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A SOUTH CAROLINA
— —— | HOUSE or REPRESENTATIVES
oo 00| | GOVERNMENT EFFICIENCY &

LEGISLATIVE OVERSIGHT COMMITTEE

Healthcare and Regulatory
Subcommittee

Chairman John R. McCravy, III

The Honorable Lucas Atkinson
The Honorable Kathy Landing
The Honorable Annie E. McDaniel
The Honorable Marvin “Mark” Smith

II.

I1I.

AGENDA

Tuesday, July 30, 2025
10:30 AM
Room 110 - Blatt Building
Approval of Minutes

Discussion of the study of the Department of Insurance

Adjournment

Pursuant to Committee Rule 6.8, S.C. ETV shall be allowed access for internet streaming whenever technologically feasible.
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SOUTH CAROLINA
HOUSE or REPRESENTATIVES

GOVERNMENT EFFICIENCY &
LEGISLATIVE OVERSIGHT COMMITTEE
Chair Jeffrey E. “Jeff” Johnson Vice-Chair Chris Wooten
Lucas Atkinson Wendell K. Jones Scott Montgomery
William H. Bailey Kathy Landing Michael Rivers
Phillip Bowers John R. McCravy IIT Richard B. “Blake” Sanders
Gary S. Brewer Jr. Annie E. McDaniel Marvin “Mark” Smith
Kambrell H. Garvin Timothy A. “Tim” McGinnis Robert Williams
Leon Douglas “Doug” Gilliam Travis A. Moore Paul B. Wickensimer
Lewis Carter Cathy Greer Roland Franklin
Research Director Administrative Coordinator Legal Counsel
Charlie LaRosa Riley McCullough
Research Analyst Research Analyst
Post Office Box 11867

Columbia, South Carolina 29211
Telephone: (803) 212-6810 Fax: (803) 212-6811
Room 228 Blatt Building

MEETING MINUTES

Tuesday, July 8, 2025
10:30 a.m.
Room 110 - Blatt Building

Archived Video Available

I. Pursuant to House Legislative Oversight Committee Rule 6.7, South Carolina ETV was allowed access for
streaming the meeting. You may access an archived video of this meeting by visiting the South Carolina General
Assembly’s website (http://www.scstatehouse.gov) and clicking on Committee Postings and Reports, then under
House Standing Committees click on Legislative Oversight. Then, click on Video Archives for a listing of archived
videos for the Committee.

Attendance
L. The Healthcare and Regulatory Subcommittee meeting was called to order by Chair John R. McCravy III on
Tuesday, July 8, 2025, in Room 110 of the Blatt Building. All subcommittee members (Chair McCravy;
Representative Lucas Atkinson; Representative Annie E. McDaniel; Representative Marvin “Mark” Smith) were
present for all or a portion of the meeting. Representative Kathy Landing; was not present.

Minutes

L. House Rule 4.5 requires standing committees to prepare and make available to the public the minutes of
committee meetings, but the minutes do not have to be verbatim accounts of meetings.



Approval of Minutes

I Representative Smith made a motion to approve the meeting minutes from the prior meeting. A roll call vote
was held, and the motion passed.

Rep. Smith motion to approve

. . Yea Nay [Not Voting
meeting minutes.

Rep. Atkinson

Rep. Landing

Rep. McCravy

Rep. McDaniel

Rep. Smith

Discussion of Department of Insurance (DOI)

1. Prior to beginning his testimony, Chair McCravy informs Michael Wise, DOI Director, that he remains under
oath from the Public Input Meeting, March 19, 2025. Chair McCravy also acknowledges that the rest of the
DOI staff that will present were sworn in at the first meeting, May 27, 2025.

1I. Deputy Director Watson then continues presenting his portion of the presentation.
III. Topics of Discussion include:

a. Administration division

b. Legal Division/General Counsel

d. Organizational overviews

e. Key statutory

f. Insurance law
g. Financial Regulation & Solvency Division

Throughout the testimony, members ask questions to Director Wise and his staff that presented, which they
respond accordingly.

Adjournment

L. There being no further business, the meeting is adjourned.
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DEPARTMENT OF INSURANCE OVERVIEW

EMPLOYEES

112

Authorized FTEs

FUNDING

$16,224,365

Total Funds

AGENCY LEADERSHIP

»  Tom Watson — Agency Director

%+ Diane Cooper — Deputy Director,
Consumer and External Affairs

«» Gwen Fuller-McGriff — Deputy Director,
Legal, Legislative, & External Affairs

+ Geoffrey Bonham — Deputy Director,
Financial Regulation and Solvency

% Tommy Watson — Deputy Director,

Administration

DEPARTMENTS

/7
0.0

Executive Services
Division of Administration

7
'0
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/
0.0

Division of Licensing and Consumer
Services

«» Office of Legal, Legislative & External
Affairs

Fraud Division

Division of Financial Regulation &

7
0.0

7
0.0

Solvency
+* Division of Actuarial and Market
Services

ABOUT

The Department of Insurance is an agency of the Governor’s Cabinet.
It is managed and operated by the Director appointed by and serves
at the will of, the Governor upon the advice and consent of the South
Carolina Senate.

MISSION

The mission of the State of South Carolina Department of Insurance
(SCDOI) is to protect the insurance consumers, the public interest, and
the insurance marketplace by ensuring the solvency of insurers; by
enforcing and implementing the insurance laws of this State; and by
regulating the insurance industry in an efficient, courteous,
responsive, fair, and equitable manner.

VISION

The Department of Insurance envisions a competitive and financially
stable insurance marketplace. To this end, the Department regulates
the insurance marketplace by firmly and fairly implementing and
enforcing the insurance laws.

HISTORY

++» 1908 - The Insurance Department was a part of the Comptroller
General’s Office until 1908 when the South Carolina Insurance
Commission was created.

s 1947 — The Commission became a formal department, with the
SCDOI becoming the state agency responsible for regulating the
insurance industry in SC.

+ 1995 — State Government Restructuring Act

In 1995, the Department became a cabinet agency with a
director appointed by the Governor upon advice and consent of
the Senate. Lee Jedziniak was appointed the first Director of
Insurance in 1995.

+ 2007 — The South Carolina Safe Home Program was established
through the Omnibus Coastal Property Insurance Reform Act of
2007.

« 2019 - South Carolina began regulating Pharmacy Benefit
Managers (PBMs) in accordance with SC Act No. 48.

«» 2021 - The Office of the Attorney General, SLED, and the
Department of Insurance executed a Memorandum of
Understanding to relocate the Insurance Fraud Division to the
Department of Insurance.



AGENCY PRESENTATION
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MARKET CONDUCT EXAMINATION

Historical Information

Company Name Sign-On Date SC’s Payment Regulatory Settlement
Agreement

American Association of NA No Regulatory Penalty

Insurance Services

NCCI 2021 No Administrative Penalty

Principal Life Insurance 2020 $5,453

Company

AXA Equitable Life 6/15/2016 $44,738 Requlatory Settlement

Insurance Company &
Affiliates

Agreement



















































































































The Division of Financial Regulation and Solvency
oversees many key areas of responsibility for the
Department.

Regulates the financial solvency of our domestic

industry [ ]
Maintains our accreditation by the National Association E"m
of Insurance Commissioners —
Licenses and monitors non-domestic companies ‘ AN
writing business in South Carolina A—
Implements new regulatory standards in response to L=
legislative changes
8 8 O
o wes
Responds to systemic financial crises impacting Q% 000
insurers that are members of a holding company ooo
system

Grows the domestic captive insurance industry in
SC



The State-Based Insurance Financial Regulatory Framework

United States v. South-Eastern Underwriters Association, 322 U.S. 533 (1944)

Historically, insurance policies were not considered interstate commerce, allowing states to regulate the industry;
however, the High Court concluded that insurance transactions across state lines constitute interstate commerce and fall
under federal jurisdiction pursuant to the Commerce Clause of the U.S. Constitution.

In response, Congress enacted the McCarran-Ferguson Act in 1945, reaffirming state authority over the “business of

insurance’;
15 U.S. Code 8 1011 - Declaration of policy

Congress hereby declares that the continued regulation and taxation by the several States of the business of
msurance 1s in the public interest, and that silence on the part of the Congress shall not be construed to impose any
barrier to the regulation or taxation of such business by the several States.

Department of Treasury v. Fabe, 508 U.S. 491 (1993)

Normally, 1f a state law conflicts with a federal law, the federal law prevails under the Supremacy Clause. However,
because of the McCarran-Ferguson Act, when a federal statute conflicts with a state law protecting or regulating, directly
or indirectly, the “policy relationship between insurer and insured,” the federal statute “must yield.” (“Reverse
federalism™).



Problem

With no controlling federal standard, the legislatures of each state pass their own laws
governing the “business of insurance” within their borders, and absent coordination and
uniformity between and among the states, insurance companies would be subject to
dozens of different statutory and regulatory requirements and standards .



Solution

The National Association of Insurance Commissioners (NAIC)

NAIC facilitates confidential communication between state insurance regulators
NAIC serves as a central filing facility for financial reports
NAIC financial analysis and examination handbooks and tools

NAIC Model Laws and Regulations
* Recent adoption of model laws and regulations:

« S.C. Act No. 17 of 2025 (Amendments to the Insurance Holding Company Regulatory Act to conform to amendments to
NAIC Model Act #440)

« Amendments to Regulation 69-14 (Amendments to the Insurance Holding Company Regulation to conform to amendments
to NAIC Model Regulation #450)

NAIC Accreditation



NAIC Accreditation

Accreditation assures that all other states can rely on the insurance company financial regulation efforts
of any single state with regard to insurance companies domiciled in the latter, so that the non-

domiciliary states are not surprised by a sudden and unforeseen insurance company insolvency
adversely affecting policyholders residing in each of their states.

Entails a detailed review of statutes and regulations, financial analysis, financial examinations,
experience and ability of staff and more.

Examination and inspection by NAIC accreditation team every five years (South Carolina’s
accreditation was renewed in 2021, is up for review in 20206).



Key Statutory Authority



Title 38 of the Code of Laws of South Carolina

“The Insurance Law”

Section 38-3-110(2) Duties of Director of the Department of Insurance

The director or his designee has the following duties . . . (2) see that all laws of this State governing insurers or relating to the business of insurance
are faithfully executed and make regulations to carry out this title and all other insurance laws of this State, the enforcement or administration of which

is not otherwise specifically provided for;

Section 38-5-120 Revocation or suspension of certificate of authority; publication of notice; hearing.

(A)The director or his designee shall revoke or suspend certificates of authority granted to an insurer and its officers and agents if he is of the opinion
upon examination or other evidence that one or more of the following exist:

(1) The insurer is in an unsound condition.

(2) The insurer has not complied with the law or with the provisions of its charter.

(3) The officers or agents of an insurer refuse to submit to examination or to perform a legal obligation relative to an examination.
(4) The insurer has not complied with a lawful order of the director or his designee.

(5) The condition of the insurer renders the continuance of its business hazardous to the general public, its creditors, or its policyholders.



Note: Under Subsection(A)(5), in determining whether “the continued operation of an insurer transacting insurance business in this State is hazardous to
the general public, its creditors, or its policyholders,” the director or his designee may consider certain enumerated factors, including

« Adverse findings reported in financial condition and market conduct examination reports, audit reports, and actuarial opinions, reports, or
summaries;

» The National Association of Insurance Commissioners Insurance Regulatory Information System (IRIS), and its other financial analysis solvency
tools (FAST) and reports;

 Whether management of an insurer has filed a false or misleading sworn financial statement, released a false or misleading financial statement to
lending institutions or to the general public, made a false or misleading entry, or omitted an entry of a material amount in the books of the insurer;

* Whether the insurer has failed to meet financial and holding company filing requirements in the absence of a reason satisfactory to the director or
his designee;

» Whether the insurer has grown so rapidly and to an extent that it lacks adequate financial and administrative capacity to meet its obligations in a
timely manner;

« Whether the insurer has experienced or will experience in the foreseeable future cash flow or liquidity problems;

 Whether management has established reserves that do not comply with minimum standards established by state insurance laws, regulations,
statutory accounting standards, sound actuarial principles, and standards of practice;

« Whether management persistently engages in material underreserving that results in adverse loss development;

* Whether transactions among affiliates, subsidiaries, or controlling persons for which the insurer receives assets or capital gains, or both, do
not provide sufficient value, liquidity, or diversity to assure the ability of the insurer to meet its outstanding obligations as they mature; and

* Any other finding determined by the director or his designee to be hazardous to the insurer's policyholders, creditors, or general public.



Capital and Surplus Requirements (Section 38-9-10 through -60)
Special Deposits (Sections 38-9-70 through -160)

Loss and Claim Reserves (Section 38-9-190)

Credit for Reinsurance (Section 38-9-200 through -220. See also S.C. Code Regs 69-53)
* “Insurance for Insurers”

« Means that an insurer can treat amounts due from reinsurers as assets or reductions of liabilities.
« Conditions for doing so depend on the status of the reinsurer.

Confidentiality of Actuarial Documents Accompanying Financial Statements (Section 38-9-230)

Statement of Actuarial Opinion treated as a public document

Actuarial Report and Actuarial Opinion Summary are confidential and privileged, are not subject
to subpoena, and are not subject to discovery or admissible in evidence in any private civil
action.



Article 3 of Chapter 9: Risk-Based Capital

A Key Tool of Insurance Financial Regulators

One important tool used by state insurance regulators for ensuring that insurance companies are solvent and thus can
fulfill their financial obligations to policyholders is the statutorily-prescribed risk-based capital (RBC) requirement.

The RBC requirement is a statutory minimum level of capital that is based on two factors: 1) an insurance company’s size;
and 2) the inherent riskiness of its financial assets and operations.

Separate RBC formulas are used for each of three primary insurance lines of business: life and fraternal, property and
casualty, and health. The differences in RBC across lines of business reflect differences in the economic environments
facing these companies; however, the formulation is roughly the same. All add up the main risks insurance companies
commonly face, considering potential dependencies among these risks, and allowing for the benefits of diversification.

For example, RBC requirements in life insurance are based on five categories of risk:

Insurance affiliates and Misc. Other- risk from declining value of insurance subsidiaries as well as risk from off-
balance sheet and other misc. accounts (e.g., DTASs).

Asset risk- risks associated with investments held by the insurer, including bond default or equity (stocks) loss of
market value.

Underwriting risk - the amount of surplus (assets — liabilities) available to offset possible losses from excess claims.
Interest rate risk - risk from potential losses due to changing interest rates.

Husiness risk- operational risks, e.g., the potential for losses or insolvency due to poor management.



« The health and property and casualty RBC formulas are similar but there are variances, e.g., interest rate risk is
included only in the life formula.

 Under the statutory RBC scheme, the Department is given the legal authority to take preventive and corrective
measures, the intrusiveness of which depends on the level of capital deficiency indicated by the RBC ratio.

« The RBC ratio itself is typically expressed as the total capital of the company (as determined by the RBC formula)
divided by the company's risk-based capital (as determined by the formula).

If the RBC ratio is at or above 200%, no regulatory intervention is needed. Below that, four levels of regulatory intervention
are prescribed:

Less than 200% but greater than or equal to 150%
« Company submits Company Action Plan to the Department for approval

Less than 150% but greater than or equal to than 100% ensuring that insurance companies can
fulfill their financial obligations to policyholders

« Minimally intrusive regulatory action by Department authorized
Less than 100 but greater than or equal to 70%

« Regulatory control, i.e., supervision, rehabilitation or liquidation — is authorized but not mandated
Less than 70%

« Supervision, rehabilitation or liquidation is mandatory. Director “must” take control.



Chapter 12 of Title 38

Investments of Insurers Act

Act No. 319 of 2002, 8 1 — “The legislative intent of this chapter is to protect the interests of the insured in this State
by promoting insurer solvency and financial strength, to be accomplished through the application of investment
standards that facilitate a reasonable balance of the following objectives”

(1) Preserving principal
(2) Assuring reasonable diversification as to type of investment, issuer, and credit quality

(3) Allowing insurers to allocate investments Iin a manner consistent with principles of prudent investment
management to achieve a return adequate to meeting obligations to insureds and financial strength sufficient to
cover reasonably foreseeable contingencies.

NEW: Act No. 17 of 2025, §8 9-11 — Clarifies “single issuer” limitation

Amends definition of “person” to include its affiliates and subsidiaries and limits concentration in investments
issued by a single person to five percent.



Chapter 13 of Title 38
Examinations, Investigations, Records and Reports

S.C. Code Ann. § 38-13-10(A) - Examination of Insurers

“The director or his examiners may conduct a financial examination under this chapter of an insurer or health
maintenance organization (HMO) or other licensee as authorized by this title as often as the director or his designee
consider appropriate but, at a minimum, shall conduct a financial examination of every insurer licensed in this State
not less frequently than once every five years. When the director or his designee considers it prudent for the
protection of policyholders in this State, he may examine or have examined an insurer applying for admission in this
State. In scheduling and determining the nature, scope, and frequency of the examinations, the director or his
designee shall consider compliance with relevant South Carolina laws and regulations, the results of financial
statement analyses and ratios, changes in management or ownership, actuarial opinions, reports of independent
certified public accountants, and other criteria set forth in the Financial Condition Examiners' Handbook adopted by
the National Association of Insurance Commissioners and in effect when the director or his designee exercises his
authority under this subsection.”

S.C. Code Ann. § 38-13-30 - Procedures for Examination Report and Order of Director

The examiner in charge files with the Department a verified written report of examination under oath no later
than sixty days following completion of the examination.

Upon receipt of the verified report, the Department transmits the report to the insurer, affording the insurer not
more than thirty days to make a written submission or rebuttal.



Upon the expiration of the thirty-day period allowed for receipt of written submissions or rebuttals, the Director
or his designee shall consider and review the report with written submissions or rebuttals and relevant
portions of the examiner's work papers and enter an order either (1) adopting the examination report as filed or
with modification or corrections, (2) rejecting the examination report with directions to the examiners to reopen the
examination, or (3) calling for an investigatory hearing with no less than twenty days' notice to the insurer to
obtain additional documentation, data, information, and testimony.

The order may be served upon the insurer by certified mail or electronic mail, with a copy of the adopted
examination report.

Within thirty days of the issuance of the adopted report, the insurer shall file affidavits executed by each of
its directors under oath affirming receipt.

Confidentiality

Upon completion of the examination report the Director or his designee holds the content of the examination
report as private and confidential information for the thirty-day period provided for written submissions or
rebuttals.

If after thirty days after the examination report has been submitted to the insurer it has neither notified the
Director of its acceptance and approval of the report nor requested a hearing, the report must be filed as a
public document.
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The Seven Phases of Insurance Company Financial
Examinations

Phase 1 — Understand the Company and Ildentify KFAs to be Reviewed

In Phase 1 of a risk-focused examination, the insurer’'s key functional activities (KFAs) are identified using
background information gathered on the company from various sources. In addition, the insurer’s corporate
governance processes and practices are evaluated and assessed.

Phase 2 — ldentify and Assess Inherent Risk in Activities

Phase 2 requires the examiner to identify specific risks within the key functional activities, including business and
prospective risks. The examiner should consider potential events that, if they occur, may affect the entity when
determining risks.

Phase 3 — ldentify and Evaluate Risk Mitigation Strateqies

Phase 3 requires the identification and evaluation of the insurer’s risk mitigation strategies/controls that are in place
to mitigate the inherent risks identified in Phase 2. The exam team should focus on identifying and understanding
controls/strategies that the insurer has in place and consider whether they appear to be designed appropriately to
mitigate risk. If so, the exam team should test the controls/strategies for operating effectiveness and conclude on
whether they effectively mitigate the inherent risks identified.

Phase 4 — Determine Residual Risk

Residual Risk is assessed by determining how well the risk mitigation strategies/controls mitigate the level of
inherent risk in the insurer’s activities. In limited circumstances it may be appropriate to adjust the calculated
residual risk by applying examiner judgment.

Financial
Condition
Examiners

Handbook

2025




The Seven Phases of Insurance Company Financial Examinations (cont’d)

Phase 5 — Establish/Conduct Detail Examination Procedures

In Phase 5, the nature and extent of detail testing to address residual risks is determined and testing is conducted and documented to
support exam findings and conclusions.

Phase 6 — Update Prioritization and Supervisory Plan

Relevant and material findings resulting from the risk assessment effort and other examination activities should be utilized and
incorporated into determining (or validating) the priority of the insurer, as well as establishing the ongoing Supervisory Plan. The
examination team should utilize the Summary Review Memorandum to communicate key findings and recommendations
to the assigned financial analyst.

Phase 7 — Draft Examination Report and Management Letter

The Examination Report should cover significant findings of fact, as well as general information about the insurer and its financial
condition as outlined in the Handbook. The Management Letter (if used) should communicate significant results and observations
noted during the examination that are not appropriate or necessary for inclusion in the public report.




Risk-Focused Financial Examination

* The primary purpose of a risk-focused examination is to review and evaluate an insurer’s business processes and controls
(including the quality and reliability of corporate governance) to assist in assessing and monitoring its current financial
condition and prospective solvency.

* As part of this process, the examiner 1dentifies and evaluates risks that could cause an insurer’s surplus to be materially
misstated both currently and prospectively. To perform this task efficiently and effectively, examinations are planned in
advance.

* The risk-focused surveillance framework 1s designed to provide continuous regulatory oversight, which includes both
the financial analysis function and the financial examination function. Coordination between the two functions is
vital to ensure appropriate oversight 1s maintained in an effective and efficient manner.

* The analyst continuously monitors the company and, at the beginning of an examination, can identify possible risk
areas for the examiner to explore in more detail. In addition, the examiner can gain a fuller understanding of the
insurer by, among other things discussing relevant issues with the analyst and reviewing the Insurer Profile Summary
(IPS) prepared by the analyst.

* Similarly, at the conclusion of the examination, the examiner should have gained enough knowledge to pass along
valuable insights and recommendations for follow-up to the analyst.

THUS, THE TWO FUNCTIONS OF ANALYSIS AND EXAMINATION, WHILE SEPARATE, ARE
COMPLEMENTARY AND SHARE THE COMMON GOAL OF ENSURING THAT THE INSURER CAN PAY
ALL CLAIMS WHEN DUE.



S.C. Code Ann. § 38-13-80

Requires insurers to submit annual and quarterly financial
statements

Financial analysts at the Department analyze



Some Key Elements of the Insurance Company Financial Statement
(Property & Casualty Co.)

Jurat Page (signature page, basic directory information)
Assets

Liabilities, Surplus and Other Funds

Statement of Income

Cash Flow

Underwriting and Investment Exhibit

o Part 1- Earned Premium

o Part 1B — Premiums Written

o Part 2 — Losses Paid and Incurred
o Part 3 — Expenses




Financial Statement (cont’d)

Schedule F — Reinsurance (“Insurance for insurers”)

Schedule P — Analysis of losses and loss expenses, with 10 years of premiums earned, losses
unpaid, and claims reported and outstanding. Losses are broken down for all lines of business,

iIncluding:
Homeowners
Farmowners
Commercial Auto/Truck Liability/Medical
Private Passenger Auto Liability/Medical
Workers' Compensation

Commercial Multi-Peril

Medical Malpractice




— Exhibit of Premiums Written (Allocated by States and Territories)

— Information Concerning Activities of Insurer Members of a Holding
Company Group

Note: Some specifics will vary depending on the type of company (life, health, property
and casualty, etc.)



NAIC Financial Regulation Tools

Financial data submitted by insurance companies and aggregated at the NAIC is the foundation for the Financial
Regulation tools.

Financial data is available in its basic form through these tools.

« Company Demographics is an accumulation of data gathered from various forms of the annual financial
statement.

» Filing PDFs provide access to electronic documents stored by the NAIC for a specific insurance company’s
filing. The Filing PDF reports are in Adobe PDF format.

- Pick-a-Page reports provide financial information from selected pages of an insurance company’s annual
and quarterly statements.



NAIC Financial Regulation Tools

Other Financial Tools

Additional financial tools are available in iSite+ to assist analysts and examiners and to share information among states:

Financial Exam Electronic Tracking System (FEETS) assists examiners in the coordination of risk-focused financial condition examinations. It allows state
insurance regulators to call an examination of a multistate insurer, facilitate coordination, communicate the completion of an examination and share the
completed version of the department’s examination report.

myNAIC is a gateway for state regulators and insurance industry users to access the numerous technology products offered. By logging into myNAIC, users
can quickly see and access with one click the individual applications which they are currently set up to use.

Financial Analysis Solvency Tools (FAST)

FAST is a collection of analytical tools designed to provide state insurance departments an integrated approach to screening and analyzing the financial
condition of insurance companies. In addition, FAST assists state insurance departments in determining allocation of department resources to those insurers
in greatest need of regulatory attention, targeting those specific aspects of an insurer’s financial position that could put the insurer at risk of future insolvency.



NAIC Financial Regulation Tools (cont’d)

Global Receivership Information Database (GRID) allows the
regulator to review the status of a receivership (e.g.,
conservatorship, rehabilitation or liquidation). GRID information
includes contacts, company demographics, post receivership
data, creditor class/claim data, legal data, financial data and
reporting data.

Insurance Retrieval Information System (IRIS)

IRIS assists in the prioritization of insurers for regulator
review. The calculated results for each insurer are
compared to the usual range of results for each ratio.
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NAIC Financial Analysis Handbook

The NAIC Financial Analysis Handbook (Handbook) is to be used in conjunction with the 2024
Annual and 2025 Quarterly Financial Statements.

In 2017, the Handbook was revised to incorporate a risk-focused framework approach for financial
analysis. This analysis framework identifies and assesses risks based on the nine branded risk
classifications to complete and document an overall assessment of the financial solvency condition
of the insurer (Insurer profile summary - IPS) and insurance holding company group (group
profile summary - GPS).

The Nine Branded Risks are:

. Credit S e e
. Legal Financial
g Analysis
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The Branded Risk Classification Heat Map

The nine branded risks (credit, legal, liquidity, market, operational,
pricing/underwriting, reputation, reserving and strategic) are rated
along two axes: Assessment (No/Minimal Concern, Moderate
Concern and Significant Concern); and Trend (Increasing, Static and
Decreasing):
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Financial Analysis Master Status Report

All domestic insurers are tracked on the Financial Analysis Master Status Report, an internal DOI document, which shows budget dates for when the analyst

is to complete each assigned company. It also shows when the supervisor has completed their review and ensures the timelines defined by the NAIC are
met.

After each filing of a financial statement by a domestic insurer, depending on the priority of the company, there is a defined time limit for reviewing the
company.

The analysis of priority insurers (1-2) should be completed by the analyst and reviewed by the supervisor by:
e Annual statements and actuarial-related filings: End of April.

e Quarterly statements: Within 60 days from receipt of filing.

e Supplemental filings (excluding holding company filings): Within 60 days from receipt of filing.

e Holding company filings: by Oct. 31st for analysis conducted by the lead state; by Dec. 31st for analysis conducted by the domestic state.

The analysis of non-priority insurers (3-4) should be completed by the analyst and reviewed by the supervisor by:

¢ Annual statements and actuarial-related filings: End of June or if a preliminary analysis, as outlined in the NAIC Financial Analysis Handbook (Analysis

Handbook), indicates no immediate concerns, then by the end of July. — Preliminary analysis performed and relied upon for analysis completion dates
should be completed within two weeks from receipt of filing.

e Quarterly statements: Within 90 days from receipt of filing.
e Supplemental filings (excluding holding company filings): Within 120 days from receipt of filing.

e Holding company filings: by Oct. 31st for analysis conducted by the lead state; by Dec. 31st for analysis conducted by the domestic state.
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Insurance Accounting Basics

Statutory Accounting (Regulation 69-70)

When filing their annual and quarterly financial reports with state insurance departments, including SCDOI, insurers in all states are required to use a special
accounting system as statutory accounting principles (SAP).

SAP accounting is more conservative than generally accepted accounting principles (GAAP) and is designed to ensure that insurers have sufficient
capital and surplus to cover all anticipated insurance-related obligations.

SAP and GAAP differ principally in matters of timing of expenses, tax accounting, the treatment of capital gains and accounting for surplus.

SAP recognizes liabilities earlier or at a higher value and recognizes assets later or at a lower value.

While GAAP accounting focuses on a business as a going concern, SAP accounting treats insurers as if they were about to be liquidated.

Reserves

Reserves are liabilities. They reflect an insurer’s financial obligations with respect to the insurance policies it has issued.
An insurer’s two major liabilities are loss reserves and unearned premium reserves.

« Loss Reserves: an insurance company’s best estimate of what it will pay in the future for claims.

 Unearned Premium Reserves: Premiums paid for coverage that has not yet been used because the policy has not expired. E.g. policyholder pays in
advance for one-year policy but cancels after three months; insurance company must refund premium attributable to the unused nine months of coverage.



Insurance Accounting Basics (cont’d)

Note: Serious under-reserving may cause an insurer to overestimate its policyholder surplus (below), making its financial health appear better than it is.

Investments And Investment Income

Insurers’ investment income is made up of two main items: (1) interest, dividends and other investment earnings; and (2) realized capital gains from selling
assets.

Property and casualty insurers in particular hold a large percentage of their investments in the form of bonds, to protect their assets against precipitous
stock market declines, and because they can be more easily liquidated to pay claims in a major disaster than real estate and stocks. The Department
regulates investments under Chapter 12 of Title 38.

Policyholder Surplus

Insurance companies are required to have a minimum level of capital and policyholder surplus before they can open their doors for business and
must maintain certain levels relative to the business they assume.

Policyholder surplus is the amount of money remaining after an insurer’s liabilities are subtracted from its assets. Policyholder surplus is a
financial cushion that protects a company’s policyholders in the event of unexpected or catastrophic losses. (In other industries it is known as “net
worth” or “owners equity.”)

Consequences of weakened surplus are ratings downgrades, regulatory action and ultimately, if the situation is serious enough, insolvency.



(S.C. Code Regs. 69-14)

Selected Code Provisions

« S.C. Code Ann. § 38-21-10(2)

“The term ‘control’ (including the terms ‘controlling’, ‘controlled by’, and ‘under common control with’) means the possession, direct or indirect, of
the power to direct or cause the direction of the management and policies of a person, whether through the ownership of voting securities, by
contract other than a commercial contract for goods or nonmanagement services, or otherwise, unless the power is the result of an official
position with or corporate office held by the person. Control is presumed to exist if any person, directly, or indirectly, owns, controls, holds with
the power to vote, or holds proxies representing ten percent or more of the voting securities of any other person. This presumption may be
rebutted by a showing made in the manner provided by Section 38-21-220 [disclaimer of affiliation] that control does not exist in fact. The
director or his designee may determine, after furnishing all persons in interest notice and opportunity to be heard and making specific findings of
fact to support his determination, that control exists in fact, notwithstanding the absence of a presumption to that effect.”



« S.C. Code Ann. § 38-21-60(A) (“ )

“No person, other than the issuer, may make a tender offer for or a request or invitation for tenders of, or enter into any agreement to
exchange securities for, seek to acquire or acquire, in the open market or otherwise, any voting security of a domestic insurer if, after
the consummation of the agreement, the person would directly, indirectly, by conversion, or by exercise of any right to acquire, be in
control of the insurer. No person may enter into an agreement to merge with or otherwise to acquire control of a domestic insurer
unless, at the time the offer, request, or invitation is made or the agreement is entered into, or before the acquisition of the securities
if no offer or agreement is involved, the person has filed with the department a statement containing the information required by this
section and the offer, request, invitation, agreement, or acquisition has been approved by the director or his designee in the manner
prescribed in this chapter.”

« S.C. Code Ann. 8§ 38-21-90 — Approval of Director of Acquisition of Control and Provision for Hearing

« S.C. Code Ann. § 38-21-100 — Exemptions



. S.C. Code Ann. § 38-21-250(A) (“ ”):

“Transactions within an insurance holding company system to which an insurer subject to registration is a party are
subject to the following standards:

(1) The terms must be fair and reasonable.

(2) Agreements for cost-sharing services and management must include provisions required by regulation
promulgated by the department.

(3) Charges or fees for services performed must be reasonable.

(4) Expenses incurred and payment received must be allocated to the insurer in conformity with customary
Insurance accounting practices consistently applied.

(5) The books, accounts, and records of each party to all transactions must be so maintained as to clearly and
accurately disclose the nature and details of the transactions including such accounting information as is
necessary to support the reasonableness of the charges or fees to the respective parties.

6) The insurer's surplus as regards policyholders following any dividends or distributions to shareholder affiliates

must be reasonable in relation to the insurer's outstanding liabilities and adequate to its financial needs.”



Chapter 21 (cont’d)

S.C. Code Ann. § 38-21-270(A) Notice and approval of extraordinary dividends or distributions required.

“No domestic insurer may pay an extraordinary dividend or make another extraordinary distribution to its
shareholders until the director or his designee:

(1) has approved the payment, or

(2) has not disapproved the payment within fifteen days after receiving notice of the declaration.”




Act # 17 of 2025 - Amendments to Chapter 21 of Title 38
Insurance Holding Company Regulatory Act

* Implemented a group capital calculation (GCC) and liguidity stress test (LST) framework to provide U.S. insurance
company solvency regulators with additional tools for conducting group-wide financial oversight.

 The GCC provides regulators with an additional analytical tool for conducting group-wide supervision and assists
regulators in holistically understanding the financial condition of non-insurance entities. It provides key financial
information on the insurance group; quantifies risk across the insurance group; supports transparency into how capital is
allocated; and aids in understanding whether and to what degree insurance companies are supporting the operations of
non-insurance entities.

« The LST was developed to provide state insurance regulators with insights into a key macroprudential risk monitored by
the federal Financial Stability Oversight Council (FSOC)* and other jurisdictions internationally; it also enhances group
supervision. The LST requires insurers to file the results of a specific year’s liquidity stress test to the lead state insurance
commissioner.



e Established receivership provisions to ensure the continuity of essential services and
functions to an insurer in receivership by affiliated entities and further clarity ownership
of data and records of the insurer within the holding company.

e Revisions were also made to Holding Company Act’'s provisions regarding
“Confidential Treatment.”

*Established in 2010 under the Dodd-Frank Wall Street Reform and Consumer
Protection Act, FSOC is chaired by the U.S. Secretary of the Treasury



“It iIs unlawful for an insurer to transact insurance business in this State without a certificate of
authority from the director or his designee.”

“The Uniform Certificate of Authority Application (UCAA) is a uniform process used only for risk-
bearing entities to obtain or amend a certificate of authority (license). A risk-bearing entity is an
iInsurance carrier that writes and pays claims on the policies written. The UCAA electronic portal
allows insurers to file their certificate of authority applications directly to the state.”

— Reviews applications and meets to determine whether applicant should
be issued certificate of authority (COA).



Regulatory Control: Administrative Supervision,
Rehabilitation & Liquidation

Administrative Supervision - Chapter 26 of Title 38
Least intrusive of the levels of regulatory control provided by the Insurance Law
Does not involve the judicial system
Normally confidential
Initiated by order of the Director

Conditions warranting supervision (S.C. Code Ann. § 38-26-40)

(1) The insurer's condition renders the continuance of its business hazardous to the public or to its insureds.
(2) The insurer has exceeded its powers granted under its certificate of authority and applicable law.

(3) The insurer has failed to comply with a provision of the insurance laws of this State.

(4) The business of the insurer is being conducted fraudulently.

(5) The insurer gives its consent.



Chapter 26 (cont’d)

* Director may appoint supervisor — Department employee or outside consultant
« Costs of supervision borne by company

« Preserves assets by limiting expenditures or the taking on of additional liabilities without approval of
the supervisor

« Administrative Supervision is terminated when none of the conditions giving rise to the supervision
exist




Because the U.S. Bankruptcy Code does not apply to insurance companies and regulation of the business of insurance is left
the individual states, troubled company and insolvency proceedings of South Carolina are conducted in the Court of Common
Pleas for Richland County:

« 11 U.S. Code § 109(b)(2) & (d) defines who may be a “debtor” for the purposes of United States Bankruptcy Proceedings
« A person may be a debtor under Chapter 7 (liquidation) only if such person is not a domestic insurance company

 “Only a railroad, a person that may be a debtor under chapter 7 of this title (except a stockbroker or a commodity broker), and
an uninsured State member bank, or a corporation organized under section 25A of the Federal Reserve Act, which operates, or
operates as, a multilateral clearing organization pursuant to section 409 of the Federal Deposit Insurance Corporation
Improvement Act of 1991” may be a debtor under Chapter 11 (reorganization).

 The McCarran Ferguson Act, 15 U.S.C. §§8 1011-1015

« S.C. Code Ann. § 38-27-60 (Jurisdiction and venue)



However, insurance company rehabilitation resembles bankruptcy reorganization (Chapter 11) proceeding, and
liquidation resembles Chapter 7 proceedings:

“While ‘liquidation’ contemplates the end of corporate existence, ‘rehabilitation’ involves the continuance of
corporate life and activities, and is an effort to restore and reinstate the corporation to its former condition of
successful operation and solvency.”

Smalls v. Weed, 293 S.C. 364, 360 S.E.2d 531 (Ct. App. 1987)

The Insurers Rehabilitation and Liquidation Act (1982) is codified in Chapter 27 and is based on the NAIC Model
adopted in 1969, which in turn was based on a Wisconsin legislation passed in 1967.

Unlike administrative supervision, rehabilitation and liquidation involves the judiciary and is normally public. Costs
are borne by the company in rehabilitation or the liquidation estate.

The Act provides that the Director may petition the court for an order for rehabilitation or liquidation, and specifies
the grounds for both, as well as the powers of the rehabilitator or liquidator.

For liquidation proceedings, it prescribes detailed procedures for filing, adjudication and priority of payment of
claims of policyholders and creditors from liquidation estate assets, with top priority (after costs of administration)

given to claims on policies.



The Director or his designee serves as the court-appointed receiver (and may appoint a deputy) and the Court
of Common Pleas sits as the supervising court:

“Presumably, the statute provides for the appointment of the [Director as receiver] because of his
expertise required by 8§ 38-3-[10] . . . .. He serves as an arm of the court [and] is answerable to the
court, as is a receiver in other ordinary insolvency matters. . . . No doubt the statute recognizes the fact
that the court has neither the expertise nor the time for operating an insurance company receivership.
It accordingly required the appointment of the [Director], who has the expertise in the insurance field.
At most, the court can be expected to act in a general supervisory capacity, approving or disapproving
the recommendations and actions of the [receiver]. In like fashion, the court must resolve any disputes
arising from conflicting interests of the various parties.”

Insurance Comm’n v. New South Life Insurance Co., 270 S.C. 612, 244 S.E.2d 289 (1978)



Regulation and Taxation of
Risk Retention Groups (RRG) — Chapter 87

Risk Retention Groups (RRGs) are alternative insurance entities authorized by Congress to expand insurance supply through a
simplification of insurance regulation.

Although the McCarran-Ferguson Act of 1945 generally leaves the regulation and taxation of the business of insurance to the
individual states, with the Liability Risk Retention Act (LRRA), 15 U.S.C. §§ 3901-3906, Congress crafted a narrow exception for
risk retention groups, generally exempting them from multiple state oversight. Chapter 87 contains provisions of South Carolina
that parallel the LRRA.

Unlike traditional insurance companies, which must be licensed in each state in which it conducts business, a RRG must only
obtain a license in its state of domicile, which is almost exclusively responsible for its regulation, and once so licensed, can do
business in any state simply by registering there. The domiciliary state thus acts as something akin to a federal licensing agency.

Membership in risk retention and purchasing groups is typically limited to commercial enterprises and governmental bodies, and
the risks insured by these groups are limited to liability risks.



“Risk retention group" means any corporation or other limited liability association—
(A) whose primary activity consists of assuming, and spreading all, or any portion, of the liability exposure of its group members;

(B) which is organized for the primary purpose of conducting the activity described under subparagraph (A);

(C) which—

(i) is chartered or licensed as a liability insurance company under the laws of a State and authorized to engage in the business of insurance under the laws of such State; or
(

ii) before January 1, 1985, was chartered or licensed and authorized to engage in the business of insurance under the laws of Bermuda or the Cayman Islands and, before
such date, had certified to the insurance commissioner of at least one State that it satisfied the capitalization requirements of such State, except that any such group shall be
considered to be a risk retention group only if it has been engaged in business continuously since such date and only for the purpose of continuing to provide insurance to
cover product liability or completed operations liability (as such terms were defined in this section before October 27, 19806);

(D) which does not exclude any person from membership in the group solely to provide for members of such a group a competitive advantage over such a person;
(E) which—

(i) has as its owners only persons who comprise the membership of the risk retention group and who are provided insurance by such group; or

(ii) has as its sole owner an organization which has as—

(I) its members only persons who comprise the membership of the risk retention group; and

(I its owners only persons who comprise the membership of the risk retention group and who are provided insurance by such group;

(F) whose members are engaged in businesses or activities similar or related with respect to the liability to which such members are exposed by virtue of any related, similar,
or common business, trade, product, services, premises, or operations;

(G) whose activities do not include the provision of insurance other than—
(i) liability insurance for assuming and spreading all or any portion of the similar or related liability exposure of its group members; and

(ii) reinsurance with respect to the similar or related liability exposure of any other risk retention group (or any member of such other group) which is engaged in businesses
or activities so that such group (or member) meets the requirement described in subparagraph (F) for membership in the risk retention group which provides such
reinsurance; and

(H) the name of which includes the phrase "Risk Retention Group".



For purposes of the LRRA “liability” means “legal liability for damages (including costs of defense, legal costs and fees, and other claims
expenses) because of injuries to other persons, damage to their property, or other damage or loss to such other persons resulting from or
arising out of . . . any business . . . trade, product, services . . . premises, or operations, or . . . any activity of any State or local government, or
any agency or political subdivision thereof.” 15 U.S.C. § 3901(a)(2)

Risk Retention Groups:

Are owned by their members (“member-insureds”).

» Are subject to some, but not all, of the provisions of Title 38, including laws governing financial reporting, RBC and investments.

« Use generally accepted accounting principles, or GAAP, as opposed to statutory accounting principles, or (SAP). The latter is more conservative and is
used by “traditional” insurers

* In South Carolina, they are all licensed as captive insurance companies

Policies issued by RRGs are NOT protected by guaranty association coverage S.C. Code Ann. § 38-87-50

State insurance departments’ financial analysis and examination of RRGs is reviewed by the NAIC for the purposes of accreditation



South Carolina is also recognized as a leading onshore

domicile for captive insurance companies. Another key

challenge for this division involves growing the captive CAPT'VES
Industry while maintaining our stellar reputation as a
domicile of choice for operating companies that
conduct business on a national or global scale, and
ensuring these entities are appropriately regulated for
solvency. We routinely exhibit at industry conferences,
partner with service providers based in South Carolina
to license new companies, work to remain competitive
with other states, and offer significant value to captive
owners so that they continue to make a material
economic impact in this State.




Chapter 90 of Title 38
Captive Insurance Companies
(Regulation 69-60)

The Department regulates and promotes the captive insurance industry in South Carolina through its Captives Division, which is overseen by the
Deputy Director, Financial Regulation and Solvency

What is a captive insurance company?

» A captive is a wholly owned subsidiary created to provide insurance to its non-insurance parent company (or companies). Captives are essentially
a form of self-insurance in which the insurer is owned by the insured and their day-to-day operations are normally handled by profession captive
managers. The Department maintains a list of approved captive managers on its website.

« Captives can help meet the unique risk-management needs of the owners or members and may provide tax advantages.

 The competition among captive domiciles is quite competitive: more than 70 jurisdictions have some form of captive legislation. Bermuda is the
largest single jurisdiction in terms of number of captives and Vermont, which was a pioneer in the captive industry, is the largest United States
domicile. South Carolina remains competitive in sheer numbers; however, our focus in on licensing high-quality captive insurers.



Insures the risks of its parent and affiliated companies or controlled unaffiliated business.
Any company that insures risks of the member organizations of the association, and their affiliated companies

: An alien captive insurance company licensed by the Director to transact the business of insurance in this State through a business unit
with a principal place of business in this State.

A company that insures risks of the industrial insureds that comprise the industrial insured group and their affiliated
companies. An “industrial insured” means an insured that procures insurance by use of the services of a full-time employee acting as a risk manager or
insurance manager or utilizing the services of a regularly and continuously qualified insurance consultant, that has aggregate annual premiums for
insurance on all risks total at least twenty-five thousand dollars; and that has at least twenty-five full-time employees.

. A captive insurance company in which the minimum capital and surplus required by applicable law is provided by one or more
sponsors; that is formed or licensed under Chapter 90, segregates liability through one or more protected cells; and insures the risks of participants
through participant contracts.

— A “protected cell” is an identified pool of assets and liabilities of a sponsored captive insurance company for one or more participants that
is segregated and insulated from the remainder of the sponsored captive insurance company's assets and liabilities as set forth in this chapter. A protected
cell may be unincorporated or incorporated.

Captive insurer organized under the Liability Risk Retention Act, 15 U.S.C. §83901 et seq.

One that is formed or licensed under South Carolina law but that does not meet the definition of any
other type of captive insurance company defined in the Code



Highlights:
» Creates more flexible board meeting requirements.

» Grants greater discretion to the Director relating to capitalization requirements.
* Modifies reporting deadline provisions.

» Allows sponsored captive insurance companies to file single actuarial opinion.

Makes the examination of some captive insurance companies optional:

* Formerly, risk retention groups or industrial insured captive insurance companies were to be examined at least once every five years, and “whenever
the director determines it to be prudent,” while captive insurance companies that were not a risk retention group or industrial insured captive insurance
company were to be examined three years following the date of licensure and at the discretion of the director thereafter.

* Now, although the requirements for RRGs and industrial insured captives are the same, any captive that is not a risk retention group or industrial
insured captive insurance company may be examined at the discretion of the Director.

« Simplifies tax payment provision for sponsored captive insurance companies.

The Department has a new Captives Director, , Who started on April 2, 2025. Reporting to the Deputy Director, Financial Regulation & Solvency,
the Captive Director heads the Captives Division and is located in the Charleston Office. This places him in close proximity to captive managers and other
providers of services to the South Carolina captives industry. A retired general counsel for an insurance company, Mr. Noga brings a wealth of experience and
a broad knowledge of insurance and risk transfer and first-hand experience with captives.



Pharmacy Benefits
Managers and
Pharmacy Services
Administrative
Organizations




A “Simplified” lllustration of the
Pharmaceutical Distribution
Chain




Amends Chapter 71 of Title 38

Codified in Articles 18, 21 and 23 of Chapter 71

Highlights:

Expanded the rights of pharmacy providers during an audit.

Allows pharmacists 30 days to submit records in response to an audit request, with a possible 30-day
extension.

Pharmacists are entitled to have the audit limited to claims identified by prescription number or range of
prescription numbers if the audit is conducted for an identified problem.

Audits for reasons other than an identified problem are limited to 100 selected prescriptions per pharmacy
benefit manager.

Pharmacists also have the right to an external review, requested through the SCDOI, following an audit or for
any denied appeals of recoupments.



 The Department’'s Office of PBM Oversight & Specialty Licensing licenses and regulates Pharmacy Benefit
Managers (PBMs) and Pharmacy Services Administrative Organizations (PSAQOs).

« The Department must conduct examinations of PBMs and PSAOs to ensure compliance with the law at least
once every five years. Currently, there are five examinations underway (Four PBMs and one PSAO).

* Act No. 30 also charged the Department with promulgating regulations to establish an external review process
to facilitate the review of a pharmacy provider’s denied internal appeal or audit finding. This resulted in
amendments to Regulation 69-77.



 Implements that portion of Act No. 30 of 2023 providing for external review of certain Pharmacy
Benefits Manager (PBM) decisions and PBM operations

« Effective as of May 24, 2024

« Establishes procedures for the approval of independent review organizations (IROs) and the initiation
and conduct of PBM-related external reviews

* Prescribes certain recordkeeping and reporting requirements for IROs conducting those reviews
* Provides for regular, periodic examinations of PBMs

» Effectuates other changes regarding the regulation of PBMs

Note: IROs that were already approved by the Department to conduct external reviews in South Carolina
were required to amend their existing application to receive approval to conduct PBM external reviews
under Regulation 69-77.



Beginning January 1, 2024, the Department Began Licensing of

Pharmacy Services Administrative Organizations Operating in this State

Regulation 69-78, which took effect on May 24, 2024, was added to provide licensing, reporting and activity standards
for PSAOs.

» Describes the requirements for initial licensure and annual license renewal for PSAOs
* Provides for review of contracts to ensure they do not contain prohibited language and prohibited waivers

* Provides for examination of PSAOs for compliance with the requirements of S.C. Act No. 30 of 2023, as amended
(“the Act”) and other applicable South Carolina law

* Prescribes record-keeping requirements of PSAOs
« Sets confidentiality requirements

» Provides for penalties for violations of the regulation



 Federal preemption is a legal doctrine that allows a higher level of government to limit or even
eliminate the power of a lower level of government to regulate a specific issue. If a state law conflicts
with a federal law, under the Supremacy Clause, the federal law controls. Preemption may be
expressed (explicit preemptive language in the federal statute) or implied.

 The Employee Retirement Income Security Act of 1974 (ERISA) can impose a substantial limitation on
state regulation of PBMs and PSAOs.

 ERISA supersedes any and all State laws insofar as they relate to any employee benefit plan covered
by ERISA. A state law “relates to” an ERISA plan if that law has (1) a “connection with” or (2) a
‘reference to” an ERISA plan.



Jurisdiction and Preemption at a Glance
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law has (1) a connection with or (2) a reference to an ERISA plan.



In Rutledge v. Pharm. Care Mgmt. Ass'n, 592 U.S. 80 (2020) the Pharmacy
Care Management Association challenged an Arkansas law requiring PBMs
to reimburse pharmacies at a rate equal to or greater than the pharmacies’
acquisition costs, arguing that the law was preempted by ERISA. The U.S.
Supreme Court held that states may regulate PBMs (although the extent
remains disputed) and may regulate the price at which PBMs must reimburse
pharmacies.

But ...



. In Pharm. Care Mgmt. Ass'n v. Mulready, 78 F.4th 1183 (10th Cir. 2023), the U.S. Court of
Appeals held that an Oklahoma law that prescribed certain geographic criteria for pharmacy
networks, prohibited restrictions on an individual’s choice of in-network provider and on
participation by providers in a pharmacy network and also limited the ability of PBMs to place
certain restrictions In their contracts regarding pharmacists on probation, struck “at the heart
of network and benefit design,” which is “a central matter of [ERISA] plan administration.” The
Court of Appeals also held that the law forced ERISA plans to adopt a particular scheme of
substantive coverage and was thus preempted by ERISA.



Specialty Licensing
The Office of PBMs and Specialty Licensing also licenses and regulates:

Insurance Premium Service Companies - Chapter 39 of Title 38

Third Party Administrators (“Administrators of Insurance Benefit Plans”) -
Chapter 51 of Title 38

Service Contract Providers - Chapter 78 of Title 38




Specialty Licensing
Potential Items for Legislative Action

Third Party Administrators, Chapter 51:. Update chapter to enact provisions from NAIC model (non-mandatory for
accreditation purposes).

Service Contract Providers, Chapter 78: This chapter needs some technical updates; e.g., (1) add renewal applications and
any documents the Director may require in addition to the annual fee; (2) add prohibition on certain contract language, such as
using the term “warranty” -- a service contract is not a warranty; (3) eliminate cash deposits because SCDOI cannot adequately
safeguard cash deposits, and define funded reserve account (type of liquid accounts that qualify); (4) add provisions like those
found in 38-78-40(B) and 38-78-55 to 38-78-50 as requirements in the service agreement with consumers; (5) add a provision
that the Director will not accept a licensee surrender until it provides satisfactory evidence that all obligations to contract holders
have been met.

Premium Service Companies, Chapter 39: Update chapter to better address license renewal.



Challenges/Successes/Opportunities

Maintaining an Experienced and Well-Trained Staff

Retirement — generational change as “Baby Boomers” (1945-1964) continue to leave
workforce, others reach retirement age, others reach years of service requirement for SRS
Competition from Private Sector — salary competition, recruitment and retention
Knowledge transfer

Growing as a team

Training

Private Equity

PE firms/holding companies acquiring life insurers in large numbers
Annuities

Large amounts of capital

Offshoring, riskier investments, investment management fees



The Office of Consumer Services (OCS) provides
assistance to consumers on a wide range of insurance claim
and policy issues. The office responds to inquiries, market
assistance requests, and consumer complaints. Members
of the OCS team travel around the state participating in
educational and hurricane preparedness events.

CO N S U M E R The Office of Individual Licensing oversees the
licensure of individuals and agencies conducting the

& EXTE RN AL business of insurance in South Carolina. They process
applications, monitor CE requirements for agents, manage
producer appointment renewals, process 1033 waiver

AF F AI RS applications, and manage the licensure of bondsmen.
The Public Information Office is responsible for
disseminating information to the public using various
mediums. The office responds to media inquiries and

ensures that information is shared between different
divisions.

Diane Cooper, Deputy Director, Consumer & External Affairs
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Diane Cooper, Deputy Director, Consumer & External Affairs
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Office of Consumer Services

The Office of Consumer Services (OCS) provides
assistance to consumers on a wide range of insurance
claim and policy issues. The Consumer Services staff
responds to consumer needs relating to auto, health,
homeowners, and life insurance; provides consumers
with market assistance by helping to identify hard-to-
place msurance coverage within the insurance market;
and assists consumers following a catastrophic event.




Consumer Services Full -Time Staffing

Responsible for overseeing the daily operations of the OCS. Trains and
Program onboards new staff, motivates team and monitors industry trends,
Manager | approves legal/enforcement referrals while handling small caseload.

~ Serve as supervising analysts and subject matter experts for other
2 - OCS staff. Handle caseload while supervising, auditing and

managing small staff.

Responsible for front-line consumer assistance. Handle
telephone and in-person inquiries from consumers, investigate
complaints against carriers & referrals to legal when further
Investigation or enforcement action is warranted.

1 el Responsible for entry of consumer complaint data into State
Based System, sends complaint notification to carriers & assigns

complaint to appropriate analyst. Runs various reports.

Insurance
-’ Analyst ||

1 Administrative —

o Responsible for OCS switchboard and triage of phone calls.
Specialist |

Handles assignment of external reviews and home warranty
complaints.

2 Vacancies - Insurance Analyst II’s due to internal promotions



Consumer Services Supplemental
Staffing

Part-time Retirees of the OCS who help with heavy call volume hours and handle a
Analysts small caseload of complaints as needed.

Interns assist with outreach efforts, scheduling venues and
2 - — prepping supplies as well as with administrative functions within

the office of consumer services (switchboard, scanning, etc.)

1 intern vacancy



Consumer Assistance

Each day, we assist consumers that write,
call, or visit our office.

We help consumers with coverage
questions, claim disputes, and requests for
market assistance.

Many consumer concerns are resolved
without filing a formal complaint.

Yearly Totals

B

Y. |




Consumer Complaints

One of the primary missions of the South Carolina Department of Insurance is to serve and protect
insurance consumers. To fulfill that mission, the South Carolina Department of Insurance provides the
valuable service of working with consumers and insurers to address consumer complaints. Complaints
provide a great deal of information about the industry, individual insurers, and real-time consumer
concerns, including emerging issues in the marketplace. The complaints received by the Department are
analyzed, recorded, and tracked.

Year Total Amount
Complaints Recovered

2022 2791 $ 9,995,929

2023 3578 $12,007,792

2024 3467 $8,313,818




Consumer Complaints

E,ElIIlII',,[l!IIIIl!il

Number of g 5,450,000

Complaints
VS ' 5,400,000

Total 5,350,000

Population
5,300,000

5,250,000

- Total Population
. 5,200,000

Complaints




Complaint
Form

South Carolina Department of Insurance DOI use only
S 3 Office of Consumer Services File#
- Street Address: 1201 Main Street, Suite 1000, Columbia SC 29201
Mailing Address: P.O. Box 100105, Columbia, S.C. 29202-3105 Analyst

Telephone: (803) 737-6180 or 1 (800) 768-3467
Fax: (803) 737-6231 | Email: consumers@doi.sc.gov

Consumer Complaint Form

My complaint is against (one or more): Insurance Company Agent/Broker Other

Please complete all information and enclose copies of correspondence and other papers that will help us investigate your
complaint. Sign and date on back side at the bottom. Please Note: a copy of this form and any enclosed information will be
sent to the party you are complaining about.

Section 1. Info of Person Filing Complaint (Complainant)

QMT. QMS. Name

Street/Mailing Address

City County State Zip

Phone: (Home) (Cell) (Work) Email

Section 2. Policyholder Info

Age 1-24 25-49 50-64 65+

Policyholder’'s Name

Policy # Claim # Date of Loss

Name of the Insurance Company You are Complaining About

Name of Agent/Agency/Adjustor

If Group Health Policy: Name of Employer Group #
Section 3. Type of Policy (check one)
DAnnuity L1 Disability L Life L_| Warranty
L1 Personal Auto/ Motorcycle L1 Individual Health L_1Long Term Care L_1Workers' Comp
L_1 Commercial Auto L_1 Group Health L_IMedicare Supplement L1 Other
] ] Specify plan A-L:
L Dental L Homeowners/ Renters/ Mobile Homeowners




Consumer Complaint Process
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Dear Sir or Madam:

A request for assistance has been filed by the above-named complainant, a copy of which is attached for your review. Your response to
this Department should contain the following:

1. Completed Complaint Response Coversheet (see the following page).

2. Formal response letter on company letterhead suitable for sharing with the complainant. The letter should include the following:

e  Underwriting company name and NAIC number, License Number, or National Producer Number-NPN, if applicable.
e Circumstances surrounding the complainant's allegation(s),

NOti'ﬁ Cation e Company’'s position on the issues(s) raised in the complaint,

¢ Steps taken to resolve the matter (including any payment amounts made or due), and

Letter * Corrective action taken (if no corrective action is necessary, explain why).
3. Documentation in support of your position (required documents are listed on the Complaint Response Coversheet).
4. Please provide an Agent, Adjuster, and/or an Appraiser's response, if applicable.
5. If the complaint involves an approved rate increase, please confirm the SERFF tracking number.

The above items should be combined into a single PDF and must be emailed directly to the undersigned with a copy to
consumers@adoi.sc.gov. The complaint number should be referenced in the subject line. If any documentation cannot be shared with
the complainant, please attach it in a separate PDF labeled “confidential” and include an explanation as to why this information is not
subject to release under the South Carolina Freedom of Information Act.

In accordance with the authority granted under S.C. Code of Laws Section 38-13-70, your response should be received at this Department
on or before March 4,2025.



COMPLAINT CATEGORY (select one)

( ) UNDERWRITING ( ) MARKETING & SALES ( ) CLAIM HANDLING ( ) POLICYHOLER SERVICES
o Formal response letter o Formal response letter o Formal response letter o Formal response letter
o Copy of notice of 0 Signed, dated agent statement

. o Timeline of claim handling |o Copies of billing notices
cancellation or nonrenewal |on agency letterhead

o Certified copy of policy (if

0 Proof of mailing 0 Copy of signed application denial or payment based on 0 Premium payment/ transaction

policy language) history
0 Include the SERFF or SC
State tracking number of
approved rate increase in the
formal response letter. o Other o0 Copies of estimates o Other

Complaint
CheCkl iSt o Other 0 Evidence of payment

o Copy of engineer report if
applicable

o Other

Response Format Requirement

Complaint response must be emailed as a single PDF document containing the following in order:
1.) This coversheet (completed)

2.) Formal response letter
3.) Supporting documentation (if documentation cannot be shared with the complainant, attach it in a separate PDF labeled "confi-
dential” and provide FOIA exemption per instructions on prior page)




Consumer Complaint Process
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enforcement action.




Closing Correspondence with Consumer
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Complaint Breakdown by Reason

Claim Handling

Underwriting

Marketing & Sales

Policyholder Service




Consumer Complaint Summary

Complaint Summaries can be found on our website: doi.sc.gov.

The following links provide the Complaint Summaries by type of coverage:

Auto Insurance | _Homeowner's Insurance | Title Insurance | Workers Comp Insurance

Group Accident & Health Insurance | _Individual Accident & Health Insurance | Group Annuity Insurance

Individual Annuity Insurance | Group Life Insurance | Individual Life Insurance

Long-Term Care Insurance




Consumer
Complaint
Summary

* The Consumer Complaint Summary is an
annual report that provides a list of
companies with more than $100,000 in
written premium by line of business, the
total number of complaints received by our
Department, the number of confirmed
complaints analyzed by our Department, the
confirmed complaints as a percentage of
total complaints, and the U.S. Market Share.



Consumer Outreach

We believe that getting out into the
communities we serve helps build a
stronger and more resilient South
Carolina.

We participate in many types of outreach
opportunities: job fairs, school
appearances, speaking engagements,
hurricane expos and helping the
community with recovery after a disaster
strikes.




Hurricane
Preparedness

We protect South Carolina consumers by providing
them with resources that enable them to be
prepared before a disaster strikes.

We provide consumers with helpful resources
through:

» Social Media

« SCDOI Website

» Collaborating with organizations like SCEMD and
SC Department of Aging

 Attending Hurricane Expos throughout SC




Insurance Education

The Department understands the
importance of financial literacy.

We have begun initiatives to introduce
the concept of insurance to elementary,
middle, and high school students.

The Department also works with colleges
and universities in South Carolina to
provide insurance presentations to
students and local community members.




Hurricane Helene

Following Hurricane Helene’s impact on the upstate of South
Carolina, the Department helped set up insurance villages. The
Department set up booths alongside insurance carriers to
answer consumers’ questions and distributed helpful
information about the claims process.

In addition, the insurance fraud unit was available to
educate the public about insurance scams they
should look out for following a catastrophic event .




2025 CONSUMER OUTREACH

EVENTS

January 8- DOI Informational Meeting at Gill
Creek Church- Richland

March 5- NABIP SC Symposium- Richland

March 16- Saluda River Academy for the Arts-
Richland

April 2- Highway Safety Law Enforcement
Awards Ceremony- Richland

April 4- Senior P.R.E.P- Lexington
April 5- Cheraw Spring Festival- Chesterfield

April 8- Newberry Senior Center Luncheon-
Newberry

April 12- Saluda County Health Fair- Saluda
April 16- Senior Circle- Marlboro

May 1- Colleton Business Preparedness
Workshop- Colleton

May 12- Florence Rotary Club- Florence

May 15- Governor’s Coastal Tour- Charleston
May 20- Senior P.R.E.P- Cherokee

May 29- Senior. P.R.E.P- Darlington

May 31- Dorchester Hurricane Expo- Dorchester



2025 CONSUMER OUTREACH
EVENTS

June 12- Edgefield Senior Center- Edgefield
June 14 - Todd’s Hurricane Expo- Horry
June 21- Hilton Head Hurricane Expo- Beaufort

June 28- Charleston EMD Hurricane Expo-
Charleston

July 8- Kershaw County Library- Kershaw

September 4- Orangeburg-Calhoun Technical
College- Orangeburg

Week of September 15 - Claflin University-
Orangeburg

Additional events being scheduled

for remainder of the year.



The Office of Consumer Services (OCS) provides
assistance to consumers on a wide range of insurance claim
and policy issues. The office responds to inquiries, market
assistance requests, and consumer complaints. Members
of the OCS team travel around the state participating in
educational and hurricane preparedness events.

CO N S U M E R / The Office of Individual Licensing oversees the \
licensure of individuals and agencies conducting the

& EXTE RN AL business of insurance in South Carolina. They process
applications, monitor CE requirements for agents, manage
producer appointment renewals, process 1033 waiver

AF F AI RS K applications, and manage the licensure of bondsmen. /
The Public Information Office is responsible for
disseminating information to the public using various
mediums. The office responds to media inquiries and

ensures that information is shared between different
divisions.

Diane Cooper, Deputy Director, Consumer & External Affairs




Office of Individual Licensing

This division licenses the following:
* Producers
* Brokers
» Agencies
» Adjusters
* Public Adjusters
» Portable Electronics
» Self-Service Storage and Rental
Car Companies
* Appraisers
« Bondsmen
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Individual Licensing Staffing Y olare acancies

Directs, coordinates, and administers Individual Licensing and
Program Continuing Education. Applies knowledge of complex laws and
Manager | regulations. Represents the Department at speaking
engagements and industry events.

Acts as Assistant Manager of Individual Licensing and Continuing

1 E— Education. Oversees staff in Manager’s absence, manages the
processing of fingerprints and 1033 applications, supervises the
Admin Coordinator |.

Program Manages and oversees Bondsman Licensing. Reviews complaints
. Coordinator Il against bondsmen while applying complex knowledge of state
laws and regulations.

Covers licensing switchboard, answers questions regarding
1 — licensing requirements and continuing education in accordance
with state laws and regulations. Manages responses for licensing
chatbot, assigns daily pending to staff. Reviews PICS from NIPR.

Insurance
2 Analyst | ——- Processes applications for licenses ensuring all licensing
requirements are met and requests additional documentation as

needed, ensuring all applications are responded to and approved
within 1-3 business days.
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