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Following a 1997 mandate from the Texas L egislature, the Texas Department of Insurance created a working group to
study state law regarding insurance agent licensing. The group, comprised of agents, insurance company
representatives, and consumers, made recommendations before the start of the 76" legislative session in 1999.

The Agents' Licensing Advisory Committee Report and the Report of the Commissioner of Insurance on Agents
Licensing Statutes included recommendations to repeal the restrictions on ownership and licensure of corporate and
partnership insurance agencies; removerestrictionsagai nst non-resident agentssoliciting in Texas; and consolidatethe

forty-five agents’ licensesto fewer than ten.

The Texas Legislature passed two bills sponsored by Senator Frank Madla and Representative Craig Eiland that made
major modificationsto Texas' regulation of insurance agents and agencies, Senate Bills 956 and 957. Senate Bill 956,
which was later vetoed by the Governor, would have removed restrictions regarding the ownership of corporate and
partnership insurance agents. Thebill alsowould have opened up the state’ sinsurance market to non-resident agents,
allowing reciprocity with other states so that non-resident agents would be allowed to solicit in Texas. Senate Bill 957,
which will become law on September 1, 1999, creates specialty insurance licensesfor rental car companies, self-service
storage facilities, and sellers of credit and travel insurance.

Senate Bill 956

Senate Bill 956 was intended to simplify and reform the regulation of insurance agents in the state by consolidating
license types and to promote uniformity in the licensing, examination, continuing education, and disciplinary
requirements for agents.!

One significant provision of Senate Bill 956 addressed corporate insurance agencies. Senate Bill 956 would have
eliminatedtherequirement that all officers, directors, and sharehol dersof acorporationbeindividually licensed asagents

and residentsof Texasin order for the corporation to becomelicensed asalocal recording agent (Texasgeneral property

and casualty agent) or amanaging general agent. The bill also would have eliminated the corresponding requirements

for agentsthat are partnerships. The bill would have allowed a corporation or partnership to belicensed if at least one
officer of the corporation or one active partner in the partnership and all others performing any actsof an agent on behalf

of the corporation or partnership in Texas were individually licensed. The bill would have allowed licensure of a
corporation or partnership asasurpluslinesagent if theentity waslicensed aseither alocal recording agent or managing

general agent and at least one officer or one active partner was individually licensed and a resident of Texas.
Additionally, Senate Bill 956 included a repeal of the long-standing residency requirement imposed on all partners,
officers, directors, and shareholders.

Senate Bill 956 also would have allowed federal and state banks to be licensed in the same manner as corporations,
repealing the current provision allowing banks to become licensed as local recording agents only if located and doing
businessin Texasin aplace with a population of 5,000 or less2

Senate Bill 956 also included provisions allowing licensure of non-resident agents. It provided that for a non-resident
individual to belicensed in Texas, the Department of Insurance must find that the state in which the person resides
accordsthe same privilegeto aTexasresident and the person has passed an examination or islicensed in hisor her home
state. For out-of-state corporations or partnerships to be licensed in Texas, the corporation or partnership would be



required to provide the Department with evidence of authority or ability to act asan agent initshome state, satisfaction
of therequirementsfor licensureunder article 21.07 of the Texas | nsurance Code, and domicilein astate that has entered
into areciprocal agreement with Texas.

Due to the more restrictive licensing requirements in Texas, many states that have retaliatory agent licensing laws
prohibit Texas agents from doing businessin their state. The provisionsin Senate Bill 956 would have expanded the
requirements for licensing of insurance agentsin Texas. Oneimportant effect of the morerelaxed licensing statutes, had
Senate Bill 956 been enacted, isthat many states would have granted reciprocity to Texas agents, rather than retaliating
and prohibiting them from conducting businessin their state.

On June 20, 1999, Governor George W. Bush vetoed Senate Bill 956. An amendment unrelated to agent licensing that
relieved bail bondsmen from any liability on bond forfeituresfor oneyear was added latein the session. Governor Bush
believed the provision “jeopardize[d] public safety by weakening the obligation of bondsmen to ensure criminal
defendants appear in court.”® Unless a special |egislative session is called by the Governor, whichisnot expected, the
legislationwill not bereconsidered until the convening of thenext legislative sessionin January of 2001, andthemajority
of the State’ s current licensing system will remain in place.

Commissioner’s Bulletin

Shortly after the veto of Senate Bill 956, on July 1, 1999, the Texas Department of Insurance issued Commissioner’s
Bulletin No. B-0037-99.* The bulletin, which allows some non-resident individuals to become licensed and solicit
insurancein Texas, was issued in an effort to reduce retaliation against Texas agents by other states. Article 21.11 of
the Insurance Code® authorizes the Texas Department of Insurance to waive the residency requirement for issuance of
alocal recording agent license® for applicants with valid licenses from other states or jurisdictions that have license
requirements substantially equivalent to those of Texas. Under the authority of article 21.11, the bulletin provides a
waiver of theresidency requirementsfor alocal recording agent licenseif the non-resident applicant’ sresident state has
signed the National Association of Insurance Commissioners’ (“NAIC”) Uniform Treatment Declaration for Insurance
Non-Resident Producer Licensing or has waived license requirements applicabl e to non-resident agents which impede
substantial compliance with the provisions of the Uniform Treatment Declaration. The state must also grant full
reciprocity to a Texas resident agent. An applicant whose home state does not comply with these requirements may
receive a Texas non-resident agent license but may not have an office or solicit in Texas under article 21.11.

The residency waiver contained in Commissioner’s Bulletin B-0037-99 applies only to applicants for alocal recording
agent license. Thewaiver isonly for individual agents and does not affect the requirement that all officers, directors,
and shareholdersof corporatelocal recording agentsbeindividually licensed and that such corporati onsbeincorporated
in Texas. A Texas corporation may have non-resident officers, directors, and/or shareholders that are non-resident
individuals licensed as local recording agents so long as a licensed local recording agent manages the office. The
bulletin does not affect the current restrictions on licensing of banks as insurance agents.

Commissioner’s Bulletin B-0037-99 does not affect licensing requirementsfor amanaging general agent. The Managing
General Agent Act expressly states that an applicant for a managing general agent license must be a Texas resident.’
Partnerships must be Texas partnerships, and Texas must be the state of incorporation and principal place of business
for corporations. Each partner and each officer, director, and shareholder must be individually licensed asamanaging
general agent® (These requirements do not apply to “grandfathered” managing general agents, licensed before
September 1, 1967.)

Commissioner’ s Bulletin B-0037-99 also does not apply to surpluslines agents. An applicant for asurpluslines agent
license must hold an underlying license as either a managing general agent or alocal recording agent.’ As discussed
above, the licensing requirements for a managing general agent are not affected by the Commissioner’s Bulletin, and
thus, the bulletin does not apply to surplus lines agents with underlying managing general agent licenses. The
Department of Insurance has confirmed that thewaiver of theresidency requirement for individual local recording agents



does not carry through and provide a basis for licensure of non-resident local recording agentsas surpluslinesagents.
The surpluslines statute provides that in order to be authorized, surplus lines insurance must be placed “through a
licensed Texas surplus lines agent resident in this state.”

In summary, the effort to reform the current restrictive insurance agent licensing system in Texas has been delayed by
theveto of SenateBill 956. Commissioner’ sBulletin No. B-0037-99 eliminates some of thoserestrictionsby allowing non-
resi dents of certain statesto receive alocal recording agent license. Dueto the change of law implemented through the
bulletin, it isexpected that other stateswill nolonger retaliate against Texas agents, at least individuals. Because Texas
will not license non-resident business entities, most states will retaliate and not allow Texas corporations and
partnershipsto do businessin their states.

Senate Bill 957

Senate Bill 957 creates several specialty insurance agent licenses under a new article 21.09 of the Insurance Code,
including licenses for rental car companies, entities selling credit insurance, travel agents, and self-storage facilities!
The entity is licensed by the Texas Department of Insurance and is responsible for the training and actions of its
employees who solicit insurance products. It allows a specialty licensee’s supervised employees who are not
compensated “based primarily on the amount of insurance sold by the employee” to act as agents for the types of
insurance specified in the bill without being individually licensed.

Each individual who is acting on behalf of the license holder must have completed an approved training program
regarding the specific type of insurance to be sold, i.e., rental car insurance, credit insurance, travel insurance, and
insurance covering property in self-storage facilities. Aninsurer that writes the specific type of insurance for which a
specialty license is issued must provide the training materials to the license holder. The training program must be
submitted to the Commissioner of Insurancefor approval beforeit isused. Eachinsurance company appointing an agent
must submit a certification of the appointment affirming that the insurer has satisfied itself that the license holder is
trustworthy and competent to act as an insurance agent on behalf of theinsurer.

Evidence of coverage must be provided to each consumer who elects to purchase the coverage. At each location at
which salesof insurancepoliciescovered by article21.09 occur, brochuresor other written material smust be prominently
displayed and readily available to the prospective consumer that:

» summarize, clearly and correctly, the material terms of the insurance offered, including the identity of the
insurer;

» disclosethat the policiesoffered by the license holder may provide aduplication of coverage already provided
by a consumer’s personal auto insurance policy, homeowner’ s insurance policy, personal liability insurance
policy, or other source of coverage;

» statethat, except asspecifically provided by another law of thisstate or the United States, the purchase by the
consumer of insuranceis not required to complete the associated consumer transaction;

» describethe processfor filing aclaim in the event the consumer electsto purchase coverage andintheevent
of aclaim; and

e contain any additional information on the price, benefits, exclusions, conditions, or other limitations of the
policies required by the Commissioner by rule.

A person who holds ageneral lifeinsurance agent or local recording agent license under article 21.07-1 or article 21.14
isnot required to obtain aspecialty license, but is subject to the other requirements of article 21.09 in the solicitation of
an insurance product subject to the article. No examination or continuing education is required for specialty license
holders.

Current law regulating the sale of credit insurance will be repealed as of January 1, 2000, and replaced with the new
provisions found in Senate Bill 957. One of the major differences between Senate Bill 957 and current law isthat under



the new system, those employeeswho sell credit lifeinsurance under aspecialty license may not be compensated based
on the amount of insurance the employee sells. “Credit insurance” is defined to include: (1) credit life insurance; (2)
credit accident and health insurance; (3) credit property insurance; and (4) credit involuntary unemployment insurance.
The definition also includes the sale of insurance that covers the difference between the actual cash value of a motor
vehicle used as security for aloan or lease and the outstanding balance of that loan or lease in the event of loss or
damage in which the vehicleis rendered an actual or constructive total loss while the debt for which the vehicle serves
as security exceeds the actual cash value of the vehicle.

Thecreditinsurance section of thelegislation providesan exception fromtherest of thebill in regard to noticesthat must
be provided to consumers. Senate Bill 957 states that a license holder and the license holder’ s representative are not
required to make the disclosures required by article 21.09 if the license holder or the license holder’s representative
complieswith all disclosure requirements prescribed by other Texas or federal law relating to the sale or delivery of a
credit insurance product.

Senate Bill 957 also repeals the requirement that alicensed insurance adjuster maintain an officeinthisstate. Governor
George W. Bush signed Senate Bill 957 on June 19, 1999, and the | egislation becomes effective September 1, 1999. Not
later than January 1, 2000, the Texas Department of Insurance shall issue an appropriate license under article 21.09to a
person who, immediately before the effective date of the bill, holds an agent license issued by the Texas Department of
Insurance under section 21, article 21.07, Insurance Code. On issuance of the new license, the license holder is subject
toarticle 21.09. A travel agent or self-service storage facility is not required to be licensed under this bill until January
1, 2000. During the coming months, the Texas Department of Insurance will promulgate rules to implement the bill.
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