require that single premium credit life coverages be restricted to the
net debt basis, or, at a minimum, that the rule require net debt for single premium credit life for longer-term cover-

ages.

Response: The Department did not make this change for several reasons. The Department was concerned that limit-
ing coverage to anet debt basis, in addition to the changes contemplated for the prima facie rates, would be extremely
disruptive to the marketplace that has historically written coverage on a gross debt basis. Second, the Department
does not have sufficient loss experience to determine credible primafacie rates for net debt coverage. Third, making
the change to impose a net debt limitation could arguably be construed as a substantive change to the rulemaking.

The Department notes that a number of insurers have recently announced that they are voluntarily writing on only a
net debt basis due to changes in policies announced by federal mortgage lenders. There appears to be the beginning of
an industry trend to write on a net debt basis, which the Department believes will lead to credible experience on
which the Department might, in the future, calculate new primafacie rates.

The Department did consider amending the rule to require net debt coverage on longer-term single premium credit
line business only, but was concerned that this would be a substantive change. Changing to a net debt basis would
further reduce the premium revenue to insurers, in addition to the expected changes in the prima facie rates, and
would trigger significant objection from affected insurers. The Department will continue to evaluate this issue in
future rulemakings.

R20-6-604.04(C) and R20-6-605(C)(1)
Several commenters expressed concern that the rule would limit insurers’ ability to underwrite risks.

I ssue: R20-6-604.04 and R20-6-604.05 now prohibit initial underwriting of risks, however, the language of the Title
20, Article 10, Arizona Credit Life Insurance and Credit Disability Act seems to support use of an application for
underwriting asin all other forms of insurance.
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R20-6-604.04(C)(1) and R20-6-604.05(C)(1) permit the use of prima facie rates without filing additional actuarial
support only if all eligible debtors can be insured without evidence of insurability. The commenter recommends that
primafacie rates be permitted to be used “with or without evidence of insurability” asit existsin the current rule.

A commenter objected to the elimination of an insurer’s ability to underwrite larger loan risks for credit disability and
requested that the Department reinstate the provision regarding nonstandard coverage with actuarially equivalent
rates and an insurer’s ability to request evidence of insurability.

Response: The Department agrees with the comments. The Department did not intend to prohibit insurers from
underwriting applicants and made the following changes:

R20-6-604.04(C)(1)

1. Provide coverage for death, by whatever means caused, to all eligible debtors, with or without evidence of
individual insurability...”

R20-6-604.05(C)(1)

1. Provide coverage for disability, by whatever means caused, to all eligible debtors, with or without evidence
of individual insurability...”

R20-6-604.04(C)(3) and R20-6-604.05(C)(6)

Several commenters expressed concern with the provisions limiting exclusions on the basis of age, and requested that
the Department substitute NAIC model language. As set forth below, the Department agreed with the comments and
has made changes to these provisions, as set forth at the end of all comments.

I ssue: The requirement in R20-6-604.05(C)(6) that permits making debtors 65 or older ineligible should be retained.
The new rule changes the provision from age 65 to age 66.

Response: The Department agrees with this comment and with the additional comment below regarding the language
for the age exclusions. See changes made below.

Issue: The current provision that permits making ineligible those debtors who will be age 66 or older on the maturity
date of the loan should be retained.

Response: The Department believes that the proposed rule already provides the result sought by the commenter. The
Department does agree that this provision should be revised to incorporate the NAIC language, as requested by other
commenters. The Department is making the changes described below to the age exclusion provisions.

I ssue: The Department received comments that the rule should be changed so that the credit life age restriction has
the same language as the credit disability restriction so that partial credit life coverage may be purchased.

One commenter suggested that the following NAIC Model Regulation language be used filling the blanks for credit
disability with 66 and 70 for credit life:

An age restriction providing that no insurance will become effective on debtors on or after the attainment of age
and that all insurance will terminate upon attainment by the debtor of age .

Response: The Department agrees with the comments and changed the rules as follows:
R20-6-604.04(C)(3)
3. Haveno age restrictions, except the following permissible exclusions:

a  An age restriction providing that no insurance will become effective on a debtor on or after the attain-
ment of age 70 and that all insurance shall terminate on a debtor attaining age 70; and...

R20-6-604.05(C)(6)

6. Netineludean Have no age restriction redtrictions, except that-the following-agerestrictions-are-permissible
exclusion:
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An age restriction providing that no insurance will become effective on adebtor on or after the attainment of
age 65 and that all insurance will terminate on a debtor attaining age 66; and

R20-6-604.04(C)(2)

Issue: A commenter expressed support for inclusion of the provision for pre-existing condition in the rule, but
objected to the difference between the credit life and the credit disability exclusions. The commenter recommends
that the credit disability exclusion be used for credit life for fixed term credit transactions.

Issue: A commenter requested inclusion of the “standard” 6/6 pre-existing condition limitation, without limitation as
to loan type for credit life as well as credit disability. The commenter believes the provision in the rule that permits
insurers to choose between short form underwriting and the pre-existing condition limitation for certain types of loans
would also be a reasonable approach.

Responses: The Department agrees with the comments and revised R20-6-604.04(C)(2) as follows:
1. Haveno exclusions other than for:
a. Suicidewithin 6 months after the effective date of coverage.
b. Preexisting conditionsferceverage-onrevelving-accodnts.
R20-6-604.04 regar ding nonstandar d cover age

I ssue: One commenter questioned why the Department deleted a particular subsection (C) from a draft rule regarding
nonstandard coverage and the requirement that rates for nonstandard coverage must be actuarially consistent. The
commenter requested that the language be reinserted, using the term actuarially “equivalent” rather than “consistent.”

Response: The Department disagrees with this comment. The Department deleted the described draft language from
both R20-6-604.04 and R20-6-604.05 in an effort to make the rules more concise. The Department thinks the point is
adequately covered under R20-6-604.02(D) and deleted the language in the other rules as redundant.

In an effort to address the concern however, the Department revised R20-6-604.02(D) as follows:

D. H-aninsdrerwantsto An insurer may provide coverage other than the standard coverage described in R20-6-
604.04 and R20-6-604.05;. Anthe insurer that wishes to provide nonstandard coverage shall file...”

R20-4-604.06 Refund For mulas

Issue: The commenter believes the current rule R20-6-604(C)(4) is specific relative to refund formulas and believes
substituting “actuarial equivalency” for named refund methods would introduce uncertainty and vagueness. The com-
menter requests specificity in the rule if the Department contemplates a different refund method.

Response: The Department agrees that greater specificity as to alowable formulas will improve the rule and made
changes to R20-6-604.06 as described below.

For insurance paid by a single premium, the Rule of Anticipation method; and

1
2. For insurance paid by other than a single premium, a method that refunds at |east the pro rata gross unearned
amount charged to the debtor

The Director may approve other refund methods similar to those described in subsection (A), that are actuarially
equivalent to the type of coverage the debtor purchased.

C. Aninsurer’s refund method may recognize adjustments to a daily basis for interest or payments if the adjust-
ments are consistent with the underlying credit transaction.

B-D.An insurer is not required to refund any amount under less than $5.

|o0

Issue: A commenter stated that the requirements for refunds be that insurers must use a method at least as favorable
to consumers as the Rule of Anticipation. The commenter believes the proposed Section will lead to confusion by
insurers or the use of refund methods that are very unfavorable to consumers
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Response: The Department agrees that greater specificity would improve the rule, and changed R20-6-604 as fol-
lows:

20. “Rule of Anticipation” means the product of the gross single premium per $100 of indebtedness for the
debtor’s remaining term of indebtedness, times the number of hundreds of dollars of remaining indebted-
ness.

R20-6-604.08 Rate Deviations

Issue: This Section of the rules fails to provide for downward deviations due to nonstandard coverage or for chal-
lenges to the presumption of reasonableness of prima facie rates even when using standard coverage. Without such
standards, insurers face the possibility of unequal treatment and the inability to make informed business decisions
that are in their best interest.

Response: The Department disagrees with this comment and believes that the rules and statute adequately address
the issue of downward deviations in rates. R20-6-604.02(D) provides that if an insurer wishes to offer nonstandard
coverage, the insurer must file the policy information under A.R.S. § 20-1609 and demonstrate that rates for the non-
standard coverage will develop at least the required loss ratios. Under A.R.S. § 20-1610, the Director may disapprove
rates the Director finds excessive. The Department does not understand how the rules will permit unequal treatment
of insurers.

R20-4-604.09 Supervision of Consumer Credit I nsurance Operations

Several commenters expressed concern about the provision that requires an insurer to do a triennial review of a
lender’s operations and to report material noncompliance to the Department.

Issue: A commenter expressed support for the requirement for atriennial review of credit insurance operations, but
requested that before enacting the provision, the Department review its insurance code to determine whether the
Department has general protective provision for insurers providing information on third parties to the Department.

I ssue: The commenter objects to the requirement of notification to the Director of any material noncompliance and
believes that without a definition for “material noncompliance” the ruleis not clear, concise, and understandabl e, and
that no insurer will be able to determine whether an insurer is meeting the requirement.

Issue: A commenter states that R20-6-604.09(C) should be deleted because it will increase litigation exposure.

Responses: The Department disagrees with the comment that material compliance is a vague term. “Materia” is a
term that has definition via the common law, and must be read in the context of the entire rule, in particular, subsec-
tion (A), which specifies the areas that an insurer is required to consider.

The Department agrees with the comment about reporting creditor noncompliance to the Department, and deleted
subsection (C). The Department has added language to specify that the insurer should also maintain records of any
corrective action the insurer has undertaken to address a problem that the insurer has found. R20-6-604.09 is revised
asfollows:

B. The insurer shall maintain a written record of each review and action the insurer takes to address any creditor
noncompliance found by the insurer, for at least three years following the end of the review, for the Director’s
inspection.

Delayed effective date

I ssue: Therule has no effective date provision that gives insurers and creditors a reasonable amount of time to imple-
ment changes mandated. The commenter believes it would be appropriate for the Department to provide a proposed
effective date.

Response: The Department disagrees with the need to delay the effective date of these rules. The Department does
agree that it will take insurers and the Department some time to implement the new rules. Under the new process
established under R20-6-604.03, the Department cannot adopt new prima facie rates until the Department conducts
the process prescribed in the rule. Thus, insurers will have adequate time after these rules are adopted to implement
new prima facie rates. This rulemaking does not alter the statutory reasonableness standard or the minimum loss
ratios. Until new prima facie rates are adopted through the process under R20-6-604.03, the Department would con-
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tinue to apply those general standards to any rates that insurers may file with the Department. The Department
expects that insurers will continue to use the current prima facie rates until new prima rates are established.

Protection of Consumers

Issue: A commenter said that the Department should err on the side of consumers when establishing prima facie
rates.

Response: As noted above, the current rulemaking merely repeal s the existing primafacie rates. After these rules are
effective, the Department must go through a separate process to establish new prima facie rates. In doing so, the
Department will strive to strike a reasonable balance between the interests of insurers and the interests of consumers,
consistent with the statutory standard that premiums charged shall not be excessive in relation to benefits. A.R.S. §
20-1610(B). Based on the report of the Department’s actuary, the Department estimates that for the first full year that
the new recommended rates are in effect, Arizona's consumers will realize a savings of $19 million in credit life and
disability insurance premiums as a result of this rulemaking and subsequent proceedings to establish new primafacie
rates.

12. Any other mattersprescribed by statute that are applicable to the specific agency or to any specific rule or class of

rules:

Not applicable

13. Incorporationsby reference and their location in therule:

14,

15

Section

None

Wasthisrule previously adopted as an emergency rule?

Not applicable

Thefull text of therulesfollows:

TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 6. DEPARTMENT OF INSURANCE
ARTICLE 6. TYPES OF INSURANCE CONTRACTS

R20-6-604. Gde—l:#H—nwmnee-and—G%edﬂ—D&bWLnsaFanee Definitions

Exhibit A. Credit DisabilityRates-and--orms Repeal
R20-6-604.01. Rights and Treatment of Debtors

R20-6-604.02. Satisfying the Reasonableness Standard

R20-6-604.03. Determination of Prima Facie Rates

R20-6-604.04. Credit Life Insurance Rates and Provisions

R20-6-604.05. Credit Disability Insurance Rates and Provisions

R20-6-604.06. Refund M ethods

R20-6-604.07. Experience Reports

R20-6-604.08. Use of Prima Facie Rates; Rate Deviations

R20-6-604.09. Supervision of Consumer Credit |nsurance Operations

R20-6-604.10. Prohibited Transactions

ARTICLE 6. TYPES OF INSURANCE CONTRACTS
R20-6- 604 G%%H%&%&&Hd—@%%kﬂme Def|n|t|ons
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EXHIBIT A
CREDIT DISABILITY RATES
RATE EXTENSIONS

NON-RETROACTIVE RETROACTIVE NON-RETROACTIVE RETROACTIVE
DURATION 14 day 30 Day 14 Day 30 Day DURATION 14 day 30 Day 14 Day 30 Day
1 23 .00 29 0.00 58 3.76 3.32 4.2 3.86
2 35 26 43 39 59 3.80 3.35 3.89
3 A7 35 56 52 60 3.83 3.39 4.28 3.93
4 59 43 71 65 61 3.86 3.43 431 3.97
5 70 51 85 78 62 3.90 3.46 4.35 4.00
6 82 60 98 o1 63 3.93 3.50 4.39 4.04
7 93 68 113 1.04 64 3.97 3.53 4.43 4.07
8 1.05 77 1.27 1.17 gg j-gg : j-jg ﬁg
18 1'%3 '82 1;’2 ﬁg 67 4.07 3.62 453 417
1 140 Lop 160 155 68 4.10 3.66 457 4.20
12 151 110 e 168 69 413 3.69 4.60 423
13 158 116 1.89 1.74 0 4.16 312 4.64 4.21
71 4.19 3.75 467 4.30
14 1.64 1.22 1.96 1.80 7 4 378 470 433
15 170 1.28 2.02 1.85 73 / 3.81 473 436
16 176 134 2.09 191 74 4.28 3.84 476 439
17 18 240 215 197 75 4.30 3.87 479 4.42
18 1.88 1.46 2.21 2.03 76 433 3.90 482 4.45
19 194 152 227 2.09 77 4.36 3.93 4.85 4.48
20 2.00 158 2.33 214 78 438 3.96 4.89 451
21 2.06 164 2.39 2.20 7 4.4 3.99 4.92 454
22 212 1.69 2.45 2.25 4.44 4.02 4.94 457
23 218 175 251 2.30 81 4.46 4.04 4.97 4.60
24 2.24 1.80 257 2.36 82 4.49 4.07 5.00 4.62
25 2.29 1.85 2.63 241 83 452 4.10 5.03 4.65
26 2.34 1.01 2.69 2.46 84 454 413 5.06 4.68
27 2.39 1.96 2.75 251 85 457 4.16 5.09 4.70
28 245 201 2.80 25 86 4.59 418 5.12 473
29 2.51 2.06 2.85 62 87 4.61 421 5.15 476
30 2.56 212 291 .66 88 4.64 4.23 5.17 4.79
31 260 217 296 272 89 467 425 5.20 481
3P 2.66 221 3.02 276 90 4.69 4.28 5.23 4.84
33 271 227 3.07 281 91 471 431 525 4.86
286 92 473 433 5.27 4.89
290 93 476 436 5.30 491
2.06 94 4.78 4.38 5.33 4.94
3.00 95 4.80 4.40 5.35 4.97
305 % 4.82 443 5.38 4.99
300 97 4.85 4.45 5.40 5.01
314 08 487 4.48 5.42 5.03
318 99 4.88 4.50 5.45 5.06
32 100 491 452 5.47 5.09
326 101 4.93 455 5.50 5.11
331 102 4.95 457 5.52 5.14
: 103 4.97 4.59 5.54 5.15
3.35 104 4.99 461 5.57 5.18
3.39 105 5.01 4.64 5.59 5.20
3.44 106 5.03 4.66 5.61 5.22
347 107 5.05 467 5.63 5.24
352 108 5.07 4.70 5.65 5.27
3.56 109 5.09 472 5.67 5.29
3.59 110 511 474 5.69 5.31
3.63 111 5.13 4.76 5.72 5.33
3.68 112 5.15 479 5.74 5.36
371 113 5.17 4.80 5.75 5.37
3.75 114 5.18 4.82 5.78 5.39

3.79

3.83
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NON-RETROACTIVE RETROACTIV
NON-RETROACTIVE RETROACTIVE DURATION 14 day 30 Day 14 Day 30 Day
DURATION 14 day 30 Day 14 Day 30 Day 148 5.93 557 6.53 6.15
115 5.21 485 5.80 5.42 149 5.95 5.60 6.55 6.17
116 5.22 4.87 581 544 150 5.97 5.62 6. 6.20
17 5.24 4.88 5.84 5.46 151 5.99 5.64 59 6.22
118 5.26 4.91 5.86 5.48 152 6.02 5.66 6.62 6.24
119 5.27 4.93 5.87 5.50 153 6.04 5.69 6.64 6.26
120 5.30 4.94 5.89 5.52 154 6.06 1 6.66 6.29
121 5.32 4.97 5.92 5.54 155 6.08 5.73 6.68 6.31
122 5.34 4.99 5.94 5.57 156 6.11 5.75 6.71 6.33
123 5.36 5.01 5.96 5.59 157 6. 5.78 6.73 6.35
gg g-j:l; g-gg g-gé g-gg 159 6.17 5.82 6.77 6.40
127 5.45 5.10 6.05 5.68 120 g'gg g'g‘?‘ g'gg g'ﬁ
128 5.48 512 6.08 5.70 624 = 89 6.84 6.47
129 5.50 515 6.10 5.72 : : :
163 6.26 5.91 6.86 6.49
130 552 517 6.12 5.75
164 6.29 5.93 6.89 6.51
131 5.54 5.19 6.14 57
13 g =21 617 e 165 6.31 5.96 6.91 6.53
166 6.33 5.98 6.93 6.56
133 5.59 5.24 6.19 5.81
134 561 526 621 5a1 167 6.35 6.00 6.95 6.58
135 563 598 6.2 5.86 168 6.38 6.02 6.98 6.60
137 568 533 6.8 590 170 6.42 6.07 7.02 5.65
138 5.70 5.35 6.30 5.03 171 6.44 6.09 7.04 6.67
6.32 5.95 172 6.47 6.11 7.07 6.69
6.35 5.97 173 6.49 6.14 7.09 6.71
6.37 5.99 174 6.51 6.16 7.11 6.74
6.39 6.02 175 6.53 6.18 7.13 6.76
6.41 6.04 176 6.56 6.20 7.16 6.78
6.44 6.06 177 6.58 6.23 7.18 6.80
6.46 6.08 178 6.60 6.25 7.20 6.83
6.48 6.11 179 6.62 6.27 7.22 6.85
6.50 6.13 180 6.65 6.29 7.25 6.87
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STATE OF ARIZONA FORM A
DEPARTMENT OF INSURANCE

1601 WEST JEFFERSON
PHOENIX, ARIZONA 85007

CREDIT LIFE & DISABILITY INSURANCE EXPERIENCE REPORT
CALENDAR YEAR OF 19
FORM A (SEE INSTRUCTIONS)

CLASSES OF BUSINESS: Check one;

O (@ CreditUnions [Od (c) CashLoans
O (b) Banks, and Savings [ (d) SalesFinance
O (o and Loan Associations [ (e All Others

Mode of Premium Payment:

0 Single Premium Outstanding Balance (Monthly
Revolving Account O
Plan of Benefits: Policy Form No:
Credit Life: - Decreasing O Single Life ] Gross Group
O] Level [ Joint Life 7 Net O Individual
Credit Disability Days, O Retro [ Non-R
1. Actual Earned Premiums | M/ean Insurance in Force

a.  Gross premium written (before deduction for
Dividends and Experience Rating Credits)

b. Refunds on terminations

c. Net(ab)

d. Premium reserve, beginning of period

e. Premium reserve, end of period

f.  Actua earned premiums (c+d-e)

g. Earned premiums at primafacie raig (Form B)

2. Incurred Claims
a  Claimspad

Unreported claims, b

Claim reserv

b

c

d. Claim reserve, beginning of period
e end of period
f

Incurred Ctaims (a-b+c-d+e)

3. LossRatio

tual lossratio (2f + 1f)

Lossratio at primafacie rate (2f + 1g)
(See Ingtructions)

(Company) (Signature) (Title)
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STATE OF ARIZONA FORM B1
DEPARTMENT OF INSURANCE

1601 WEST JEFFERSON
PHOENIX, ARIZONA 85007

CREDIT LIFE INSURANCE EXPERIENCE REPORT

PRIMA FACIE EARNED PREMIUM
FORM B1 (SEEINSTRUCTIONS)

Class of business Cdendar Year 19

Premium Mode Plan of Behefits

Credit Life Insurance

Actua Earned Prima Facj Actual PrimaFacie
Premiums Rate, Premium Rate Earned Premium

Cal. 1 Cof. 2 Cal. 3 Col. 4

A. Earned premiums at
primafacierate XXX XXX

B. Earned premiums at other
than primafacie rates:

1

© 0 s~ wDd

Totals XXX XXX

ToformA, To Form A
Line 1f Linelg

(Company)
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STATE OF ARIZONA FORM B2

DEPARTMENT OF INSURANCE

1601 WEST JEFFERSON
PHOENIX, ARIZONA 85007

CREDIT DISABILITY INSURANCE EXPERIENCE REPORT

PRIMA FACIE EARNED PREMIUM
FORM B2 (SEE INSTRUCTIONS)

Class of business Cdendar Year 19

Premium Mode

Credit Disability Insurance

Actua PrimaFacie
Earned . Earned
Premium 12 mo 6 Mo Premium
Caol. 1 Col.3 Cal. 4 Cal.5
A. Earned premiums at
primafacierate
B. Earned premiums at other
than primafacie rates:
1. a Actud Rate XXX
b. Ratio XXX
c. Earned Premium
2. a Actua Rate X
b. Rato XXX
Earned Premium
3. a Actud Rate XXX
b. Ratio XXX
Earned Premiym
Totals XXX XXX XXX
To Form To Form
A, Line If A, Line1g

(Company)
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STATE OF ARIZONA FORM C1

DEPARTMENT OF INSURANCE

1601 WEST JEFFERSON
PHOENIX, ARIZONA 85007

CREDIT DISABILITY INSURANCE EXPERIENCE REPORT
RECONCILIATION TO STATE PAGE

FOR THE CURRENT YEAR OF 19
FORM C1 (SEE INSTRUCTIONYS)

Premiums Cla
Written Earned Paid Incurred
(Line 1c) (Line 1f) (Line 2a) (Line 2f)
Credit Life:
Page of
Page  of
Page  of
Page  of
Page_  of
Page_  of
Page_  of
Page_  of
Page  of
Page  of
Page  of
Total Life

Annua Statement
Page 46, Line 31

Explain any differences bétween “Total Life” and Page 46, Line 28.

(Company)
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STATE OF ARIZONA FORM C2

DEPARTMENT OF INSURANCE

1601 WEST JEFFERSON
PHOENIX, ARIZONA 85007

CREDIT DISABILITY INSURANCE EXPERIENCE REPORT
RECONCILIATION TO STATE PAGE

FOR THE CURRENT YEAR OF 19
FORM C2 (SEE INSTRUCTIONYS)

Premiums
Written Earned Paid

(Line 1c) (Line 1f) (Line 2a) (Line 2f)

Credit Life:

Page of
Page  of
Page  of
Page  of
Page_  of
Page_  of
Page_  of
Page_  of
Page  of
Page  of
Page  of
Total Life

Annua Statement
Page 46, Line 31

Explain any differences bétween “Total Disability” and Page 46, Line 31.

(Company)

Volume 8, Issue #26 Page 2750 June 28, 2002



Arizona Administrative Register
Notices of Final Rulemaking

FORM D
DISTRIBUTION OF BENEFITS

Claim# Group Policy # Certificate #
Insured
Check(s) Enclosed Date Account Settled , 19

Payment of proceeds under your Group Policy provides, and the law requires that
to the named beneficiary (if any) or to estate or person/institution entitled to
Company

net indebtedness be discharged and any excess be paid
eive payment, and areport of distribution be filed with the

Paid to Lender Name Amount

Paid to Beneficiary/Estate/Other Name Amount

Certified By: Signature Title
For

Group Palicyholder/Agent

(Uparréxecution - forward to Company)

The definitionsin A.R.S. § 20-1603 and this Section apply to R20-6-604 through R20-6-604.10.
“Actual lossratio” meansincurred claims divided by earned premiums at rates in use.

“Actuariadly equivalent” means of equal actuarial present value determined as of a given date with each value based on
the same set of actuarial assumptions. When used in this Article in reference to rates and coverage, “ actuariall uiva
lent” means arate or coverage that is actuarially determined to yield loss ratios of 50% for credit life insurance and 60%
for credit disability insurance.

“Credit insurance” means credit life insurance, credit disability insurance, or both, but does not include any insurance for
which there is no identifiable charge.

“Earned premiums’ means earned premiums at primafacie rates and earned premiums at rates in use.

“Earned premiums at prima facie rates’ means an insurer’s actual earned premiums, adjusted to the amount that the
insurer would have earned if the insurer’s premium rates had equaled the prima facie rates in effect during the experience
period.

“Earned premiums at rates in use’” means the premiums that an insurer actually earns on the premium rates the insurer
charges during an experience period.

“Evidence of individual insurability” means information about a debtor’s health status or medical history that a debtor
provides as a condition of credit insurance becoming effective.

“Experience’” means an insurer’s earned premiums and incurred claims during an experience period.

“ Experience period” means a period of time for which an insurer reports income and expense information on the insurer’s
credit insurance business.

“Final adjusted rates’” means the prima facie rates referred to in R20-6-604.04 and R20-6-604.05, subject to any devia-
tions approved under R20-6-604.08.

“Gross debt” means the sum of the remaining payments that a debtor owes a creditor.

“|dentifiable charge” means a charge for credit insurance that is imposed on a debtor with credit insurance but not on a
debtor without credit insurance, and includes a charge for insurance that is disclosed in the credit or other financial instru-
ment furnished to the debtor, which sets forth the financial elements of a credit transaction, and any difference in finance,
interest, service charges, or other similar charges made to a debtor in like circumstances except for the debtor’s status as
insured or noninsured.
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“Incurred claims’ means the total claims an insurer pays during an experience period, adjusted for the change in the claim
reserves.

“Net debt” means the amount necessary to liguidate a debt in a single lump-sum payment excluding unearned interest and
other unearned finance charges.

“Plan of credit insurance” means an insurance plan based on one of the following rate and coverage categories.
Credit life insurance, other than on revolving accounts, including joint and single life coverage, decreasing and level
insurance, and outstanding balance and single premium:
Credit life insurance on revolving accounts;
Credit life insurance on an age-graded basis;
Credit disability insurance, other than on revolving accounts, including outstanding balance and single premium, and
each combination of waiting period and retroactive or non-retroactive benefits;
Credit disability insurance on revolving accounts, including each combination of waiting period and retroactive or
non-retroactive benefits.

“Preexisting condition” means a condition:
For which a debtor received medical advice, consultation, or treatment within six months before the effective date of
credit insurance coverage; and
From which the debtor dies, in the case of life insurance, or becomes disabled, in the case of disability insurance,
within six months after the effective date of coverage.

“Prima facie adjusted loss ratio” means incurred claims divided by earned premiums at primafacie rates.

“Primafacie rates’ means the rates established by the Director as prescribed in R20-6-604.03.

“ Reasonabl eness standard” means the requirement in A.R.S. 8 20-1610(B) that an insurer’s premiums for credit insurance
shall not be excessive in relation to the benefits provided under the policy.

“Rule of Anticipation” means the product of the gross single premium per $100 of indebtedness for a debtor’s remaining
term of indebtedness, times the number of hundreds of dollars of remaining indebtedness.

R20-6-604.01. Rightsand Treatment of Debtors

A.

[0

(@

Creditor Obligations.

1. Multiple plans of insurance. If a creditor makes more than one plan of credit insurance available to debtors, the cred-
itor shall inform each debtor of each plan for which the debtor is eligible and of the premium and charges for each
plan.

2. Substitution. If acreditor requires a debtor to have credit insurance as additional security for a debt, the creditor shall
inform the debtor in writing of the debtor’s right to obtain aternative coverage as prescribed in A.R.S. § 20-1614
before the loan transaction is completed.

3. Remittance of premiums. If a creditor adds an insurance charge or premium to a debt, the creditor shall remit the
insurance charge or premium to the insurer within 60 days after it is added to the debt.

Creditor and insurer obligations regarding insurance on refinanced debt.

1. If adebt is discharged because the debtor refinances the debt before the scheduled maturity date, the creditor shall
notify theinsurer that issued the credit insurance on the discharged debt.

2. Aninsurer shall not issue any credit insurance that covers the refinanced debt with an effective date preceding the ter-
mination date of the insurance on the original debt.

3. Theinsurer issuing the coverage on the discharged debt shall refund to or credit the debtor with all unearned insur-
ance charges or premium according to R20-6-604.06.

4. If adebt is refinanced, the effective date of the policy provisions in any new insurance covering the refinanced debt

shall be the first date on which the debtor became insured under the previous policy. An insurer may apply any new
exclusion period or preexisting condition limitation only to the portion of the new |oan that exceeds the previous loan.
Required policy provisions.
1. Termination provisions for group policies. A group credit insurance policy shall provide for continued coverage of
debtors covered under the policy if the policy terminates, as follows:

a For apolicy with a single premium payment, or any other payment method that prepays coverage for more than
one month, a provision requiring continued insurance coverage for the entire period for which the premium has
been paid; and

b. For apolicy with a monthly premium payment, a provision requiring the insurer to send the debtor a termination
notice at least 30 days before the effective date of termination, unless an insurer is issuing replacement coverage
in at |east the same amount, without |apse of coverage.

2. Maximum aggregate provisions. A provision in an individual policy or group certificate that sets a maximum limit on
total claim payments shall apply only to that individual policy or group certificate.
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D. Creditor and insurer obligations when debtor prepays debit.

1. Except asprovided in subsection (D)(2), if adebtor prepays adebt in full, any credit insurance covering the debt shall
terminate on the date of prepayment. The creditor and insurer shall refund to or credit the debtor with any unearned
premium according to R20-6-604.06.

2. If adebt isfully prepaid because of the debtor’s death or any other lump-sum credit insurance payment, a creditor or
insurer is not required to refund premium for the coverage under which the lump sum was paid.

3. If aclaim under credit disability coverage isin progress at the time of prepayment, the insurer:

a May caculate the refund as if the prepayment did not occur until the end of the period for payment of benefits,
and
b. Isnot required to refund premiums for any period for which credit disability benefits are payable.
E. Benefits payable on revolving account. If adebtor is paying for credit insurance coverage on arevolving account and dies,

the insurer shall pay a benefit amount equal to the amount of indebtedness outstanding on the date of death. The insurer
may exclude preexisting conditions occurring within six months of any advance on the revolving account, running sepa-
rately for each advance or charge.

R20-6-604.02. Satisfying the Reasonableness Sandard

Aninsurer shall comply with all requirements of A.R.S. 8 20-1610 regarding premium and insurance charges.

An insurer may satisfy the reasonableness standard in A.R.S. § 20-1610(B) if the insurer’s premium rate develops aloss

ratio of not less than 50% for credit life insurance and not less than 60% for credit disability insurance.

While in effect, the rates described in R20-6-604.04 and R20-6-604.05, subject to any deviations approved under R20-6-

604.08 are conclusively presumed to develop the loss ratios described in subsection (B). For purposes of prospective

effect, the Department may rebut this presumption by disapproving or withdrawing approval for the rates as prescribed in

A.R.S. 8§ 20-1610.

An insurer may provide coverage other than the standard coverage described in R20-6-604.04 and R20-6-604.05. An

insurer that wishes to provide nonstandard coverage shall:

1. Filethe nonstandard coverage policy information as prescribed in A.R.S. 8 20-1609, and

2. Demonstrate that the rates for the coverage are reasonably expected to develop a loss ratio of not less than 50% for
credit life insurance and not |ess than 60% for credit disability insurance.

R20-6-604.03. Determination of Prima Facie Rates

>

1o

|©

A. The Director shall, by order, establish primafacie rates as prescribed in this Section.
B. At least once every three years, the Director shall:
1. Determinethe rate of expected claims on a statewide basis;
2. Compare the rate of expected claims with the rate of actual claims for the past three years determined from the
incurred claims and earned premiums at prima facie rates; and
3. If the Director determines that the prima facie rates require adjustment, issue a notice of hearing and proposed order
adjusting the actual statewide prima facie rates. The hearing date on the proposed order shall be no earlier than 45
days from the date of the notice.
C. The Director shall mail acopy of the notice and proposed order to:
1. Eachinsurer that reported transaction of credit insurance on its annual statement immediately preceding the date of
the notice, and
2. Any other person who sends the Director a written request for notice of proceedings to adjust the prima facie rates.
D. Any person may submit written comments to the Director or appear at the hearing and provide oral comments on the
record. Written comments shall be received no later than the close of record date specified in the notice of hearing.
E. TheDirector shall:

1. Consider written and oral comments; and
2. Issueafinal order setting prima facie rates no later than 30 days after the close of record date specified in the notice

of hearing.

R20-6-604.04. Credit Life lnsurance Rates and Provisions
A. Under the process prescribed in R20-6-604.03, the Director shall issue an order establishing prima facie rates for credit
life insurance.
B. The Department shall presume that an insurer meets the |0ss ratios prescribed in R20-6-604.02(B) if the insurer uses the
prima facie rates, subject to the requirements in this Section and R20-6-604.08. An insurer may use the prima facie rates
without filing additional actuarial support.
A credit life insurance policy shall meet the requirements listed in this Section. The policy shall:
1. Provide coverage for death, by whatever means caused, to all eligible debtors, with or without evidence of individual
insurability for debtors that purchase coverage within 30 days of being eligible;
2. Haveno exclusions other than for:
a Suicide within six months after the effective date of coverage, or
b. A preexisting condition;
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3. Haveno age restrictions, except the following permissible exclusions:
a  Anagerestriction providing that no insurance will become effective on adebtor on or after the attainment of age
70 and that all insurance shall terminate on adebtor attaining age 70; and
b. Anagerestriction for arevolving credit life insurance policy that:
i. Excludesaclass of debtors determined by age, or
ii. Providesfor termination of insurance or reduction in the amount of insurance when a debtor reaches age 70;
and
4. For insurance on revolving accounts, have the date on which an advance or charge occurs as the effective date of cov-

erage for each part of the insurance attributable to a different advance or a charge to the plan account. Any exclusion
period or preexisting condition limitation shall run separately for each advance or charge.

R20-6-604.05. Credit Disability | nsurance Rates and Provisions

A.

B.

(@

Under the process prescribed in R20-6-604.03, the Director shall issue an order establishing prima facie rates for credit

disability insurance.

The Department shall presume that an insurer meets the |0ss ratios prescribed in R20-6-604.02(B) if the insurer uses the

prima facie rates, subject to the requirements in this Section and R20-6-604.08. An insurer may use the prima facie rates

without filing additional actuarial support.

A credit disability insurance policy shall meet the requirements listed in this Section. The policy shall:

1. Provide coverage for disability, by whatever means caused, to all eligible debtors, with or without evidence of indi-
vidual insurability for debtors that purchase coverage within 30 days of becoming dligible;

2. Include adefinition of disability that is no more restrictive than the following:

a  For thefirst 12 months of disability, the inability of the insured to perform the essential functions of theinsured’s
occupation; and

b. After thefirst 12 months of disability, the inability of the insured to perform the essential functions of any occu-
pation for which the insured is reasonably suited by virtue of education, training, or experience;

Not include any employment requirement that a debtor be employed more than full-time on the effective date of cov-

erage, with a definition of “full-time” as aregular work week of at least 30 hours;

Have no exclusions other than for disabilities resulting from:

a Normal preghancy,

b. Intentionally self-inflicted injury, or

c. A preexisting condition;

For insurance on revolving accounts, have the date on which an advance or charge occurs as the effective date of cov-

erage for each part of the insurance attributable to a different advance or a charge to the plan account. Any exclusion

period or preexisting condition limitation shall run separately for each advance or charge;

6. Haveno age restrictions, except the following permissible exclusion:
An age restriction providing that no insurance will become effective on a debtor on or after the attainment of age 65
and that all insurance shall terminate on a debtor attaining age 66; and

7. Include a provision for adaily benefit of not less than one-thirtieth of the monthly benefit payable under the policy.

[

|
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R20-6-604.06. Refund Methods

A.

o @

[©

When refunding premiums as prescribed in A.R.S. 8 20-1611, an insurer shall use the following methods:

1. Forinsurance paid by asingle premium, the Rule of Anticipation method; and

2. For insurance paid by other than a single premium, a method that refunds at |east the pro rata gross unearned amount
charged to the debtor.

The Director may approve other refund methods similar to those described in subsection (A), that are actuarially equiva-

lent to the type of coverage the debtor purchased.

Aninsurer’s refund method may recognize adjustmentsto adaily basisfor interest or paymentsif the adjustments are con-

sistent with the underlying credit transaction.

Aninsurer is not required to refund any amount less than $5.

R20-6-604.07. Experience Reports

A

By April 1st of each year, an insurer that transacts credit insurance in this state shall file with the Director an experience
report, on aform specified by the Director, for each class of business that the insurer transacts as provided in this Section.
1. Inthis Section, a“class of business’ means:
Credit unions;
Banks, savings and |oan institutions, and mortgage companies,
Finance companies, small 1oan companies, and consumer lenders defined in A.R.S. 8§ 6-601(5);
Deadlers, including auto, truck, and boat dealers, retail stores, and other persons selling financed goods; and
All other persons selling credit insurance not specifically listed in subsection (A)(1)(a) through (d).
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2. Thereport shall include the following information:
a Mode of premium payment,
b. Plan of benefits description,
c. Earned premiums,
d. Incurred claims,
e. Lossratios, and

=

For credit life insurance, mean insurance in force.

B. For each day areport is late, the Director may assess a penalty as prescribed in A.R.S. § 20-223.

R20-6-604.08. Useof Prima Facie Rates;, Rate Deviations

A. Use of rates greater than primafacie rates. An insurer may file for approval and use of any deviated rates that are higher
than the prima facie rates referred to in R20-6-604.04 and R20-6-604.05 as prescribed in A.R.S. § 20-1610.

1. Thedeviated rates shall meet the minimum loss ratio standards and other requirements prescribed by R20-6-604.02.
Thefiling shall specify the accounts to which the rates apply.

The rates may be:

a.  Applied uniformly to all accounts of the insurer; or

b. Applied on an equitable basis approved by the Director to accounts of the insurer for which the insurer’s experi-
ence has been |ess favorabl e than expected.

[ ™|
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Approval period of deviated rates. An insurer may use a deviated rate for the same period of time as the experience period

used to establish the rate, not to exceed a period of three years from the date of approval. An insurer may file for a new
deviated rate before the end of the approval period, but not more often than once in any 12 month period.

C. Approval isnon-transferable. The Director’s approval of adeviated rate is not transferable to another insurer. If an insurer
acquires an account for which another insurer obtained a deviated rate, the successor insurer may not charge the deviated
rate without obtaining approval for the deviated rate as prescribed in subsection (B).

D. Useof rateslower than filed rates. An insurer may use arate that isless than itsfiled rate without notice to the Director.

R20-6-604.09. Supervision of Consumer Credit Insurance Operations

A. Atleast once every three years, an insurer transacting credit insurance in Arizona shall review the credit insurance opera-
tions of each creditor with whom the insurer does business to ensure that each creditor is complying with applicable credit
insurance laws. The insurer shall review the following:

1. Thecreditor does not charge rates in excess of the primafacie rates or any deviated rates for which the insurer obtains
approval;
2. The creditor makes benefit payments as prescribed in the policy; and

3. Thecreditor refunds unearned premiums as prescribed in R20-6-604.06.

B. Theinsurer shall maintain for the Director’s inspection a written record of each review and action the insurer takes to
address any creditor noncompliance found by the insurer, for at least three years following the end of the review.

R20-6-604.10. Prohibited Transactions

A. The practiceslisted in this Section are deemed unfair trade practices under A.R.S. § 20-442. An insurer that commits any
of the following practices is subject to penalties as prescribed in A.R.S. § 20-456:

1. Offering or providing a creditor with any special advantage or any service not set out in either the group insurance
contract or in the agency contract, other than payment of commissions,

2. Agreeing to deposit with abank or financia institution, the insurer’s money or securities as a substitute for a deposit
of money or securities that the financial institution would otherwise require from the creditor as a compensating bal-
ance or deposit offset for aloan or other advancement; or

3. Depositing money or securities without interest or at a lesser rate of interest than the creditor, bank, or financial insti-
tution is currently paying on other similar deposits.

B. This Section does not prohibit an insurer from maintaining demand deposits or premium deposit accounts that are reason-
ably necessary for use in the ordinary course of the insurer’s business.
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	8. A showing of good cause why the rule is necessary to promote a statewide interest if the rule ...
	Not applicable

	9. The summary of the economic, small business, and consumer impact:
	This rulemaking is being promulgated solely to comply with EPA’s request for the Department to co...
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	June 6, 2002

	4. A list of all previous notices appearing in the Register addressing the final rule:
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	7. A reference to any study that the agency relied on in its evaluation of or justification for t...
	The Department did not rely on any study as an evaluator or justification for the rule.
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	Not applicable
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	C. Private Persons and Businesses Directly Affected
	Costs of services will not increase to any measurable degree. Nor should these revisions increase...
	D. Consumers
	No measurable effect on consumers is expected.
	E. Private and Public Employment
	The Department expects no measurable effect on private and public employment.
	F. State Revenues
	This rulemaking will not change state revenues.

	10. A description of the changes between the proposed rules, including supplemental notices, and ...
	The Council’s staff has recommended editorial and stylistic changes to the originally proposed te...

	11. A summary of the principal comments and the agency response to them:
	One debt management company commented on the proposed revisions before the Department published i...

	12. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	Not applicable
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	None
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	15. The full text of the rules follows:


	TITLE 20. COMMERCE, BANKING, AND INSURANCE
	CHAPTER 4. BANKING DEPARTMENT
	ARTICLE 6. DEBT MANAGEMENT COMPANIES
	ARTICLE 6. DEBT MANAGEMENT COMPANIES
	R20-4-602. Applications
	R20-4-603. Reports
	R20-4-604. Records
	R20-4-607. Budget Analysis
	R20-4-611. Advertising
	R20-4-612. Solvency and Minimum Liquid Assets
	R20-4-620. Forms Repealed


	NOTICE OF FINAL RULEMAKING

	TITLE 20. COMMERCE, BANKING, AND INSURANCE
	CHAPTER 4. BANKING DEPARTMENT
	PREAMBLE
	1. Sections Affected Rulemaking Action
	R20-4-801 Amend R20-4-805 Amend R20-4-806 Amend R20-4-807 Amend R20-4-808 Amend R20-4-809 Amend R...
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	Notice of Rulemaking Docket Opening: 7 A.A.R. 3054, July 13, 2001
	Notice of Rulemaking Docket Opening: 7 A.A.R. 3851, August 31, 2001
	Notice of Proposed Rulemaking: 8 A.A.R. 398, February 1, 2002

	5. The name and address of agency personnel with whom persons may communicate regarding the rulem...
	Name: John P. Hudock
	Address: Banking Department 2910 N. 44th Street, Suite 310 Phoenix, AZ 85018
	Telephone: (602) 255-4421, ext. 167
	Fax: (602) 381-1225
	E-mail: jhudock@azbanking.com

	6. An explanation of the rule, including the agency’s reason for initiating the rule:
	These Sections govern the conduct of the business of bank trust departments and private trust com...
	One error is that parts of three of these Sections (R20-4-805, R20-4-806, and R20-4-807) are writ...
	Second, in the case of R20-4-806(A), the Section’s implied applicability to bank trust department...
	The second underlying reason for these amendments is to revise some definitions peculiar to Artic...
	The rationale for the amendments discussed in the preceding paragraphs, clarifying the distinctio...
	Finally, the remaining Sections in Article 8 are amended to remove the confusing and unnecessary ...

	7. A reference to any study that the agency relied on in its evaluation of or justification for t...
	The Department did not rely on any study as an evaluator or justification for the rule.

	8. A showing of good cause why the rule is necessary to promote a statewide interest if the rule ...
	Not applicable

	9. The summary of the economic, small business, and consumer impact:
	A. The Banking Department
	The amendment of these Sections will have a marginally beneficial effect on the Department for th...
	B. Other Public Agencies
	The state will incur normal publishing costs incident to rulemaking, including detailed review of...
	C. Private Persons and Businesses Directly Affected
	Costs of services will not increase to any measurable degree. Nor should these revisions increase...
	D. Consumers
	No measurable effect on consumers is expected.
	E. Private and Public Employment
	The Department expects no measurable effect on private and public employment.
	F. State Revenues
	This rulemaking will not change state revenues.

	10. A description of the changes between the proposed rules, including supplemental notices, and ...
	The Council’s staff has recommended editorial and stylistic changes to the originally proposed te...

	11. A summary of the principal comments and the agency response to them:
	The public was invited to comment in the Notice of Proposed Rulemaking. That invitation contained...

	12. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	Not applicable

	13. Incorporations by reference and their location in the rules:
	None

	14. Was this rule previously adopted as an emergency rule?
	No

	15. The full text of the rules follows:


	TITLE 20. COMMERCE, BANKING, AND INSURANCE
	CHAPTER 4. BANKING DEPARTMENT
	ARTICLE 8. TRUST COMPANIES
	ARTICLE 8. TRUST COMPANIES
	R20-4-801. Definitions
	R20-4-805. Reports
	R20-4-806. Records
	R20-4-807. Unsafe or Unsound Condition
	R20-4-808. Administration of Fiduciary Powers
	R20-4-809. Fiduciary Duties
	R20-4-810. Funds Awaiting Investment or Distribution
	R20-4-811. Investment of Trust Funds
	R20-4-812. Self Dealing Self-dealing
	R20-4-813. Custody of Investments
	R20-4-814. Compensation
	R20-4-815. Collective Investments
	R20-4-816. Termination of Trust or Fiduciary Powers and Duties


	NOTICE OF FINAL RULEMAKING

	TITLE 20. COMMERCE, BANKING, AND INSURANCE
	CHAPTER 6. DEPARTMENT OF INSURANCE
	PREAMBLE
	1. Sections Affected Rulemaking Action
	R20-6-604 Repeal R20-6-604 New Section Exhibit A Repeal R20-6-604.01 New Section R20-6-604.02 New...

	2. The specific authority for the rulemaking, including both the authorizing statute (general) an...
	Authorizing statute: A.R.S. § 20-1615
	Implementing statutes: A.R.S. §§ 6-636; 20-142, 20-151, 20-161(A), 20-223, 20-1601 through 20-1616

	3. The effective date of the rules:
	June 7, 2002

	4. List all previous notices appearing in the Register addressing the proposed rules:
	Notice of Rulemaking Docket Opening: 7 A.A.R. 2778, June 29, 2001
	Notice of Proposed Rulemaking: 7 A.A.R. 4856, October 19, 2001

	5. The name and address of agency personnel with whom persons may communicate regarding the rulem...
	Name: Vista Thompson Brown or Margaret McClelland
	Address: Arizona Department of Insurance 2910 N. 44th Street, 2nd Floor Phoenix, AZ 85018
	Telephone: (602) 912-8456
	Fax: (602) 912-8452

	6. An explanation of the rules, including the agency’s reasons for initiating the rules:
	Under A.R.S. § 20-1610, the premiums charged for a credit life or credit disability insurance pol...
	The current rule also includes an Appendix of prima facie rates. The prima facie rates are tables...
	The current rules are based on an NAIC model regulation. That model has undergone revision since ...
	The rules are also being updated to conform to current rulemaking stylistic requirements to make ...

	7. A reference to any study that the agency relied on in its evaluation of or justification for t...
	Report of Department Actuary to the Director, dated June 20, 2001. This report may be viewed on t...

	8. A showing of good cause why the rules are necessary to promote a statewide interest if the rul...
	Not applicable

	9. The summary of the economic, small business and consumer impact:
	The rulemaking is designed to update the rules, to repeal the current prima facie rates, and to e...
	There will be significant economic impacts as an indirect result of this rule change. After the n...
	There will be a minimal economic impact on the Department, the Secretary of State and the Governo...

	10. A description of the changes between the proposed rules, including supplemental notices, and ...
	The Department made changes to the rules in response to written and oral comments received from t...
	R20-6-604. Definitions
	“Credit insurance” means credit life insurance, credit disability insurance, or both, but does no...
	4. “Debt” has the same meaning as indebtedness in A.R.S. § 20-1603(6).
	“Gross debt” means the sum of the remaining payments that a debtor owes a creditor.
	“Identifiable charge” means a charge for credit insurance that is imposed on a debtor with credit...
	“Incurred claims” means the total claims paid an insurer pays during an experience period, adjust...
	13. Outstanding indebtedness” means the amount a debtor has borrowed, plus any unearned interest ...
	“Net debt” means the amount necessary to liquidate a debt in a single lump-sum payment, excluding...
	“Reasonableness standard” means the requirement in A.R.S. § 20-1610(B) that an insurer’s premiums...
	“Rule of Anticipation” means the product of the gross single premium per $100 of indebtedness for...
	R20-6-604.01
	The Department made no substantive changes to this rule, but did reorganize the subsections and a...
	R20-6-604.02(C)
	C. While in effect, the rates described in R20-6-604.03 R20-6-603.04 and R20-6-604.04 R20-6-604.0...
	R20-6-604.02(D)
	D. If an insurer wants to An insurer may provide coverage other than the standard coverage descri...
	1. File the nonstandard coverage policy information as prescribed in A.R.S. § 20-1609, and
	2. shall Demonstrate that the rates for the coverage are reasonably expected to develop a loss ra...
	R20-6-604.04(C)(1)
	1. Provide coverage for death, by whatever means caused, to all eligible debtors, with or without...
	R20-6-604.04(C)(2)
	2. Have no exclusions other than for:
	a. Suicide within 6 six months after the effective date of coverage., or
	b. A preexisting conditions for coverage on revolving accounts.
	R20-6-604.04(C)(3)
	3. Have no age restrictions, except the following permissible exclusions:
	a. A policy may exclude coverage for debtors who will be age 70 or older on the maturity date of ...
	b. An age restriction for a revolving credit life insurance policy may that:
	R20-6-604.05(C)(1)
	1. Provide coverage for disability, by whatever means caused, to all eligible debtors, with or wi...
	R20-6-604.05(C)(6)
	6. Not include an Have no age restrictions restrictions, except that the following age restrictio...
	a. A provision that no insurance is effective on a debtor who is age 66 or older; and
	b. A provision terminating coverage for a debtor who reaches age 66 after coverage became effecti...
	R20-6-604.06. Refund Formulas
	A. When refunding premiums as prescribed in A.R.S. § 20-1611, an insurer shall use the following ...
	1. For insurance paid by a single premium, the Rule of Anticipation method; and
	2. For insurance paid by other than a single premium, a method that refunds at least the pro rata...
	B. The Director may approve other refund methods similar to those described in subsection (A), th...
	C. An insurer’s refund method may recognize adjustments to a daily basis for interest or payments...
	B.D. An insurer is not required to refund any amount under less than $5.
	R20-6-604.07(A):
	1. In this subsection, a “class of business” means:
	a. Credit unions, ;
	b. Banks, and savings and loan institutions, and mortgage companies;,
	c. Cash loans Finance companies, small loan companies, and consumer lenders as defined in A.R.S. ...
	d. Sales finance Dealers, including auto, truck and boat dealers, and retail stores, and other pe...
	e. All other persons selling credit insurance not specifically listed in subsection (A)(1)(a) thr...
	R20-6-604.07(D)
	D. For each day a report is late, the Director may assess a penalty in the same amounts as prescr...
	R20-6-604.09
	B. The insurer shall maintain for the Director’s inspection a written record of each review and a...
	C. Within 30 days of completing a review, the insurer shall notify the Director of any material n...

	11. A summary of principal comments and the agency response to them:
	General comments: Before publishing proposed rules, the Department circulated draft rules for inf...
	However, the new recommended prima facie rates are not part of the rulemaking under consideration...
	Nonetheless, the Department received several general comments directed to the proposed new prima ...
	Issue: A commenter recommended that the Department not reduce rates.
	Response: As indicated above, the revised prima facie rates are not the subject of the current ru...
	As required by the current rules, the Department conducted an actuarial review of experience for ...
	Credit Life Insurance Plans (50% Loss Ratio required)
	Single Life, Single Premium, Decreasing Gross and Net Plans 11 and 12 29.88%
	Joint Life, Single Premium, Decreasing Gross and Net Plans 21 and 22 41.90%
	Credit Disability Insurance Plans (60% Loss Ratio required)
	Non-Retroactive Benefit Plans:
	14 Day – Single Premium, Decreasing Gross and Net Plans 51 and 52 17.13%
	30 Day – Outstanding Balance and Revolving Acct. Plans 94 and 95 42.15%
	Retroactive Benefit Plans:
	14 Day - Single Premium, Decreasing Gross and Net Plans 31 and 32 28.36%
	14 Day - Outstanding Balance and Revolving Acct. Plans 34 and 35 46.62%
	30 Day - Single Premium, Decreasing Gross and Net Plans 71 and 72 38.17%
	30 Day - Outstanding Balance and Revolving Acct. Plans 74 and 75 30.63%
	Based upon the results of the loss ratio experience study, the Department determined that it was ...
	Notably, the Department did not recommend rate reductions for plans unless the experience warrant...
	Issue: A commenter stated that the rates have been adjusted excessively.
	Response: The rulemaking does not adjust any rates. It merely repeals the current prima facie rat...
	The Department used a similar approach of providing some margin in its recommendations for prima ...
	The Department used the same “margin” methodology to develop the rate reductions for credit disab...
	Using the loss experience to establish new recommended prima facie rates did cause one anomalous ...
	Finally, the recommended adjustments are not excessive when viewed in light of the commenter’s ac...
	Issue: A commenter objected to the rulemaking in general and stated that the Department’s actuari...
	Response: The Department disagrees with this comment. The Department recommended the new prima fa...
	(1) single life-single premium; (2) single life – monthly outstanding balance/revolving account; ...
	As set forth in the actuary’s memorandum, the experience reports show that the loss ratio experie...
	Single life – single premium, decreasing 29.88%
	Joint life – single premium, decreasing 41.90%
	Single life – MOB/rev. acct. 70.92%
	Joint life – MOB/rev. acct. 71.08%
	The actuary considered all experience in making recommendations for new prima facie rates; howeve...
	Issue: The Department received several comments indicating that less regulatory oversight is requ...
	Another commenter stated that this insurance (no separate charge) should not be subject to credit...
	Coverage without separate charge. If no specific charge is made to the debtor for credit insuranc...
	Response: The Department agrees with the comments. The Department revised the definition of the c...
	3. “Credit insurance” means credit life insurance, credit disability insurance, or both, but does...
	“Identifiable charge” means a charge for credit insurance that is imposed on a debtor with credit...
	R20-6-604. Definitions
	Issue: The commenter believes that the phrase “outstanding balance insured indebtedness” should b...
	Response: The Department agrees with this comment and deleted the definition of “outstanding inde...
	13. Outstanding indebtedness” means the amount a debtor has borrowed, plus any unearned interest ...
	The Department did not make any other changes in the body of the rules where the terms “outstandi...
	Issue: A commenter suggested utilizing the definitions of gross and net debt as a way to implemen...
	Response: The Department chose the term “debt” as a more concise substitute for the term “indebte...
	5. “Debt” has the same meaning as indebtedness in A.R.S. § 20-1603(6)
	13. “Outstanding indebtedness” means the amount a debtor has borrowed, plus any unearned interest...
	“Gross debt” means the sum of the remaining payments that a debtor owes a creditor.
	“Net debt” means the amount necessary to liquidate a debt in a single lump-sum payment excluding ...
	The Department addressed the comment about using net debt as the basis for insurance coverage in ...
	Issue: A definition for “class of business” should be included as “type of lender through which t...
	Response: The Department generally agrees with this comment, but has addressed it in a different ...
	1. In this subsection Section, a “class of business” means:
	a. Credit unions, ;
	b. Banks, and savings and loan institutions, and mortgage companies;,
	c. Cash loans Finance companies, small loan companies, and consumer lenders defined in A.R.S. § 6...
	d. Sales finance Dealers, including auto, truck, and boat dealers, retail stores, and other perso...
	e. All other persons selling credit insurance not specifically listed in subsection (A)(1)(a) thr...
	R20-6-604.01(E)(4)
	Issue: In addition to permitting the exclusion of increased loan amounts from this provision, it ...
	Response: The Department disagrees with this comment because the Department believes it would be ...
	R20-6-604.02(C)
	Several commenters expressed concern that the Department had eliminated certain “safe harbor” pro...
	Issue: The last sentence of proposed R20-6-604(C) [R20-6-604.02(C)] must be deleted to not underm...
	One commenter asked that the following language from the current rule be reinserted: “The prima f...
	A commenter questioned whether there would be a safe harbor if an insurer realizes a loss ratio o...
	A commenter suggested the following change to subsection (C): “The rates described…are conclusive...
	Response: The Department disagrees with these comments. The Department believes that the proposed...
	Nonetheless, to alleviate insurers’ concerns about retroactive application of a disapproval order...
	C. While in effect, the rates described in R20-6-604.03 R20-6-603.04 and R20-6-604.04 R20-6-604.0...
	R20-6-604.04(B) and R20-6-604.05(B)
	Issue: R20-6-604.04(B) and R20-6-604.05(B), for consistency should also incorporate the conclusiv...
	Response: Both subsections referred to in this comment cite back to R20-6-604.02. The Department ...
	R20-6-604.02(B)
	There were a number of comments regarding the use of component rating. The comments usually asked...
	Issue: The Department received several comments that a 50% loss ratio standard for life and 60% f...
	An insurer may satisfy the reasonableness standard in A.R.S. § 20-1610(b) if the insurer’s premiu...
	Another commenter suggested that the example of component rating in the actuarial opinion be revi...
	A commenter expressed support for continuation of a minimum loss ratio, as opposed to pure compon...
	Response: The Department actively considered whether to adopt a component rating methodology. The...
	Although the NAIC model does contain an alternative section on component rating, the Department b...
	Moreover, the Department does not believe that use of component rating, which is administratively...
	While comments were made in favor of component rating, most commenters did not offer any examples...
	The insurer that proposed this $0.36 rate had a combined three-year (1997-1999) loss ratio for th...
	A different commenter submitted a component rate calculation with a recommended rate of $0.3871 p...
	Because component rating methodology would require substantially greater administrative oversight...
	Individual Filings
	Issue: A commenter recommended that the Department require each credit insurer to file rates that...
	Response: The Department disagrees with this comment. This would mean that prima facie rate regul...
	• Credit Life: Single premium; single and joint lives (largely Dealer business).
	• Credit Life: Monthly MOB and Rev. Acct; single and joint lives. (primarily credit union and ban...
	• Credit Disability: Non-retro Plans; (83% monthly outstanding balance business and revolving acc...
	• Credit Disability: Retro Plans (approximately 56% dealer business on 14-day retro plans; 32% mo...
	R20-6-604.02(D)
	Issue: A commenter stated that R20-6-604.02(D) should be amended if the Department accepts its re...
	If an insurer wants to provide coverage other than the standard coverage…shall demonstrate that t...
	Response: The Department disagrees with this comment for the reasons discussed regarding componen...
	R20-6-604.04
	Issue: A commenter requested that the final rule require that single premium credit life coverage...
	Response: The Department did not make this change for several reasons. The Department was concern...
	The Department notes that a number of insurers have recently announced that they are voluntarily ...
	The Department did consider amending the rule to require net debt coverage on longer-term single ...
	R20-6-604.04(C) and R20-6-605(C)(1)
	Several commenters expressed concern that the rule would limit insurers’ ability to underwrite ri...
	Issue: R20-6-604.04 and R20-6-604.05 now prohibit initial underwriting of risks, however, the lan...
	R20-6-604.04(C)(1) and R20-6-604.05(C)(1) permit the use of prima facie rates without filing addi...
	A commenter objected to the elimination of an insurer’s ability to underwrite larger loan risks f...
	Response: The Department agrees with the comments. The Department did not intend to prohibit insu...
	R20-6-604.04(C)(1)
	1. Provide coverage for death, by whatever means caused, to all eligible debtors, with or without...
	R20-6-604.05(C)(1)
	1. Provide coverage for disability, by whatever means caused, to all eligible debtors, with or wi...
	R20-6-604.04(C)(3) and R20-6-604.05(C)(6)
	Several commenters expressed concern with the provisions limiting exclusions on the basis of age,...
	Issue: The requirement in R20-6-604.05(C)(6) that permits making debtors 65 or older ineligible s...
	Response: The Department agrees with this comment and with the additional comment below regarding...
	Issue: The current provision that permits making ineligible those debtors who will be age 66 or o...
	Response: The Department believes that the proposed rule already provides the result sought by th...
	Issue: The Department received comments that the rule should be changed so that the credit life a...
	One commenter suggested that the following NAIC Model Regulation language be used filling the bla...
	An age restriction providing that no insurance will become effective on debtors on or after the a...
	Response: The Department agrees with the comments and changed the rules as follows:
	R20-6-604.04(C)(3)
	3. Have no age restrictions, except the following permissible exclusions:
	a. A policy may exclude coverage for debtors who will be age 70 or older on the maturity date of ...
	a. An age restriction providing that no insurance will become effective on a debtor on or after t...
	R20-6-604.05(C)(6)
	6. Not include an Have no age restriction restrictions, except that the following age restriction...
	a. A provision that no insurance is effective on a debtor who is age 66 or older; and
	b. A provision terminating coverage for a debtor who reaches age 66 after coverage became effective.
	An age restriction providing that no insurance will become effective on a debtor on or after the ...
	R20-6-604.04(C)(2)
	Issue: A commenter expressed support for inclusion of the provision for pre-existing condition in...
	Issue: A commenter requested inclusion of the “standard” 6/6 pre-existing condition limitation, w...
	Responses: The Department agrees with the comments and revised R20-6-604.04(C)(2) as follows:
	1. Have no exclusions other than for:
	a. Suicide within 6 months after the effective date of coverage.
	b. Preexisting conditions for coverage on revolving accounts.
	R20-6-604.04 regarding nonstandard coverage
	Issue: One commenter questioned why the Department deleted a particular subsection (C) from a dra...
	Response: The Department disagrees with this comment. The Department deleted the described draft ...
	In an effort to address the concern however, the Department revised R20-6-604.02(D) as follows:
	D. If an insurer wants to An insurer may provide coverage other than the standard coverage descri...
	R20-4-604.06 Refund Formulas
	Issue: The commenter believes the current rule R20-6-604(C)(4) is specific relative to refund for...
	Response: The Department agrees that greater specificity as to allowable formulas will improve th...
	A. When refunding premiums as prescribed in A.R.S. § 20-1611, an insurer shall use the following ...
	1. For insurance paid by a single premium, the Rule of Anticipation method; and
	2. For insurance paid by other than a single premium, a method that refunds at least the pro rata...
	B. The Director may approve other refund methods similar to those described in subsection (A), th...
	C. An insurer’s refund method may recognize adjustments to a daily basis for interest or payments...
	B.D. An insurer is not required to refund any amount under less than $5.
	Issue: A commenter stated that the requirements for refunds be that insurers must use a method at...
	Response: The Department agrees that greater specificity would improve the rule, and changed R20-...
	20. “Rule of Anticipation” means the product of the gross single premium per $100 of indebtedness...
	R20-6-604.08 Rate Deviations
	Issue: This Section of the rules fails to provide for downward deviations due to nonstandard cove...
	Response: The Department disagrees with this comment and believes that the rules and statute adeq...
	R20-4-604.09 Supervision of Consumer Credit Insurance Operations
	Several commenters expressed concern about the provision that requires an insurer to do a trienni...
	Issue: A commenter expressed support for the requirement for a triennial review of credit insuran...
	Issue: The commenter objects to the requirement of notification to the Director of any material n...
	Issue: A commenter states that R20-6-604.09(C) should be deleted because it will increase litigat...
	Responses: The Department disagrees with the comment that material compliance is a vague term. “M...
	The Department agrees with the comment about reporting creditor noncompliance to the Department, ...
	B. The insurer shall maintain a written record of each review and action the insurer takes to add...
	C. Within 30 days of completing a review, the insurer shall notify the Director of any material n...
	Delayed effective date
	Issue: The rule has no effective date provision that gives insurers and creditors a reasonable am...
	Response: The Department disagrees with the need to delay the effective date of these rules. The ...
	Protection of Consumers
	Issue: A commenter said that the Department should err on the side of consumers when establishing...
	Response: As noted above, the current rulemaking merely repeals the existing prima facie rates. A...

	12. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	Not applicable

	13. Incorporations by reference and their location in the rule:
	None

	14. Was this rule previously adopted as an emergency rule?
	Not applicable

	15. The full text of the rules follows:
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