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ALABAMA PRENEED REGULATION
Chapter 482-3-001

482-3-001-.01 Authority. This chapter is adopted pursuant to Section 27-2-17, Code of
Alabama 1975.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.02 Purpose. The purposes of this chapter are to provide standards for the sale of
preneed funeral and cemetery merchandise and services and to define the accounting and
record keeping requirements for persons holding preneed certificates of authority under the
Alabama Preneed Funeral and Cemetery Act of 2002. The Act says a preneed licensee must
have “the ability to discharge [its] liabilities as they become due in the normal course of
business and has sufficient funds available ... to perform its obligations under the [preneed]
contract.” Section 27-17A-11(b)(3)a, Code of Alabama 1975. To promote uniformity in the
enforcement of this act, it is necessary that the evidence of “sufficient funds available” be
demonstrated through accounting and financial records, including, but not limited to, GAAP
financial statements and bank records.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.03 Applicability and Scope. This chapter applies to all sales of preneed funeral
and cemetery merchandise and services and the establishment and administration of funds
held in trust in accordance with Chapter 17A of Title 27, Code of Alabama 1975.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.04 Definitions. In addition to the definitions provided in Section 27-17A-2,
Code of Alabama 1975, the following definitions shall also apply in this chapter:

(a) DEPARTMENT. The Alabama Department of Insurance.
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(b) GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP).
Accounting principles generally accepted in the United States of America, including, but not
limited to, Accounting Principles Board Opinion Nos. 1 to 31 as published by the American
Institute of Certified Public Accountants, and statements of accounting standards and
interpretations thereof as published by the Financial Accounting Standards Board (FASB),
the Governmental Accounting Standards Board (GASB), and the Federal Accounting
Standards Advisory Board (FASAB).

(c) PRENEED ENTITY. Any funeral establishment, cemetery authority or third-
party seller that is selling preneed services and/or merchandise as defined under the Act.

(d) THE ACT. The Alabama Preneed Funeral and Cemetery Act of 2002, Chapter
17A of Title 27, Code of Alabama 1975.

(e) TOTAL PRENEED LIABILITY. The aggregate of the following:

1. Preneed liability incurred prior to May 1, 2002, as calculated in accordance with
Rule 482-3-001-.05.

2. Preneed liability incurred after April 30, 2002, as calculated in accordance with
GAAP.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.05 Certificate of Authority; Financial Requirements.

(1) Every entity subject to the act selling preneed funeral or cemetery services or
merchandise must have a valid preneed certificate of authority (COA). All branches affiliated
with a certificate holder must have a valid branch registration.

(2) An applicant for a preneed certificate of authority must meet and a certificate
holder must maintain the requirements set forth in this rule demonstrating its ability to
discharge its liabilities as they become due in the normal course of business and must have
sufficient funds available to perform its obligations under its existing preneed contracts.

(3) An applicant must submit compiled GAAP financial statements with full
disclosures, including a cash flow statement, with the Certificate of Authority application.
The financial statements must be prepared as of the end of the entity’s most recent fiscal year
in accordance with GAAP and must not be prepared on a cash basis or an income tax basis.
The financial statements should include notes to financial statements and the statement of
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cash flows unless written approval by the Commissioner has been obtained for their
exclusion. The financial statements must include, at a minimum, a balance sheet (including
all assets, liabilities and equity), an income statement and a cash flow statement. All
footnotes required by GAAP must be shown as a part of the financial statements. Financial
statements updated as of the entity’s last fiscal year end must be submitted each year as a part
of the renewal of certificate of authority process.

(4) Notwithstanding the provisions of paragraph (3), for all preneed liabilities incurred
prior to May 1, 2002, the liability shall be calculated at the entity’s current cost as of the end
of'its fiscal year. This liability shall be shown separately on the balance sheet from preneed
liability incurred under the act.

(5) The financial statements of a certificate holder or applicant must demonstrate the
following levels of GAAP equity:

(a) An entity with total preneed liability of $100,000 or less must have a minimum of
$10,000 GAAP equity.

(b) An entity with total preneed liability of $100,001 to $1,000,000 must GAAP
equity in an amount not less than ten percent (10%) of the total preneed liability.

(c) An entity with total preneed liability in excess of $1,000,000 must have a
minimum of $100,000 GAAP equity.

(6)(a) If the certificate holder or applicant does not meet the GAAP equity
requirements in paragraph (5), the entity may voluntarily submit to the Commissioner
additional evidence or agree to additional oversight as to its meeting the requirements of
paragraph (2) and as a condition of receiving and retaining a Certificate of Authority. Such
additional evidence or oversight agreement may include any of the following as may be
deemed appropriate by the Commissioner:

1. Agreement to submit monthly financial statements of the entity.

2. Agreement to submit quarterly financial statements of the entity.

3. Appraisal of the entity's property or broker's opinion of value of entity's assets.
4. Credit report of the entity or its principal owners.

5. Subordination of debt agreement from the entity's principal owners.

6. Indemnification/subrogation agreement binding the entity and principal owners.

7. Written explanation of past financial activity.

Page 4 8/04



ALABAMA PRENEED REGULATION
Chapter 482-3-001

8. Submission of a twelve month projected business plan which shall include all of
the following:

(1) Statement of cash flows.

(i1) Pro forma income statement with sources of revenue identified.
(ii1) Marketing initiatives.

9. Submission of previous Department examination reports.

10. 100% voluntary trusting agreement by the entity.

11. Provide a surety bond or letter of credit acceptable to the Commissioner. Please
note such surety bond or letter of credit would be in addition to any surety bond or letter of
credit provided to comply with the Act’s security requirements.

(b) Upon the Commissioner's review of such additional information or agreements,
submitted as stated above, the Commissioner shall issue a Certificate of Authority if such
information or agreement results in the Commissioner determining the applicant or certificate
holder meets the requirements of Sections 27-17A-11 and 27-17A-12.

(7) The preneed entity must notify the Department of any plans to surrender or
transfer a certificate of authority. The surrender or transfer of any certificate of authority
must utilize forms provided by the Department. Until the commissioner has approved the
surrender or transfer in writing, no preneed funds may be released from any trust required
under the act except as provided in the trust documents in the ordinary course of business.

(8) As to all new applicants, this rule will become effective upon the effective date set
forth in Rule 482-3-001-.16. As to renewals of existing Certificates of Authority, this rule
will become effective January 1, 2005.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.06 Preneed Contracts. A written preneed contract must be used to sell preneed
merchandise and services for funerals and cemeteries. The preneed contract must be
approved by the Commissioner prior to use. The preneed contract must contain at a
minimum all of the required disclosures of the sample preneed contract provided by the
Department and a preneed funeral contract must contain a 30 day refund provision. Any
changes in the preneed contract must be approved by the Department prior to use. The
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preneed contract must be filled in completely, including all of the required signatures and
dates.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.07 Preneed Sales Agents.

(1) To sell preneed contracts, every preneed entity must have at least one preneed
sales agent (PSA) registered. All agents selling preneed services and merchandise for
funerals and cemeteries must be registered. The PSA registration must be renewed annually.

(2) With each preneed certificate of authority, the certificate holder is allowed one
PSA registration without the payment of any additional fee or charge. All additional PSA
registrations require payment of a registration fee of $25 per agent, which is to be paid with
the initial registration and annually thereafter.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.08 Deposit of Preneed Funds.

(1) Deposits. A detailed record of preneed funds collected must be maintained by the
preneed entity.

(2) Trust.

(a) All preneed funds subject to the trust requirements of the Act must be placed into
the trust within 30 days after the end of the calendar month in which the preneed contract is
paid in full. The preneed entity must maintain a record of receipts for each preneed contract
sold. The record must include, at a minimum, the name of the buyer, the amount of preneed
funds collected and the date the preneed funds were collected. The trust agreement must have
been approved by the Commissioner prior to use. A statement of Activities of Trust for
Preneed Funds must be filed with the Department each year on a form specified by the
Department. The form must be provided on or before April 1 of each year for the preceding
calendar year. The trustee must provide to the funeral establishment or cemetery authority a
valuation of the assets it holds in trust at least on a quarterly basis.
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(b) There are two types of trusts that may apply: a funeral merchandise and services
trust, and a cemetery merchandise and services trust. If a certificate holder subject to the trust
requirements engages in the preneed sale of both funeral and cemetery merchandise and
services, the certificate holder must establish two separate trusts. Funds collected for preneed
funeral merchandise and services must be placed in the funeral merchandise and services trust
and funds collected for preneed cemetery merchandise and services must be placed in the
cemetery merchandise and services trust.

(3) Surety Bond.

(a) A surety bond may be used as an alternative to the trust requirements. The surety
bond must be approved by the Department prior to use.

(b) The amount of the initial surety bond must be not less than the aggregate value of
outstanding liabilities on undelivered preneed contracts of the certificate holder as of the end
of its last fiscal year. For purposes of determining the amount of the surety bond,
“outstanding liabilities” means the original retail amount of services and cash advances and
the actual cost to the certificate holder to provide the undelivered merchandise sold on
preneed contracts entered into by the certificate holder after April 30, 2002.

(c) Annually thereafter, the amount of the bond shall be increased or decreased as
necessary to correlate with changes in the outstanding liabilities. On or before April 1 of each
year the certificate holder must provide a report documenting the outstanding liabilities of the
preneed provider as of the end of its last fiscal year. The report shall be signed by the
certificate holder, if an individual, or by the chief executive officer or chief financial officer of
the certificate holder, if a corporation or other business entity.

(4) Letter of Credit. A letter of credit may be used in lieu of a surety bond. The letter
of credit must be approved by the Department prior to use. The letter of credit must be
“evergreen,” meaning it will not expire without an affirmative action by the issuer of the letter
of credit. The amount of the letter of credit shall be determined in the same manner as
indicated above for the amount of surety bonds. The same information required on surety
bonds must be provided initially and annually thereafter for letters of credit.

(5) Pre-act Trusts.

(a) A preneed trust established for funds collected on preneed contracts entered into
prior to May 1, 2002, may not be merged with a trust established for preneed contracts
entered into on and after May 1, 2002, without the express permission of the Commissioner.

(b) To approve the merger of the trusts, the Commissioner must be satisfied that the
minimum amounts required to be trusted under the law have been trusted on the contracts
entered into prior to the law.
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Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.09 Schedule of Charges and Price List.

(1) In accordance with Section 8-30-2, Code of Alabama 1975, every cemetery
authority must display a full and complete schedule of charges for burial services and
merchandise provided by the cemetery authority.

(2) In accordance with Section 34-13-9, Code of Alabama 1975, every funeral home
must have a published price list of services and merchandise available.

(3) The schedule of charges and price list must be dated. The preneed entity must
retain a copy of all price lists covering the period since the last Department preneed
examination.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.10 Safekeeping of Records.

(1) All burial records and those contracts under the jurisdiction of the Commissioner
and which have not been audited by the Commissioner must be filed and kept in a secure
manner. For purposes of this rule, "secure" means any of the following:

(a) A vault or fire-proof container with a properly certified fire resistant capability of
at least one hour.

(b) A computer readable media backed up by diskette, or optical disk, or tape which is
stored at an off-site location.

(c¢) Microfilm backed up by a security roll stored at an off-site location.

(d) A duplicate copy of the records referenced in this rule is kept at an off-site
location.

(2) Records that are deemed "secure" at an off-site location shall be updated quarterly.
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Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.11 Cemetery Records.

(1) The following records for cemetery authorities shall be made available to the
Commissioner for the purposes of examinations or inspections:

(a) Cemetery License and/or Certificate of Authority.

(b) Schedule of charges and price lists as required in Rule 482-3-001-.09.
(c) Advertising file.

(d) By-Laws and Rules and Regulations.

(e) Financial and accounting records, including financial statements, general ledger,
accounts receivable, accounts payable and cash receipts, journals, receipt books and invoices.

(f) Preneed Contracts.

(g) Other contracts, including at need sales and contracts for burial rights.
(h) Burial Records.

(1) Lot ownership records.

(j) Procedures for handling complaints.

(k) Any mortgages on the property.

(1) Record of cancellation requests and refunds given.
(m) List of current preneed sales agents.

(n) Detailed maps of the cemetery.

(o) Procedure manuals.

(p) Any other items the examiner may request.

(2) These records will be available for review at the licensed facility or an alternative
site of the cemetery company if approved by the Commissioner. Certificate of Authority
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holders will send written notification to the Commissioner if records are available for review
at an alternative site.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.12 Endowment Care Cemeteries.

(1) All endowment care cemeteries must establish an endowment care fund which
shall be placed with and held by a bank, trust company, savings and loan association, or other
financial institution authorized to provide trust services under the provisions of Alabama
Code or under the applicable laws of the United States or any other state, or a board of
trustees, consisting of at least three members, who shall reside in Alabama, one of whom is
engaged in outside cemetery management, and each of whom shall be bonded to honestly
perform the duties of trustee under a formal trust agreement. The amount in the endowment
care fund must comply with Section 27-17A-47. Cemeteries must make contributions as
required by Section 27-17A-49. An annual report of the endowment care fund shall be made
to the commissioner by each cemetery authority within 90 days of the close of each calendar
year.

(2) Existing endowment care trusts need not be terminated and can be simply merged
with any such post-Act funds provided the existing trust agreement is modified or amended to
comply with the provisions of the Act.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.13 Accounts Receivable Records.

(1) Accounts receivable records pertaining to each individual purchaser shall be
assigned the same serial number as shown on the purchaser's contract and a log shall be
maintained in numerical sequence. The name of the purchaser or beneficiary, total preneed
contract amount, amounts required to be deposited in each trust upon payment in full, date
and amount of each payment, outstanding balance, retail price of each item, and a schedule of
payments.
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(2) The information listed in paragraph (1) is the minimum information to be
contained in the accounts receivable records.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.14 Records Required.

(1) A preneed entity must maintain and provide upon request by the Department
detailed records for each preneed contract written. The detailed records shall include, but not
be limited to, a preneed contract file that includes all supporting documentation, such as the
preneed contract form, copies of insurance policies, trust account statements, and a complete
history of preneed contract transactions. The preneed entity must have available this
information on all preneed contracts sold since May 1, 2002.

(2) Records required to be maintained by the preneed entity shall include at least the
following information for each contract:

(a) Sequentially ordered contract number.
(b) Contract type (i.e., void or cancelled).
(c) Date of contract.

(d) Payments received since May 1, 2002.
(e) Total trust liability.

(f) Trust liability percentage.

(g) Prior liability accrual.

(h) Current examination liability accrual.

(1) Prior total withdrawals from Trust.

(j) Current withdrawals from Trust.

(3) The items identified in subparagraphs (d) and (f) of paragraph (2) may be provided
on the accounts receivable records, as separate identifiable entries, in lieu of the records.
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(4) For the purposes of this rule, trust liability and accruals should be detailed by trust
as applicable (i.e., Merchandise, Preneed, Preconstruction, and Cemetery).

(5) Current records maintained shall include all new contracts written during the
examination period and all contracts written in prior examination period with transactional
activity and/or trust liability remaining to be accrued. Records should include page totals for
all applicable items and a grand total.

(6) Upon renewal, the certificate holder shall provide a complete listing of all life
insurance policies, the statement of activities of the trust, and a full and true report
documenting the outstanding liabilities secured by the surety bond or letter of credit, as may
be appropriate depending upon the funding method employed by the certificate holder.

(7) This rule is applicable to all contracts written under the Act on or after May 1,
2002.

(8) The Commissioner shall give the licensee an appropriate notice of the scheduled
examination to provide sufficient time for the preparation of the records.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.15 Severability. If any portion of this chapter or its applicability to any person
or circumstance is held invalid by a court, the remainder of the chapter or the applicability of
the provision to other persons or circumstances shall not be affected.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004

482-3-001-.16 Effective date. This chapter shall be effective upon its approval by the
Commissioner of Insurance and upon its having been on file as a public document in the
office of the Secretary of State for ten days.

Author: Commissioner of Insurance
Statutory Authority: Code of Alabama 1975, § 27-2-17
History: New August 24, 2004, Effective September 3, 2004
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