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MAINE INSURANCE CODE REVISION JU™ 39 e

CHAPTER 1

GENERAL DEFINITIONS AND PROVISIONS

§ 1. Short title

Chapters 1 through

14

7
be cited as the Maine Insurance €ode.

Ref.:

Comment: A short title is of convenience. Sam Slosberg has
indicated that the revised insurance code will be part of Title 24-A
of Maine statutes. It is possible that subjects not strictly part

of the insurance code may be included in the insurance law revision,
and in general we will use the term '""codé' when speaking of the insur-
ance portion, and "Title" when speaking of the entire law,.
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(Maine)
Ch. 1

GEN.DEFINITIONS

§ 2. "Person'" defined

"Person' includes an individual, firm, partnership, corpora-
tion, association, syndicate, organization, society, business

trust, attorney-in-fact and every natural or artificial legal

entity.

Ref.:

Comment: A broad definition of '"person' is useful, since by use
of that term the law is made applicable to everybody without nec~

essity of: further enumeration,
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(Maine)
Ch, 1
GEN. DEFINITIONS

§ 3. "Insurance' defined

"Insurance' is a contract whereby one undertakes to pay or
indemnify another as to loss from certain specified contingencies
or perils, or to pay or grant a specified amount or determinable
benefit or annuity in connection with ascertainable risk contin-

gencies, or to act as surety.

Ref.: Me. 1: A contract of insurance, life excepted, is an
agreement by which one party for a consideration promises
to pay money or its equivalent or to do some act of value
to the assured upon the destruction or injury of something
in which the other party has an interest. A contract of life
ins. is an agreement dependent upon human life by which one
party for a consideration promises to pay money or its equiv~-
alent or to do some act of value upon the death or disability
of the insured or the termination of a specified period.

421: Annuity contracts whereby corporation, in consideration
of a premium agrees to pay an annuity commencing in the future,
or a sum fixed or to be ascertained by given methods, are sub-
ject to laws relating to life insurance.

Blue Cross extended benefits endorsement providing indemnity

as to services supplied by nonparticipants, and for certain
cash benefits, is a contract of insurance. Associated Hospital
Service of Maine vs. Mahoney, 161 Me. 391(1965)

Insurance contract is one to indemnify against an uncertain
event, which, if it occurs, will cause insured loss or damage.
Howard Fire Ins. Co., v. Chase, 72 U.S. 509(1866).

Comment: A precise, yet sufficiently comprehansive, definition of
"insurance' is difficult to accomplish. The above suggested defini-
tion has evolved over the past 20 years, and has in general been
found to be adequate. It is to be noted that there is a risk factor
in all insurance. An "anpnuity' payable out of a given amount only
until the money runs out is not insurance. Surety is specified,
since for a long time in many states surety companies were regarded
as engaged in a species of business not classified as insurance.
They are now generally regarded as in the insurance business, and
are so regulated.



(Maine)

Ch. 1
GEN. DEFINITIONS

§ 4. "Insurer'" defined

"Imsurer" includes every person engaged as principal and
as indemnitor, surety, or contractor in the business of enter-

ing into contracts of insurance.

Ref.: Me. 421: Corporations issuing annuity contracts are
deemed to be engaged in life insurance business.

Comment: Thedefinition of "insurance'" in section 3 is very broad,
and could include certain contingency aspects of contracts between
private parties. The code intends to regulate only those who

issue insurance contracts as a business, and this definition helps
to so limit the code.



(Maine) .
Ch. 1
GEN. DEFINITIONS

§ 5. "Commissioner," '"department" defined

1. "Commissioner'" means the Insurance Commissioner of this

State.
2. "Department” means the Insurance Department of this
State.
Ref.:
Comment: These short form identifications will be used through-

out the code.



(Maine) Ch. 1
GEN, DEFINITIONS

§ 6. '"Domestic," "foreign,'" '"alien'" insurer defined

1. A "domestic" insurer is one formed under the laws of
this State;

2. A "foreign' insurer is one formed under the laws of
any jurisdiction other than this State;

3. An '"alien'" insurer is a foreign insurer formed under
the laws of any country other than the United States of America,

its states, districts, commonwealths and possessions.

Ref.: Me. 2: '"Domestic' means companies incorporated by this
State; and "foreign'" means companies not so incorporated.

Comment: These are traditional and useful classifications.



(Maine) Ch. 1

GEN. DEFINITIONS

§ 7. "State'" defined

When in context signifying other than this State, "state
means any state, district, territory, commonwealth or possession

of the United States of America, and the Panama Canal Zone.

Ref.:

Comment: This definition serves throughout the code, and makes

it unnecessary to spell out the exact meaning each time.
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Ch. 1
GEN. DEFINITIONS

N, . . .
§'8. "Domicile" defined
Y

f’éy

Theﬁﬁdomicile“ of an insurerﬁﬁgz

1 XAs to Canddian insurepS, the province in which the

insurer's head office is loc

2. As to other alleﬁ#lnsurers authorized to transact
5,
insurance in one* or morgfstates, as provided in section 428

(retaliatory prov;§1on0 of this title.

3. As to allep’gnsurers other than those referred to in
A
1 or 2 above, thg/éount%g under the laws of which the insurer

3’/ *
/ kN

was formed, /, %,
N

4. As tQ/all other 1nsugers, the state under the laws

of which the 1nsurer was formed‘

Ref.:

Comment: This is a useful definition, and is generally

self-explanatory.



(Maine) Ch. 1
GEN, DEFINITIONS

§ 9. "Authorized,' "unauthorized" insurer defined

1. An "authorized" insurer is one duly authorized to
transact insurance in this State by a subsisting certificate
of authority issued by the commissioner,

2. An inauthorized! insurer is one not so authorized.

Ref.: Me. 2501: "Authorized ins. co." means anins. co. licensed
to transact insurance business in this State. '"Unauthorized
ins. co.'" means a foreign ins. co. or an association as
defined in sec. 651 which is not licensed to transact ins.
business in this State.

Comment: These are standard, useful terms.



(Maine)

Ch.1
GEN. DEFINITIONS

§ 10. "Transacting insurance' defined

In addition to other aspects of insurance operations to
which provisions of this code by their terms apply, "ftransact'
with respect to a business of insurance includes any of the
following, whether by mail or any other means:

1. Solicitation or inducement.

2. Negotiations.

3. Effectuation of a contract of insurance.

4, Transaction of matters subsequent to effectuation and

arising out of such a contract.

Ref: Me. 63-2: '"The transaction of insurance business means
the issuance of contracts of insurance covering risks in
this state, or the receipt of premiums for the continuation
of contracts already in force."

532: Delivery of a policy in the State by mail or other-
wise deemed an issuing of such policy.

Comment: This is a broad, basic provision. A similar provision
in the California insurance code was one of the major factors in
the recent U.S. Supreme Court decision affirming the jurisdiction
of Calif. over solicitation of California business by use of the
mails by foreign unauthorized insurers.



(Maine) Ch. 1

GEN. DEFINITIONS

§ 11. Application of code as to particular types of

insurers

, . No provision of this code shall apply with respect to:

A G
'7 ?7%jzii- 1. Domestic mutual fire insurers, as identified in
. chapter ~{/ of this code, except as stated in such chapter.
2. Fraternal benefit societies, except as stated in
chapter " of this code.
3. Medical and hospital service corporations, as identified
in chapter of this code, except as stated in such chapter.
Ref.:

Comment: This is a practical way of handling unique types of
insurers, or insurers for which otherwise numerous exceptions
would have to be spread throughout the code. In the particular
chapter dealing with such an insurer other applicable provisions
of the code will be made applicable by a "reference' section.

Fraternal Benefit Societies are now in Title 13, ch. 89. They will
be brought into the insurance code law and up-dated where advisable.



(Maine)
Ch., 1

GEN. DEFINITIONS

§ 12. Particular provisions prevail

Provisions of this code as to a particular kind of insurance,
type of insurer, or matter shall prevail over provisions relating

to insurance, insurers, or matters in general,

Ref.:

Comment: There are many rules of interpretation of statutes,
which apply as a matter of common law development. The above
rule is carried as part of this chapter for the information of
persons using the code, most of whom will not be attorneys. The
rule assists in the understanding and construction of code pro-
visions, and simplifies draftsmanship.




(Maine) Ch. 1
General Definitions

/¢ Section 13. General penalty: enforcement

&

Each violation of this title for which a penalty is

than

$1,000 or imprisonment

'

less than one year, or both

except, that i1f the violator

jﬁ;%;m @ '[guuz/’:m,’/

be not more than $3,000

such fine and imprisonnient;
. JP"?’C?F 7

g}?v 2 % J
is a corporatlonA thé fine sha

Any director, »pfficer, manager, employee
1 2 ’

o

y o
. 20 sthe v \fﬂi}i'@ffsw C/)”)'f”,‘7 ¥

or representatlve of a violator corporauionﬁsnall be subjec’

F

to fine and imprisonment as above provided for authorizing or

knowingly participating in any such violation.




(Maine) Ch. 1
GEN., DEFINITIONS

/4#ﬂ:

) § 13. General penalty; enforcement i

1. Each violation of this code for which a different penalty

consisting of fine and/or imprisonment is not provided by a

provision of this code or other applicable laws of this State,

in addition to or in lieu of any applicable prescribed denial,

suspension, or revocation of certificate of authority or license,

shall subject the violator to a fine of not more than $1,000 or
i{jwﬂrtﬁ imprisonment for less than one year, or both such fine and imprison-
& ment; except, that if the violator is a corporation or entity
other than an individual, the fine shall be not more than $3,000
for each violation. Any director, officer, manager, employee or
representative of a violator corporation or other violator entity
shall be subject to fine and imprisonment as above provided for

authorlzlng or know1ngly partlclpatlng in any such violation,

- P

P BT 2, Any penalty for V101at10n ‘of this code may be recovered
Q?ﬁ 7 in a civil action in the name and to the use of the State or en- J>

\\forced by 1ndlctmenta" The couﬁty attorney for the county where

i

the penaltles ﬁre incurred shallkprosecute therefor at the direct-

ion of the commlss1oner or may prégecute therefor on complaint
/
made to hlm/by any person, Prosecuilon may be commenced by com-

é

plaint and warrant before any Dlstrlét Court Judge, as in the
case of}#%her offenses not within the flnal jurisdiction of such

judge./

Ref.: Me. Constitution, Art. I, sec. 9: "“Allypenalties and
punishments shall be proportioned to the offense: excessive

bail shall not be required, nor excessive fines imposed, nor
cruel nor unusual punishments inflicted.!



Me.

§ 13 - page 2.

374: As in 2 above, except that above '"'person' has been
substituted for '"citizen' in the original law. "Citizen"
is a vague and ambiguous term.

375;: Violation of law requiring incorporated insurer, fine
up to $5,000, prison up to 2 years, or both.

376: General penalty: fine up to $100, jail up to 10 days,
or both, if an individual; up to $250 if an organization.
Member of violating organization who authorizes or partici-
pated in violation - fine up to $250 or jail up to 30 days, or
both.

501: Fine up to $5,000, prison up to 2 years, or both, for
transacting insurance without certificate of authority.

530: "Forfeiture'" of up to $200 for violation of injunction
prohibiting issuance of new policies of unsafe insurer.

532: "Forfeiture'" of up to $300 for each offense by officer
or agent of insurer who issued new policy after notice of
suspension of certificate of authority of the insurer.

811: Forfeiture of up to $500 for wilful viélation of stat-
utes or order relative to group, blanket A & H provisions.
May be recovered in a civil action.

813: Fine of $100 to $500, jail 30 days to 11 months, or both,
for wilful false, fraudulent representation in application for
insurance, or for obtaining fee, commission, etc,

958: Fine $100 to $1,000, misdemeanor and on conviction, for
violation of provisions relative to reciprocal insurers.

1214: TForfeiture of up to $250, recoverable in civil action,
but if wklful - up to $1,000 - for violation of commissioner's
order under credit life and health ins. law,

1258: Fine of up to $100 for violation of requirements as to
foreign insurers.

1261: Commissioner shall report to Attorney General any
violations relating to certain foreign insurers, coming to
his knowledge, and Attorney General shall institute proper
legal proceedings.

1405: Forfeiture of $50 to $200, each offense, for wilful
violation of standard fire policy requirements.

2315: Fine up to $300, jail up to 6 months, or both, for
violation of medical, hospital service corporation law.

2521: Fine to $500, jail up to 90 days, for violation of
agent, broker, adjuster licensing laws.



Me.

§13 ~ page 3

2596: $500 fine, jail to 6 months, each violation a separate
offense, as to life agents licensing.

2716: $500 maximum fine, each violation of rating law.
3109 Up to $1,000 fine and/or jail for less than 1 year for
violation of order, rule or regulation of commissioner under

emergency law.

Title 15, sec. 1702 (general law as to judgment and proceeding

after judgment - MRSA -: '"No person shall be punished for an
offense until convicted thereof in a court having jurisdiction
of the person and case." To same effect: State v. Blanchard

(1960) 156 Me 30.

Comment: This general penalty is designed to be large enough to
serve for most offenses throughout the code, and make unnecessary
the sprinkling of various penalties for particular offenses. More
severe penalties for more serious violations will be provided where
called for. Administrative fines will be provided for in lieu of
certain suspensions, revocations, of license or certificate of
authority. 1In general present penalties ~ some of which are referred
to above - are too small in the light of reduced purchasing power

of the dollar. Apparently Title 15, sec. 1702 MRSA - above quoted =~
is not deemed to prohibit administrative fines or collection of
penalties by civil action, since such fines and collections are
liberally exemplified in the existing laws.

Should the Attorney General also be referred to in proposed 27



(Maine)

CHAPTER 3

THE INSURANCE COMMISS IONER

§ 200, Department continued

There is continued a department of state government known

as the Insurance Department.

Ref.: Me. 51: The Ins. Dept., as heretofore established .....

Comment: Self-explanatory.



(Maine)

Chapter 3
COMMISSIONER

§ 201, Insurance Commissioner; appointment, term.

1. The Insurance Commissioner is the head of the Insurance
Department.

2., The commissioner shall be appointed by the Governor
with the advice and consent of the Council.

3. The commissioner shall hold office for 4 years and

until his successor has been appointed and has qualified.

Ref.: Me. H51l: As above; may not at same time be Bank Commis-
sioner.

Comment: This is present law. Restriction as to Bank Commissioner
is omitted, for consideration.

Oath: Oath of office is provided by Me. Title 5, Ch. 1, sec. 5.

Removal of Commissioner is provided by Me. Title 5, Ch. 1, sec. 2 -
may be removed at any time by Governor and Council.

Bond: Commissioner's bond is required by Me. Tit. 5, Ch. 1, sec.9.



Chapter 3
COMMISSIONER

§ 202. Seal.

The commissioner shall have a seal of office of a suitable
design, bearing the words '"Insurance Commissioner of the State
of Maine.'" The Commissioner shall file an impression of the

seal, duly certified by him under oath, with the Secretary of

State.

Ref.:

Comment: The Commissioner now has a seal, but there is no exist-
ing authority therefor in the law.



(Maine)

Chapter 5

COMMISS IONER \”

§ 203. Compensation. P w
e /

The State shall pay the commissioner an annual salary eof o

W

$14,000-as full compensation-for-all-duties-required of -him-as

commissioner,

Ref.: Me. 51: He shall receive an annual salary of $14,000,

Comment: If the commissioner's salary is fixed by the budget,
as adopted by the Legislature, this might suffice. It is not .
desirable to specify the salary in the statute, thereby avoiwd-
ing possible frequent amendments. Is this practical in Maine?



(Maine)

Chapter B’
COMMISSIONER

§ 204, Principal Office.

The commissioner's principal office shall be at the State

Capitol.

Ref.: Me. H51l: His office shall be at the State Capitol.

Comment: '""Principal" office is inserted toopen the way for
service offices in other parts of the state, if desirable.

Is there now a service office in Portland?



(Maine)

Chapter 2
COMMISSIONER

§ 205. Departmental organization,

1. Within the department there shall be a-DBivision-of
Rating and Examinations, together with such other divisions,
not expressly provided for or prohibited by law, as the com-

missioner deems adv1sab1e for the discharge of his dutles.

2 SubJect to tha superv1sion and dlrectlon of~the

conm ssioner, the. D1V1s1on of Ratlng anﬁ/Examlnatlons shall

,,, e

administer the laws rela@ang to rates and ratlng organlzatlons

! s
un#er chappex T of thls Codehﬁ

of 1ﬂéurers as required by law.

Ref.: Me. 51: Ins. Dept. includes Division of State Fire Preven-
tion,
2713: Division of Rating and Examinations set up within
the office of the commissioner, for the purposes above set
forth.

Comment: Division of State Fire Prevention is omitted, as requested.
The possibility of having this Division taken over by other State
Department is being considered.

The commissioner usually has authority to organize his staff
into such divisions as he deems advisable, Does the creation of a
special "Division'" - such as that of Rating and Examinations - vest
special powers and status in the depaty? Isn't such a @ivision
still subject to the general supervision and direction of the Com-
missioner? Otherwise there could be a serious division of the re-
sponsibility and authority.

Should we provide for other particular ?ivisions?



(Maine)

Chapter &
COMMISSIONER

§ 206. Deputy commissioners.

1. Subject to the Personnel Law, the commissioner shall
appoint a first deputy commissioner, and may appoint a deputy
for supervision of the Division of Rating and Examinations.

2. The deputies shall perform such duties and exercise
such powers of the commissioner as the commissioner may from
time to time authorize, The first deputy shall be acting
commissioner during a vacancy in the office of Insurance Commis-
sioner.

3. The commissioner shall have power to remove any deputy

for cause.

Ref.: Me. 51: Subject to Personnel Law, commissioner may appoint
not more than 2 deputies, one of whom shall be and perform
all duties of the first deputy ins. commissioner. 1In event
of vacancy in the Insurance Commissionexr office or during
absence or disability of the commissioner, the first deputy
shall become during such vacancy, absence or disability the
acting insurance commissioner.

2713: Division of Rating and Examinations shall be super-
vised by a deputy commissioner, who is subject to Personnel
Law.,

Comment: This maintains the present law, in substance, except
that power of the first deputy to act for the commissioner only
during latter's absence or disability is omitted. This is an
inadvisable provision, since could leave in question any act of
the deputy in the commissioner's mame. It is to be noted that
while appointment of a first deputy is mandatory, appointment of a
deputy for the Division is permissive. Proposed 3 is added for
clarification., Is this in order?



Chapter 2 7
COMMISSIONER

§ 207, Staff.

1. Subject to the Personnel Law, the commissioner may
appoint and dismiss for cause:

A, A chief examiner, who shall have the qualifications of
a senior examiner under standards, if any, promulgated by the
National Association of Insurance Commissioners or its successor
organization.

B. Such examiners, and such clerks and other assistants,
as conduct of his office may require.

2., All such personnel, together with the deputy commissioners,
shall be in the classified service of the State, and shall receive
such compensation as is provided for under the rules and regula-
tions of the Personnel Board for state employees in similar capa-

cities.

Ref.: Me. 528: Commissioner may employ assistants for examina-
tion of foreign insurers.
2713: Deputy in supervision of Division of Rating and
Examinations shall receive compensation as provided by
rules and regulations of Personnel Board for state
employees in similar capacities,
2713(6): Commissioner may appoint, subject to Personnel
Law, a chief ins. examiner who has the qualifications of
a senior examiner as prescribed by the Manual of the
National Association of Ing. Commissioners' Examination
Practice and Procedure.
Tit., 5, sec. 678: The appointing authority may dismiss,
suspend or otherwise discipline a classified employee for
cause.

Comment: This is an attempted rounding out of what appears to be
the present law, with some changes. In A, reference to the Manual
of Exam. Practice and Procedure is omitted, since the name of that
manual may be changed in the future.



Chapter &%
COMMISSIONER

§ 208. Independent technical, professional services.

1., The commissioner may from time to time contract for and
procure, on a fee or independently contracting basis, such addi-
tional actuarial, examination, rating, and other technical and
professional services as he may require for discharge of his
duties.

2., None of the individuals rendering such services shall

be in the classified services of the State.,

Ref.: Me. 701-6: May employ examiners including those employed
by insurance departments of other states.

Comment: It is impossible for most states to afford a staff of
full-time experts adequate to every responsibility and occasion,
Many state insurance departments cutomarily use independently
contracting examination, actuarial, and analysis services.

Are there any personnel board or budget problems here that
we should cover?



Chapter 2 J
COMMISS IONER

§ 209. Prohibited interests, rewards.

1. The commissioner or his deputy, or any examiner, assist-
ant, or employee of the department shall not be connected with
the management or be aygtégkgéiéégﬂgf an;a:$surer, insurance hold-
ing company, insurance agency or broker, or be pecuniarily inter-
ested in any insurance transaction except as a policyholder or
claimant under a policy; except, that as to matters wherein a
conflict of interests does not exist on the part of any such
individual, the commissioner may employ and retain from time to
time insurance actuaries, examiners, accountants, and other
technicians who are independently practicing their professiong
even though from time to time similarly employed or retained by
insurers or others., %

2. Subsection 1 above shall?%e deemed to prohibit:

A. Receipt by any such individual of fully vested commissions
or fully vested retirement benefits to which entitled by reason
of services performed prior to becoming commissioner or prior to
employment in the department;

B, Investment in shares of regulated diversified investment
companies; or

C. Mortgage loans made under customary terms and in ordinary
course of business.

3. The commissioner or his deputy, or any examiner, assist-
anty; employee, or technician employed or retained by the departi-
ment, shall not be given or receive, directly or indirectly, any
fee, compensation, loan, gift or other thing of value in addition

to the compensation and expense allowance provided by or pursuant

to the law of this State, or by contract with the commissioner,



s

s’

§ 209 - page 2.

for any service rendered or to be rendered as such commissioner,
deputy, examiner, assistant, employee, or technician, or in con-

nection therewith.

Ref.:

Comment: This is a salutdry provision, usually found; but brought
up to date through recognition of desirable exceptions. Proposed

A enables the department to secure the services of personnel of
seasoned experience; C is an essential exception, since the investor
has no way of preventing his mutual fund from buying insurance
shares; C presents a similar problem. Life insurance companies

are principal mortgage lenders, and personnel should not be barred
from this market; further, a loan originally made by another
institution might end up in the portfolio of a life insurance
company.



s
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Chapter 2
COMMISSIONER

§ 210, Delegation of powers.

1. The commissioner may delegate to his deputy, examiner,
or an employee of the department the exercise or discharge in the
commissioner's name of any power, duty, or function, whether
ministerial, discretionary of of whatever character, vested in
or imposed upon the commissioner.

2. The official act of any such person acting in the com-
missioner's name and by his authority shall be deemed an official

act of the commissioner.

Ref.

Comment: Power to delegate is almost indispensable, since the
commissioner cannot in person attend the many duties of his office,
sign all his mail, and perform all functions.



Chapter 2
COMMISSIONER

§ 211. General Powers, duties.

1. The commissioner shall enforce the provisions of, and

execute the duties imposed upon him by, this code.

2, The commissioner shall have the powers and authority

express&vested in him by or reasonably implied £from the provi-

sions of this code.

3. The commissioner shall have such additional rightss

powers and duties as may be provided by other laws.

Ref.: American Fidelity Co. v. Mahoney, (1961) 157 Me. 507:
The commissioner's powers are limited to the policy,

standard and rule affirmatively established by the
Legislature.

Comment: It is not practical to catalogue the commissioner's

powers and duties in one section, or even in one chapter. This

section serves as a general broad provision, to be detailed in
subsequent chapters and provisions,



Chapter 2
COMMISSIONER

§ 212. Rules and regulations.

Subject to the applicable requirements and procedures of
5 MRSA §§ 2301 through 2354, the commissioner may make, promulgate,
amend and rescind reasonable rules and regulations to aid the
administration or effectuation of any provisions of this code.
No such rule or regulation shall extend, modify, or conflict with

any law of this State or the reasonable implications thereof,

Ref.: Maine Constitution: Art., III, sec. 1: Powers of government
shall be divided into three distinct departments, the legis-
lative, executive and judidial.

Art, III, sec. 2: No person...belonging to one of these
departments, shall exercise any of the powers properly
belonging to either of the others, except in the cases
herein expressly directed or permitted., :
State v. Butler, 105 Me. 91: Entire legislative power is
vested exclusively in the Legislature and no part of that
power can be transfierred or delegated by the Legislature
to either of the other departments of the government.

Inhabitants of Town of Jonesport v. Inhabitants of Town of
Beals (1932), 131 Me. 37: Any power not legislative in char-
acter which the Legislature may exercise it may delegate.

Me. 810: Commissioner may make reasonable rules, regulations
necessary to effect purpose of law as to filing, approval of
insurance contract forms.

1212: May, after notice and hearing, issue such regulations
as deemed appropriate for supexvision of credit life & A & H
law.,

2582: May establish and from time to time amend reasonable
rules, regulations concerning life agent licensing law.

2713: May make reasonable r & r necessary to effect purposes
of rating law,

3008: May make r & r as necessary for execution of functions
vested under insider trading law.



(Me.)

§ 212 - page 2

Comment: By 5 MRSA §§ 2301 through 2354, procedures are set up

for making and promulgation of rules and regulations by adminis-
trative agencies; requires notice of proposed adoption, submission
of proposal to Attorney General for approval as to form and legality,
filing of certified copy of the rule with the Secretary of State,

and publication by the Secretary of State. Compilations of rules

are to be made available on request by state official free of charge,
at price fixed by Secretary of State to cover cost of publication
and distribution. Interested person may petition agency for adop-
tion, amendment or repeal of any rule.

This is general rule making power, and will suffice for most
of the code without necessity to repeat. The restriction in the
second sentence in proposed 1 is informative as to the legal limits
on rule-making power. Too often the granting of rule-making power
is viewed as a franchise to legislate.



(Me)

Chapter 2
COMMISSIONER
§ 213. Orders, notices in general.,

1. Orders and notices of the commissioner shall be effective
only when in writing signed by him or by his authority.

2. Except as otherwise expressly provided by law as to
particular orders, every order of the commissioner shall state
its effective date, and shall concisely state:

A, Its intent or purpose;

B. The grounds on which based; and

C. The provisions of this code pursuant to which action
is taken or proposed to be taken; but failure to so designate a
particular provision shall not deprive the commissioner of the
right to rely thereon.

3. Except as provided as to particular procedures, an order
or notice may be given by delivery to the persdn to be ordered or
notified, or by mailing it, postage prepaid, addressed to such
person at his principal place of business or residence as last
of record in the department. The order or notice shall be deemed
to have been given when deposited in a mail depository of the
United States post office, and of which the affidavit of the
individual who so mailed the order or notice shall be prima facie

evidence.

Ref.:

‘ Comment: This is a comprehensive basic provision which has worked
S well throughout the years in many states. It makes unnecessary
specifications in connection with particular matters.



STATE OF MAINE

Inter-Departmental Memorandum pate 2ugust 21, 1968

ﬁ% Fyank M. Hogertv., Jr. Dept. Insurance Commissioner
From Harry N. Starbranch, Assistant Dept. Attorney General
Subject

Forwarded herewith is my redraft of section lBéBb/ﬁy redraft
of section 215. I would appreciate it if you would have them
reproduced for distribution to the Commlss;yn members of the Commission
for the revision of insurance laws.
S ot ™
Harry N. Starbranch
Assdstant Attorney General
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Section 215, Violation of rules, regul
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Violat&h ef any rule, regulation or oxder of the
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conmissioner shall,” except where other penalty is expressly
provided, subject the violator to such suspension or revoca-
tion of certificate of authority or license, or administrative
fine in lieu of such suspension or revocation, as may be

applicable under this code for violation of the provision

to which such rule, regulation, or order relates.
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§ 215. Violation of Tules, regulations, orders - Penalty

Wit futr violation of any rule, regulation, or order of the

commissioner shall, except where other penalty is expressly

provided, subject the violator to such suspension or revocation

of certificate of authority or license, or administrative fine

in lieu of such suspension or revocation, as may be applicable

under this code for violation of the prov151on to whlch such

. e U

rule, regulation, or order relates@ but no penalty shall apply

R 1

?such rule, regulation, or order nbtw1t31stand1ng that such rule,

\ \

1regu1at10n or order ma?y\after such aex or omlssion, be amended

T
%to\any act done on‘omltted/good falth in conformlty w1th any }
|

|

I

o, \

:or res01nded ox determined bv judicial or Other authorlty to be 1m

Evalld.

Ref.:

Me. 811: Person wilfully violating order of the commissioner
under group insurance law shall forfeit up to $500, each
violation, in addition to revocation of license.

1214: 1In addition to other penalty, volator of order of
commissioner afiter it has become final, shall on proof
satisfactory to court forfeit to the State up to $250,
recoverable in civil action, but if wilful, fine is up to
$1000, plus revocation or suspension of license. Credit
life, a & h.

3109: Violation of rule, regulation or order as to emergency
provisions punishable by fine to $1000, prinson less than 1 yr.,
or both.

Comment: A basie enforcement provision. Wilful violation is
reguired for punishment, since there is no presumption of know-
ledge thereof.
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§ 216. Records; inspection; destruction

1. The commissioner shall carefully preserve in the department
and in permanent form, a correct account of all his transactions
and of all fees and moneys received by him by virtue of his office,
together with all financial statements, examination reports, corres-
pondence, filings, and documents duly received by the department.
The commissioner shall hand the same over to his successor in
office.

2., All records of the department shall be subject to public
inspection except as otherwise expressly provided by law as to
prarticular matters; and except that records, correspondence, and
reports of investigation in connection with actual or claimed
violations of this code or prosecution or disciplinary action
therefor shall be confidential. The confidential nature of any
such record, correspondence or report shall not, however, limit
or affect use of the same by the commissioner in any such prosecu-
tion or action.

3. All records and documents of the departwgie subject to
subpoena by a court of competent jurisdiction.

4, The commissioner may destroy unneeded or obsolete records
and filings in the department in accordance with provisions and
procedures applicable to administrative agencies of the State

in general.

Ref.: ME. 51: Commissioner shall keep correct account of all his
doings and of all fees and moneys received by him by virtue
of his office.



(Me.)
§ 216 - page 2.

58: Shall preserve in proper form statements of condition
of insurers, examined by or for him, and all statements
rendered to him as required under this Tidle.

701: Following records are confidential: Complaint files;
investigation files, but can release files of nonpersonal
nature if no pending prosecution or disciplinary action;

rate filings, until filing becomes effective; policy form
and endorsement form filing, until they become effective;
records and correspondence re admission of insurer to the
state, pending such admission; insurer exam reports, prior

to release; information of personal nature concerning licens-
ing of agents, brokers, and adjusters.

702: As in 3, above.

1 MRSA 451: Provides for destruction of departmental records,
on approval by Atty. General, State Auditor, Commissioner of
Finance and Administration, and State Historian.

Comment: Maine has an unusually long list of confidential records.
The various confidential matters referred to in existing sec. 701,
above outlineé, will be dispersed into the areas of the code where
the related subjects are handled. It is difficult and impractical
to attempt to bring and keep them all together in one section - a
fact which existing sec. 701 well illustrates.

16 MRSA § 454 et seq contains general provisions for use of
photographic and microfilm reproductions in evidence.
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§ 217. Annual report

1.

As soon as practical after the annual financial statements

have been received from the authorized insurers, the commissioner

may make a written report to the Governor and Council showing with

respect to the preceding calendar year:

AQ
B.
C‘

insurer,

The receipts and expenses of the department for the year;
A summary of the insurance business transacted in this state;
A summary of the financial condition of each authorized

as shown by its most recent financial statement on file

with the commissioner;

C.

Such recommendations as he deems advisable relative to

amendment or supplementation of the insurance laws; and

E.

Such other information and matters as he deems to be in

the public interest relative to the insurance business in this

State.

2.

If the report is printed the commissioner shall furnish

a copy upon request thereby to the insurance supervisory official

of other states and to authorized insurers.

Ref.: Me. 1257: In his annual report the commissioner shall
publish an abstract of the financial statement of certain
foreign insurers.

Comment:

The annual report is made permissive, as requested.

Most states publish such a report annually. It is a useful
source of information for the commissioner and others concerned
with the insurance business.
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§ 218. Publications; price

The commissioner may have the directory of authorized
insurers, of licensed insurance representatives, license exam-
ination material, insurance laws and related laws and regula-
tions under his administration published in pamphlet form from
time to time, and may fix a price for each copy to cover cost

of printing and mailing.

Ref.: Me. 52: As above, in substance.

Query: How has this worked out? Should there be changes, based

on this experience?
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§ 219. Interstate cooperation.

1. The commissioner 71 communicate on request of the
insurance supervisory official of any state, province or country,
any information which it is his duty by law to ascertain respect-
ing authorized insurers.

2. The commissioner may be a member of the National Associa-
tion of Insurance Commissioners oOor any successor organization, and

may participate in and support other cooperative activities of

public officials having supervision of the business of insurance.

Ref.:

Comment: This is a general enabling provision designed to
authorize participation in cooperative activities and organ-
izations, and as a basis for the necessary appropriation therefor.

For consideration.
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§ 22). Examination of insurers.

1. For the purpose of determining its financial condition,
fulfillment of its contractual obligations and compliance with
the law, the commissioner shall examine the affairs, transactions,
accounts, record and assets of each authorized insurer, and of
any person as to any matter relevant to the financial affairs of the
insurer or to the examination, as often as he deems advisable.
Except as otherwise expressly provided, he shall so examime each
domestic insurer not less frequently than every three years.
Examination of an alien insurer shall be limited to its insurance
transactions, assets, trust deposits and affairs in the United
States except as otherwise required by the commissioner.

2., The commissioner shall in like manner examine each
insurer applying for an initial certificate of authority to
transact insurance in this state.

3. In lieu of making his own examination, the commissioner
may, in his discretion, accept a full report of the last recent
examination of a foreign or alien insurer, certified to by the
insurance supervisory official of another state.

4. As far as practical the examination of a foreign or
alien insurer shall be made in cooperation with the insurance
supervisory officials of other states in which the insurer trans-

acts business.

Ref.: Me. 59: Whenever he deems necessary and at least every 5
years, commissioner shall examine oxr cause examination of
every domestic insurer, to ascertain ability to meet dts
engagements and do a safe insurance business; and make such
other examinations as he regards necessary for safety of
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public or policyholders. A domestic mutual insurer doing
business solely within Maine shall be examined biennially.

528: Whenever he deems necessary for protection of policy-~
holders, commissioner shall visit and examine any foreigg
insurer. May employ asgistants. As to foreign U.S. insurer,
optional to accept certificate of insurance commissioner or
supt. of ins. of the domiciliary state as to its standing

and condition, or to proceed to investigate it affairs himself.

1012: Assessment casualty insurers are subject to visitation
and examination of the commissioner, same as for life insurers.

1260: Commissioner, personally or by a committee appointed
by him consisting of one or more persons not directors,
officers or agents of any such insurer, may at any time
examine into affairs of foreign insurers.

2307: Commissioner, by deputy or examiner or other appointee,
has power of visitation and exam. into affairs of medical,
hospital service corporations (Blue Cross).

Comment: This is a comprehensive law, incorporating factors from

the existing law, and with advisable supplementation. Present law
calls for exam every 5 years of certain domestic insurers, and every

2 years as to others. Some states are finding that a mandatory 3 year
exam is too burdensome. The mandatory period should not, however,

be too great. A 3 year period is that most often found in other
states. If the insurer does business in several states a '"Conven-
tion examination' - participated in by all such states, is conducted.
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§ 222. Examination of holding companies, subsidiaries,

agents, promoters, and others

For the purpose of ascertaining compliance with law, or rel-
ationships and transactions between any such person and any insurer
or proposed insurer, the commissioner may as often as he deems
advisable examine the adcounts, records, documents, affairs and
transactions of:

1. Any insurance holding company; or person holding the
shares of voting stock or policyholder proxies of an insurer
as voting trustee or otherwise, for the purpose of controlling
the management thereof.

2. Any subsidiary corporation of the insurer, whether or not
100% owned by the insurer.

3. Any insurance agent, broker, general agent, surplus
lines broker, adjuster, consultant, insurer representative,
or any person holding himself out as any of the foregoing.

4. Any person having a contract undexr which he enjoys by
terms or in fact the exclusive or dominant right to manage or
control the insurer. engaged

5. Any person in this state/in, or proposing to be engaged
in this state in, or holding himself out in this state as so engag-
ing or proposing, or in this state assisting in, the promotion,
formation, or financing of an insurer or insurance holding corpora-
tion, or corporation or other group to finance an insurer or the

production of its business.
Ref.: See references to proposed § 220.

Comment: This is a broad, modern examination authority keyed to
the current movement of the insurance industry into the general
field of financial services, either via holding companies or sub-
sidiaries. 1In a sense this is an elaboration of implied power
of the commissioner to administer and enforce the laws.
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§ 223. Conduct of examination; access to records; correction

1. Whenever the commissioner determines to examine the affairs
of any person, he shall designate one or more examiners and instruct
them as to the scope of the examination. The examiner shall, upon
demand, exhibit his official credentials to the person under exam-~
ination.

2. The commissioner shall conduct each examination in an
expeditious, fair and impartial manner.

3. Upon any such examination the commissioner, or the exam-~
iner if specifically so authorized in writing by the commissioner,
shall have power to administer oaths, and to examine under oath
any individual as to any matter relevant to the affairs under
examination or relevant to the examination.

4, Every person being examined, its officers, attormneys,
employees, agents and representatives shall make freely available
to the commissioner or his examiners the accounts, records, docu-
ments, files, information, assets and matters of such person in
his possession or control relating to the subject of the examina-
tion and shall facilitate the examination.

5. If the commissioner or examiner finds any accounts or

}/W papd el il

records to be inadequate, or inadequately kept or posted, e may

S

employ experts to reconstruct, rewrite, post or balance them at
the expense of the person being examined if such person has failed
to maintain, complete or correct such records or accounting after
the commissioner or examiner has given him written notice and a
reasonable opportunity to do so.

6. Neither the commissioner nor any examiner shall remove

any record, account, document, file or other property of the
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person being examined from the offices or place of such person
except with the written consent of such person in advance of
such removal or pursuant to an order of court duly obtained.
This provision shall not be deemed to affect the making and
removal of copies or abstracts of any such record, account, docu-
ment, or file.

7. Any individual who refuses without just cause to be
examined under oath or who wilfully obstructs or interferes
with the examiners in the exercise of their authority pursuant
to this section shall, upon conviction thereof, be subject to a
fine of not more than $2,500, or imprisonment for less than a year,

or by both such fine and imprisonment.’’

Ref.: Me. 59: Commissioner may require officers to produce for
examination all books and papers of the company, and to answer
under oath all questions propounded to them as to its condition
and affairs. Officer refusing to produce book or papers on
demand, or to be sworn, or to answer any.such question forfeits
up to $200.

523: May examine holders of trusteed assets of alien insurer
or its agents under oath, and examine its assets, books, etc.
in same manner as to other authorized insurers.

529: Commissioner or his authorized representative shall have
iree access to books and papers of insurer, and may examine
under oath its officers or agents relative to its business and
condition. If refuse to submit to exam or comply with require-~
ments, authority to do business in State may be revoked.

955: Books, records, assets, affairs of reciprocal insurer
are subject to exam by commissioner or his authorized repres-
entative.

1260: Officers, agents of foreign insurers shall exhibit their
books to the commissioner or examining committee and otherwise
facilitate the examination, and may be examined under oath

in relation to affairs of the insurer,

2307: Commissioner, or deputy or examiner or other appointee
shall have free access to all books, papers, documents relating
to the business of medical, hospital service corporations, and
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may summon and qualify witnesses under oath to examine
officers, agents or employees or other persons in relation
to the affairs, transactions, conditions of the corporation.

Comment: This is a comprehensive, modern provision incorporating
old and new factors, and factors designed for the protection of
both the examinee and the State. 1Is generally self-explanatory.

A substantial penalty is suggested for obstruction of the examina-
tion - for consideration. Examination is the indispensable tool
of insurance supervision.
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§ 224, Appraisal of asset.
1. If the commissioner deems it necessary to value any

asset involved in such an examination, he may make written
request of the person being examined to appoint one or more
appraisers who by reason of education, experience or special
training, and disinterest, are competent to appraise the asset.
Selection of any such appraiser shall be subject to the written
approval o; the commissioner. If mo such appointment is made
within‘@g:@égg% days after the request therefor was delivered
to such person, the commissioner may appoint the appraiser or
appraisers.

2. Any such appraisal shall be expeditiously made, and a
copy thereof furnished to the commissioner and to the person
being examined.,

3. The reasonable expense of the appraisal shall be borne

by the person being examined.

Ref.:

Comment: This is a desirable facility.
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§ 225. Examination report - Contents - Prima facie

evidence in certain proceedings

1. Upon completion of an examination, the examiner in
charge shall make a true report thereof which shall comprise
only facts appearing upon the books, records or other documents
of the person examined, or as ascertained from the sworn testi-
money of its officers or agents or other individuals examined
concerning its affairs, and such conclusions and recommendations
as may reasonably be warranted from such facts. The report of
examination shall be verified by the ocath of the examiner in
charge thereof.

2., BSuch a report of examination of an insurer so verified
shall be prima facie evidence in any delinquency proceeding
against the insurer, its officers or agents upon the facts

stated therein.

Ref.:

Comment: Largely self-explanatory, and in accord with modern
recommended practice. In 2 a '"delinquency proceeding'' is one for
rehabilitation, conservation, or liguidation of the insurer, or

a summary proceeding for correction of practices as to be provided
in the subsequent chapter on the subject.
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" § 226. Examination reports - Distribution, hearing

1. The commissioner shall deliver a copy of the examina-
tion report to the person examined, together with a notice afford-
ing such person 10 days or such additional reasonable period as
the commissioner for good cause may allow, within which to review
the report and recommend changes therein.

2. If so requested by the person examined, within the period
allowed under subsection 1 above, or if deemed advisable by the
commissioner without such request, the commissioner shall hold a
hearing relative to the report and shall not file the report in
the department for public inspection until after such hearing and
his order thereon; except, that the commissioner may furnish a copy
of the report to the Governor, Attorney General or State Treasurer
pending final decision thereon.

3. If no such hearing has been requested or held, the exam-
ination report, with such modifications, if any, thereof as the
commissioner deems proper, shall be accepted by the commissioner
and filed in the department for public inspection upon expiration
of the review period provided for in subsection above. The report
shall in any event be so accepted and filed within 6 months after
final hearing thereon; except, that the commissioner may withhold
from public inspection any examination report for so long as he
deems such withholding to be necessary for the protection of the
person examined against unwarranted injury or to be in the public
interest.

4, The commissioner shall forward to the person examined a
copy of the examination report as filed for public inspection,

together with any recommendations or statements relating thereto

which he deems proper.
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5. If the report is as to examination of a domestic insurer,
a copy of the report, or a summary thereof approved by the commis-
sioner, when filed for public inspection, or if withheld from
public inspection under subsection 3 above, together with the
recommendations or statements of the commissioner or his exam-
iner, shall be presented by the insurer's chief executive officer
to the insurer's board of directors or similar governing body
at a meeting thereof which shall be held within 30 days next
following receipt of the report in final form by the insurer.
A copy of the report shall also be furnished by the secretary
of the insurer, if incorporated, or by the attorney-in-fact
if a reciprocal insurer, to each member of the insurer's board
of directors or board of governors (if a reciprocal insurer),
and the certificate of the secretary or attorney-in-fact that
a copy of the examination report has been so furnished shall
be deemed to constitute knowledge of the contents of the report

by each such member,

Ref.: Me. 701-6: Exam report and supplementaries thereto are con-
fidential except that commissioner may communicate such inform-
ation, prior to any release by the insurer, to the governor, the
attorney general, state treasurer, or insurance commissioner of
any other state in which the company is licensed. But prior to
release by insurer or to insurance commissioners of other states,
the insurer must be afforded a hearing as to facts, conclusions
or recommendations in the report, for purpose of clarification,
correction or amendment by the commissioner. Insurer may request
by filing written request with commissioner within 10 days after
receipt of the report from the commissioner. Pending final
decision no release of the report shall be made other than to
the governor, atty. general or state treasurer,

Comment: Examination reports are valuable sources of information
for the commissioner, the insurer and its directors, other state
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commissioners, and the public. The existing law, above cited,
appears to require the report to be held confidential forever.
This is probably not the practice; and delivery to other states
would in all events destroy the confidential character of the
report. Proposed 5 assists in making sure that those responsible
for the control of management will be informed as to the insurer's
condition., All of this is for consideration.
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9 § 227, F\Examlnatlon report - Publication
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general Girculation in the S%ate.

Ref.: Me. 1260: As above, in substance, as to examination of
foreign insurers.,

Comment: Has this facility been used recently. 1Is it desirable
to continue it? Without it the commissioner still has the implied
right of publication.
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§ 228. Examination expense

1. The expense of examination of an insurer, or of any
person referred to in subdivision 1 (holding companies and
persons holding voting stock or policyholder proxies), or 2
(subsidiaries), or 4 (managment oMfcontrol of the insurer under
contract), or 5 (promoters, etc.) of section 2270f this chapter,
shall be borne by the person examined. Such expense shall
include only the reasonable and proper hotel and travel expenses
of the commissioner and his examiners and assistants, including
expert assistance, reasonable compensation as to such examiners
and assistants and incidental expenses as necessarily incurred
in the examination. As to expense and compensation involved
in any such examination the commissioner shall give due consid-
eration to scales and limitations recommended by the National
Association of Insurance Commissioners and outlined in the
examination manual sponsored by that Association,

2. Such person examined shall promptly pay to the com-
missioner the expenses of the examination upon presentation

by him of a reasonably detailed written statement thereof.

Ref.: Me., 373: Insurer shall pay all travel expense incurred by
order of the commissioner in examining the company as required
by law, except that domestic mutual insurer transacting direct
business solely in Maine need not pay any exam expense.

1262: All exam expense of foreign insurer shall be paid
to the commissioner by the co. examined.

955: The reasonable expense of examining a reciprocal insurer
shall be borne by the insurer,
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Comment: This is in accord with current practice, with desirable
specifications. We perhaps cannot - for Constitutional reasons -

make the NAIC scales mandatory.
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§ 229, Administrative procedures; hearings in general

1. The commissioner may hold a hearing without request of
others for any purpose within the scope of this code.

2. The commissioner shall hold a hearing:

A. If required by any provision of this code, or

B. Upon written application for a hearing by a person

or (threatened) act
aggrieved by any act/, or by any report, rule, regulation or
order of the commissioner (other than an order for the holding
of a hearing, or order on a hearing, or pursuant to such order,
of which hearing such person had notice).

3. Any such application must be filed with the commissioner
within 90 days after §uch pérson knew or reasonably should have
kanown, of such act,agﬁggzgg;%%%act, failure, report, rule, regu-
lJation, or order, unless a different period is provided for by
other applicable law, and in which case such other law shall
govern. The application shall briefly state the respects in
which the applicant is so aggrieved, together with the ground
to be relied upon for the relief to be demanded at the hearing.
The commissioner may require that the application be signed and
sworn to by a person competent to be a witness in civil courts.

4, If the commissioner finds that the application is timely
and made in good faith, that the applicant would be so aggrieved
if his grounds are established and that such grounds otherwise
justify the hearing, he shall hold the hearing within 30 days
after filing of the application, or within 30 days after the

application has been sworn to, whichever is the later date, un-

less in either case the hearing is postponed by mutual consent.
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5, Failure to hold the hearing upon application therefor
of a person entitled thereto as hereinabove provided shall
constitute a denial of the relief sought, and shall be the
equivalent of a final ordexr of the commissioner on hearing for
the purpose of an appeal under section 236 of this chapter.

6. Pending the hearing and decision thereon, the commis-
sioner may suspend or postpone the effective date of his prev-

ious action.

Ref.: Me. 111: Commissioner shall hold .hearing if required by
statute. Application shall be in writing, specifying res-
pects in which aggrieved and grounds to be relied on for
relief to be demanded at the hearing.

In any case commissioner may require application be signed
and sworn toby person competent to be a witness in civil
courts. Must hold hearing within 30 days after receipt of
application, unless commissioner requires application to
be sworn to, in which case hearing within 30 days after
application sworn to.

2715): Rating law: Aggrieved insurer or rate bureau may
2776) within 30 days after notice of the order request
hearing in writing. Commissioner shall hear the party
within 20 days after receipt of the request.

Comment: This is a general introductory provision to the adminis-
trative procedures sections of this chapter, incorporating material
factors from the existing law, with desirable supplementation. The
general plan of these sections will be to give anyone with a legit-
imate cause a chance to be heard, and to provide for appeals only
from orders on hearing or for refusal to grant a hearing,

Query: Should wWe except rating hearings from this provision?
There now are special hearings provisions in the rating laws.
This will be given further consideration at that point.
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§ 230. Notice of hearing

1. Except where a longer period is expressly provided
in this code, the commissioner shall give written notice of
the hearing not less than 14 days in advance. The notice
shall state the date, time and place of the hearing and specify
the matters to be considered thereat. If the persons to be
given notice are not specified in the provision pursuant to
which the hearing is held, the commissioner shall give such
notice to all persons whose pecuniary interest, to the commis~-
sioner's knowledge or belief, are to be directly and immediately
affected by the hearing. Notice of hearing may be waived, and
the hearing held at a time mutually fixed by the commissioner
and the parties.

2, If any person is entitled to a hearing by any provi-
sion of this code before any proposed action is taken, the
notice of the hearing may be in the form of a notice to show
cause, stating that the proposed action may be taken unless
such person shows cause at a hearing to be held as specified
in the notice why the proposed action should not be taken, and
stating the basis of the proposed action.

3. If any such hearing is to be held for consideration
of fules and regulations of the commissioner, or of other
matters which, under subsection 1 above, would otherwise
require separate notices to more than 30 pezsons, in lieu
of other notice the commissioner may give notice of the hear-
ing by publication thereof in a newspaper of general circula-
tion in this state, at least once each week during the 4 weeks
immediately preceding the week in which the hearing is to be

held; except, that the commissioner shall mail such notice to
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all persons who have requested the same in writing in advance
and have paid to the commissioner the reasonable amount fixed
by him to cover the cost thereof.

4, All such notices, other than published notices, shall

be given as provided in section 213 of this chapter.

Ref.: Me. 54: At least 14 days notice of hearing shall be
published or given in such manner as commissioner may deter-
mine to all persons to whom proposed to issue securities
in such exchange.

Me.1l1l1l: Commissioner shall give not less than 14 days
advance notice of time, place of hearing, specifying the
matters to be considered. If persons to be given notice
are not specified in the provision pursuant to which hear-
ing is held, commissioner shall give notice to all persons
directly affected by the hearing. By mutual consent notice
may be waived and hearing held at agreed time.

2715: Rating hearings are on 10 days notice.
2776: Same.

2910: 14 day notice of hearing under trade practices law.

Comment: '"'Show cause" notice is provided for in 2 as a useful
facility. Notice by publication is provided for in 2, with
"mailing list' provision as to those desiring direct notice.



(ME)
Chapter 2

COMMISSIONER

§ 231. Conduct of hearing

1. The commissioner may hold a hearing in Augusta or any

other place of convenience to parties and witnesses, as the
Aesiome o
commissioner determines. The commissionexr, or his deputy-or

asstgtant, shall preside at the hearing, and shall expedite
the hearing and all procedures involved therein.

2. Any party to the hearing shall have the right to
appear in person and by counsel, to be present during the
giving of all evidence, to have a reasonable opportunity to
inspect all documentary and other evidence and to examine and
cross—examine witnesses, to present evidence in support of
hig interest and to hav e subpoenas issued by the commissioner
to compel attendance of witnesses and production of evidence
in his behalf. Testimony may be taken orally or by deposi-
tion, and any party shall have such right of introducing
evidence by interrogatories or deposition as may obtain in
a Superior Court.

3. Upon good cause shown the commissioner shall permit
to become a party to the hearing by intervention, if timely,
only such persons, not original parties thereto, whose pecun-
iary interests are to be directly and immediately affected by
the commissioner's order made upon the hearing.

4, Formal rules of pleading or of evidence need not be
observed at any hearing, except that formal rules of evidence
shall be followed at the election of any party who communicates
notice of such election to all other parties not less than 5 days
prior to the date of the hearing.

5. The hearing shall be public, unless the commissioner

or hearing officer determines that a private hearing would be
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in the public interest, in which case and only with the consent
of all parties to the hearing, the hearing shall be private.
6. The commissioner or his hearing officer shall cause

a complete stemegraphic record to be made of the hearing pro-

ceedings by a competent stenegraplrit reporter, and if trans-
cribed such record shall be made a part of the commissioner's
record of the hearing. The record shall be transcribed at the
request and e¥pPense of any party desiring the same, and a copy
of such transcription shall be furnished to any other party
upon the written request and at the expense of such other party.
If the record is not transcribed, the commissioner or his hearing
officer shall prepare a summary record of the proceedings and
evidence.

7. The validity of any hearing held in accordance with
the notice thereof, or waiver of notice, shall not be affected

by the failure of any person to attend or remain in attendance.

Ref.: Me. 111: Hearing conducted by commissioner ,deputy, or any
competent salaried employee of the commissioner so authorized.
Hearing held at place designated by commissioner, and open to
public unless determined that private hearing in public
interest, in which case shall be private. Formal rules of
pleading or evidence not required, unless elected by party’
who communicates notice of such election to all other parties
not less than 5 days prior to hearing date.

112: Commissioner or hearing officer may in any case cause
complete stenographic record to be made. At expense and written
request seasonably made by a party, commissioner or hearing
officer shall cause complete steno record to be made by com~-
petent stenographic reporter; and such record shall be made a
part of the commissioner's record of the hearing. Copy of the
record shall be furnished to any other party upon written
request and at expense of such party. Parties in interest

shall be allowed to be present in person and by counsel during
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due giving of all testimony and shall be allowed a reasonable
opportunity to inspect all documentary evidence, to examine
and cross-—-examine witnesses and to present evidence in their
respective interests., Validity of any hearing held in accord-
ance with the notice thereof shall not be affected by failure
of any person to attend or to remain in attendance.

2519: Hearing on suspension, etc. of agent license shall be
public.

2910: Under trade practices act, at time and place of the
hearing the affected party shall have opportunity to be heard.
On good cause shown, commissioner shall permit any person to
intervene, appear and be heard by counsel or in person. Formal
rules of pleading or evidence not required. Commissioner may,
and on request of any party shall, cause steno record to be
made of all evidence and proceedings. If no such record made
and if judicial review sought, commissioner shall prepare a
statement of the evidence and proceeding for use on review.

2715: Rating law: formal rules of pleading or evidence not
required.

Comment: There are a number of changes here:

1) Stenographic record is required in all cases, as requested
by Commissioner Hogerty and Atty. General Starbranch; but
transcription only by request.

2) Hearing can be private only if consented to by all parties;
this is designed to protect against '"star chamber' proceed-
ings.

3) Right of intervention is limited to parties having direct
and immediate pecuniary interest.

Otherwise, the provision follows and consolidates what appears
to be the substance of existing law, with supplementation,
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COMMISSIONER

§ 232. VWitnesses and documentary evidence

1. As to the subject of any examination, investigation
or hearing being conducted by him, the commissioner may subpoena
witnesses and administer oaths or affirmations and examine any
individual under oath, or take depositions; and by subpoena

duces tecum may require the production of documentary and other

evidence. Any delegation by the commissioner of power of sub-
poena shall be in writing.

2. Every person subpoenaed to appear at any such hearing,
examination, or investigation shall obey the subpoena, testify
truthfully, conduct himself with decorum, and in no way obstruct
the proceeding or purpose thereof.

3. Witnesses shall be entitled to the same fees and allow-
ances a8 witnesses in Superior Court; except that no insurer,
agent, broker or other person subject to this code who is a sub-
ject of such proceeding, and no officer, director or employee
of any of the foregoing, shall be entitled to witness or mileage
fees. No person shall be excused from attending and testifying
in obedience to a subpoena on the ground that the proper witness
fee was not tendered or paid, unless the witness shall have
demanded suth payment as a condition precedent to attending the
hearing, examination, or investigation and unless such demand
shall not have been complied with.

4, Any individual knowingly testifying falsely under oath
or making a false affirmation, as to any matter material to any
such examination, investigation, or hearing, shall upon conviction

thereof be guilty of perjury.
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Ref.:

Me.51l: Commissioner may administer oaths.
114: As in 2 and 3 above, in substance.

112: Commissioner or person conducting hearing may admin-
ister oaths, subpoena witnesses and require production of
books, papers, records, correspondence and other relevant
documents.

442: Commissioner or deputy or such magistrate as he
appoints, shall summon and examine under oath, and require
production of books, papers for investigation into insurance
frauds.

2307: Commissioner, deputy, examiner or other appointee
has power to summon and qualify witnesses under oath under
Blue Cross law.

2910: Commissioner may administer oaths, subpoena witnesses
and evidence in trade practice hearings.

Comment: This is the present law, with some editing, and addition
of the perjury provision in 4 as a desirable warning.
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Chapter 2
COMMISS IONER

§ 233. Witnesses - Disciplinary proceedings

1. If any individual without reasonable cause fails to appear

when summoned as a witness, or refuses to answer a kwful and pert-
inent question, or refuses to produce documentary evidence when
directed to do so by the commissioner or deports himself in a
disrespectful or disorderly manner at the inquiry, or obstructs
the proceedings by any means, whether or not in the presence of

oy nylt o
the commissioner, deputy-or

&9

2 o

éés%ﬁﬁt, he is guilty of contempt

and may be dealt with as provided in subsection 2 below.

2. The commissioner, ex. deputy..of-

ant, as the case
may be, may file a complaint in the Superior Court, setting forth
under oath the facts constituting the contempt and requesting an
order returnable in not less than 2 nor more than 5 days, direct-
ing the alleged contemner to show cause before the court, why he
should not be punished for contempt. Upon the return of such
order, the court shall examine the alleged contemner under oath,
and the alleged contemner shall have an opportunity to be heard.
If the court determines that the respondent has committed any
alleged contempt, the court shall punish the offender as if the
contempt had occurred in an action arising in or pending in such

court.

Ref.: Me. 115: As above, in substance, except as noted below.

2910: If person refuses to comply with subpoena or to
testify, the Superior Court of Kennebec County or county
where the party resides, on application of the commissioner
may issue order requiring the person to comply with subpoena
and to testify. Disobedience of such -order may be punished
by the court as a contempt thereof.

Comment: Sec. 115 is an interesting bit of Maine statute. About
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the only change made, except as to minor editing, is to require
punishment for contempt if the court finds the respondent guilty,
rather than leaving it discretionary with the court as in present
law. Of course, we can't deprive the court the right to determine
what the punishment shall be. The procedure specified in § 2910,

as to trade practices, is an alternative. Which should be preferred?
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COMMISSIONER

§ 234, Witnesses - Immunity from prosecution

1. If any individual asks to be excused from attending
or testifying or from producing any books, papers, records,
contracts, correspondence or other documents in connection
with any examination, hearing or investigation being conducted
by the commissioner on the ground that the testimony or evidence
required 0f him may tend to incriminate him or subject him to a
penalty or forfeiture, and shall, by the Attorney General, be
directed to give such testimony or produce such evidence, he
must non®heless comply with such direction, but he shall not
thereafter be prosecuted or subjected to any penalty or for-
feiture for or on accoqnt of any transaction, matter or thing
concerning which he may have so testified or produced evidence,
and no testimony so0 given or evidence produced shall be received
against him upon any criminal action, investigation or proceed-
ing; except, however, that no such individual so testifying
shall be exempt from prosecution or punishment for any perjury
committed by him in such testimony, and the testimony or evid-
ence so given or produced shall be admissible againsgt him upon
any criminal action, investigation, or proceeding concerning
such perjury; nor shall such individual be exempt from the
refusal, suspension or revocation of any license, permission
or authority conferred, or to be conferred, pursuant to this
code.

2. Any such individual may execute, acknowledge and file
in the office of the commissioner and of the Attorney General
a statement expressly waiving such immunity or privilege in

respect to any transaction, matter or thing specified in such
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statement, and thereupon the testimony of such individual or

such evidence in relation to such transaction, matter or thing
may be received or produced before any gudge or justice, court,
tribunal, grand jury or otherwise, and if so received or produced
such individual shall not be entitled to any immunity or privi-
leges on account of any testimony he may so give or evidence

s0 produced.

Ref.: Me. 2916: Trade practices act, same in substance as above,
except as noted below.

Comment: 1In the above provision - which is now found in substan-
tially all states - granting of immunity is made only upon the
direction of the Attorney General, since it has been found that
immunity as to serious offenses may be inadvertently extended by
the €ommissioner or his staff.
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COMMISSIONER

§ 235. Order on hearing

1. In the conduct of hearings under this code and making
his order thereon, the commissioner shall act in a quasi-judicial
capacity.

2. Within 15 days after termination of a hearing, or of
any rehearing thereof or reargument thereon, or within such other
period as may be specified in this code as to particular proceed-
ings, the commissioner shall make his order on hearing covering
matters involved in such hearing, and give a copy of the order
to each party to the hearing in the same manner as notice of
the hearing was given to such party; except, that as to hearings
held with respect to merger, consolidation, bulk, reinsurance,
conversion, affiliation or change of control of a domestic
insurer as provided in chapter (organization and corporate
procedures of domestic stock and mutual insurers) of this code,
where notice of the hearing was given to all stockholders and/or
policyholders of an insurer involved, the commissioner is required
to give a copy of the order on hearing to the corporation and
insurer parties, to intervening parties, to a reasonable number
of such stockholders or policyholders as representative of the
class, and to other parties only upon written request of such
parties.

3. The order shall contain:

A. A concise statement of facts found by the commissioner
upon the evidence adduced at the hearing;

B. A concise statement of the commissioner's conclusions
from the facts so found;

C. His order, and the effective date thereof; and
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D. Citation of the provisions of this code upon which
the order is based; but failure to so designate a particular
provision shall not deprive the commissioner of the right
thereafter to rely thereon.

4, The order may affirm, modify or rescind action there-
tofore taken or may constitute taking of new action within the

scope of the notice of the hearing.

Ref.: Me.l1l2: If hearing conducted by person other than the
commissioner, such person shall report his findings as if
taken by the commissioner. Such report, if accepted by the
commissioner, may be the basis of any determination made
by him or by his authority. Within 15 days after hearing
commissioner shall make his order thereon, setting forth
his action thereon, effective date of the order, together
with such summary of his findings as may be necessary.

Shall give a copy of the order to each person to whom notice
of the hearing was given or required to be given.

1212: After hearing as to credit life, A & H provisions,
commissioner set forth details of his findings together
with an order for compliance by a specified date.

Commissioner's decision as to issuance of license requires

a finding as to controversial facts and involves exercise

or discretionary power and judgment, and such act is '"quasi~-
judi¢ial." Assoc. Hospital Service of Maine v. Mahoney,

161 Me. 391 (1965)

Comment: References in present law to hearings conducted by
Commigssioner's deputy, etc. are omitted as being internal depart-
mental matter already covered under broad power of Commissioner

to delegate duties and powers. Requirement that a copy of the

order be given to every pepeson entitled to notice of the hearing

is unnecessary and unduly expensive in merger situations, where
thousands of policyholders may be involved. 3 is '"housekeeping"

and self explanatory. By '"quasi-judicial" is meant that Commissioner's
order must be based upon evidence adduced at the hearing, and not

upon private or undisclosed information,
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COMMISSIONER

§ 236, Appeal from the commissioner

1. An appeal from the commissioner shall be taken only from
an order on hearing, or as to a matter on which the commissioner
has refused or failed to hold a hearing after application therefor
under section 229 of this chapter, or as to a matter as te@ which
the commissioner has failed to make his order on hearing as
required by section 235 of this chapter.

2. Any person who was a party to such a hearing or whose
pecuniary interests are directly and immediately affected by any
such refusal or failure, and who is aggrieved by such order, refusal,
or failure, may appeal from such order or as to any such matter
within 30 days after:

A. The order on hearing has been mailed or delivered to the
persons entitled to receive the same, or given by last publication
thereof where delivery by publication is permitted; or

B. The commissioner has refused or failed to grant or hold a
hearing as required under section 229 of this chapter; or

C. The commissioner has refused or failed to make his order
on hearing as required under section 235 of this chapter.

3. The appeal shall be granted as a matter of right, and
shall be taken to the Superior Court in any county of this State.

4., The appeal shall be taken by filing in the court a com-
plaint setting forth the grounds for appeal, and by serving a
copy of the complaint on the commissioner. If the appeal is from
the commissioner's order on hearing, the petitioner shall also
deliver to the commissioner a sufficient number of copies of the

complaint and the commissioner shall mail or otherwise furnish

a copy thereof to the other bParties to the hearing to the same



§ 236 - page 2

extent as a copy of the commissioner's order is required to be
furnished to the hearing parties under section 235 of this chapter.

5. Upon receiving the complaint on appeal, the commissioner
shall forthwith prepare an official record certified by him which
shall contain a copy of all proceedings and orders of the commis-
sioner appealed from and the transcript of testimony and evidence
or summary record thereof made as provided in section 231 of this
chapter. Within 30 days after the complaint was served upon him
the commissioner shall file such official record with the court.

6. Upon filing of the complaint on appeal the court shall
have full jurisdiction of the proceeding. Such filing shall not
stay the enforcement of the commissioner's order or action appealed
from unless so stayed by order of the court.

7. If the appeal is from the commissioner's order on hearing
the review of the court shall be limited to matters shown by the
commissioner's official record; otherwise, the review shall be
de novo. The court shall have power, by preliminary order, to
settlenquestions concerning the completeness and accuracy of the
commissioner's official record.

8. In its discretion the court may remand the case to the
commissioner for further proceedings in accordance with the court's
directions; or, in advance of judgment and upon a sufficient show-
ing, the court may remand the case to the commissioner for the pur-
pose of taking additional testimony or other proceedings.

9. From the judgment of the Superior Court the commissioner

it \‘ \A
‘“51\“) dyeyed

or other party to the appeal may appeal to the SupremQﬁCourt of

the State of Maine in the same manner as provided in civil cases.
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Ref.: Me. 56: Insurer may appeal Commissioner's disapproval of
a policy form, etec., within 30 days, to Superior Court in
Kennebec County, by filing compalint stating reasons and
containing copy of the commissioner's notification, and the
court, after such notice as it shall order and hearing, shall
determine whether or not the reasons assigned by the comnis-
sioner are valid and thereupon sustain or annul the ruling.
During pernancy of the appeal, policy form, etc. shall not be
used.

113: Person aggrieved by order, rule, regulation of the
commissioner may appeal to Superior Court within 30 days, unless
shorter or different time is specified for a particular statute,
but commissioner may for cause shown allow a longer tinme,
Appellant shall file complaint with court, setting out grounds
for appeal, and court shall fix time, place for hearing and
cause notice thereof to be given the parties. Appeal shall

be heard on legal evidence, and court may affirm, modify or
reverse commissioner's decision, and shall remand cause to

the commissioner for further proceeding in accordance with the
court's decree,.

524: 1If commissioner refused for 5 days to countermand his
notice of intention not to renew insurer's Certif. of Authority,
insurer has right to appeal as provided in sec. 533. On appeal
the court may, after hearing, order that insurer have right to
continue in business until final decigion. If court reverses
the commissioner, the commissioner shall forthwith issue the
license.

533: Appeal from action of commissioner suspending operation

of insurer is taken to the Superior Court by filing a complaint
therefor. Court shall fix time, place of hearing which may be at
chambers, and cause notice thereof to be given to commissioner.
After hearing the court may affirm or reverse the commissioner.
Decision of court is final.

815: Appeal from commissioner under A & H provisions law is
taken within 15 days after date or order or decision, to
Kennebec County Superior Court, at instance of any party in
interest aggrieved by the order or decision. Appeal is by
complaint, to which is annexed order or decision of the com-
missioner and the record on which order or decision is based,
and complaint must set out substance of the reasons for the
appeal. On presentation of the complaint, court order notice
thereon. Hearing to be held not less than 7 days after notice.
Upon the evidence the court may modify, affirm or reverse the
commissioner in whole or in part in accordance with law and

the weight of the evidence. Court determined whether filing the ap
appeal operates as a stay of the order or decision pending final
determination, and may impose such terms, conditions as deemed
proper., An appeal may be taken to the law court as in other
actions.

1207: Appeal under credit life, A & H law is as per sec.ll3.
1213: Same.
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1214: Appeal from suspension or revocation under credit life,
A & H law is as provided in sec. 1213.

2595: Appeal under life agent license law must be taken within
30 days after receipt of notice of commissioner's action, to
""any court of competent jurisdiction'., Thereafter the proceed-
ing proceeds as in any other civil cause.

2715: Under rating laws. Appeal must be taken to Superior
2776: Court of Kennebec County within 15 days after date or
commissioner's order or decision. Appeal is by complaint,
etc. - same as in sec. 815, above summarized.

2912: Under trade practices law, appeal is to the Superior
Court in Kennebec County, by filing complaint within 30 days
from date of service of the commissioner's order. Complaint
prays that commissioner's order be set aside. Copy of complaint
must be served on the commissioner, and thereupon commissioner
forthwith shall certify and file in the court a transcript
of the entire record in the proceeding, including all evidence
taken and the report and order of the commissioner. On such
filing the court has jurisdiction, and shall determine whether
the filing shall operate as stay of the commissioner's order
or act; and court shall have power to make and enter upon the
pleadings, evidence and proceedings a decree modifying, affirm-
ing or reversing the commissioner, in whole or in part. The
findings of the commissioner as to the fact, if supported by
substantial evidence, shall be conclusive.

Any person required by an order of the commissioner under
sec., 2911 to cease and desist from engaging in any unfair
method of competition or any unfair or deceptive act or practice
defined in sec. 2905 or whose license has been suspended or
revoked may obtain a review of such order or act by filing in
the Superior Court in Kennebec County, within 30 days from the
date of the service of such order, a complaint praying that the
order of the commissioner be set aside. A copy of such complaint
shall be forthwith served upon the commissioner, and thereupon
the commissioner forthwith shall certify and file in such court
a transcript of the entire record in the proceeding, including
all the evidence taken and the report and order of the commis-
sioner. Upon such filing of the complaint and transcript, such
court shall have jurisdiction of the proceeding and of the ques-
tion determined therein, shall determine whether the filing of
such complaint shall operate as a stay of such order or act
of the commissioner and shall have power to make and enter

upon the pleadings, evidence and proceedings set forth in such
transcript a decree modifying, affirming or reversing the

order or act of the commissioner, in whole or in part. The
findings of the commissioner as to the fact, if supported by
substantial evidence, shall be conclusive. '

To the extent that the order of the commissioner is affirmed,
the court shall thereupon issue its own order commanding obedi-



§ 236 - page 5

ence to the terms of such order or act of the commissioner.

If either party shall apply to the court for leave to adduce
additional evidence, and shall show to the satisfaction of the
court that such additional evidence is material and that there
were remonable grounds for the failure to adduce such evidence
in the proceeding before the commissioner, the court may order
such additional evidence to be taken before the commissioner
and to be adduced upon the hearing in such manner and upon

such terms and conditions as to the court may seem proper.

Thg commissioner may modify his findings of fact or make new
findings by reason of the additional evidence so taken, and

he shall file such modified or new findings which, if supported
by substantial evidence, shall be conclusive and his recommenda-
tion, if any, for the modification or setting aside of his
original order, with the return of such additional evidence.

Comment: Maine at present has an interesting variety of appeals
provisions. The suggested provision is designed to operate through-
out the code. Under several of the existing appeal provisions, the
court has wide-open authority to reverse or modify the commissioner.
Under the proposed provision, if the appeal is on the record the
court would have to sustain the commissioner's action unless estab-
lished that the commissioner acted unlawfully, arbitrarily or capri-
ciously. This is an important distinction, and the desirability of
the change should be given careful consideration. Generally appeals
from administrative officials are subject to similar restrictions.
The views of Maine counsel as to these matters would be helpful.
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CHAPTER 5

AUTHORIZATION OF INSURERS
AND GHENERAL REQUIREMENTS

§ 400, "Stock' insurer defined

A "stock' insurer is an incorporated insurer with its

S
L e

capital divided into shares and owned by its Stockholders. RN e M.w,f

Ref.

Comment: A basic definition.
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CHAP, B
AUTH., OF INSURRRS -~
GEN, REQUIREMENTS

& 401, "Mutual" insurer defined

A "mutual' insurer is an incorporated insurerwithout pefman—
ent capital stock, and the governing body of which is elected by
its policyholders,@or by any veasonable combination of its policy-
holders, guaranty ?und stockholders, or guaranty fund certificate

holders.,

Ref.,:

Comment: There are variations in plans and constitutions of

mutual insurers among the states. The above definition is designed
to be broad enough to encompass them. Does it £it as to Maine
mutuals?
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CHAP, b
AUTH, OF INSURERS -
GEN, REQUIREMBENTS

§ 402, T"Reciprocal' insurer defined

A Vreciprocal' insurer is an unincorporated aggregation of
subscribers operating individually and collectively through an
attorney—~in-fact common to all such persons to provide reciprocal

insurance among themselves.

Bef.: Me, 951: The making of contracts between individuals,
firms or corporations, providing indemnity among them-—
selves from casualty or other cointingencies or from loss
or damage to their property, shall constitute the business
of insurance. Where such contracts are exchanged through
an attorney, agent or other representative acting for such
individuals, ete., .certain filings to be made with the
commissioner,

Comment: The "vreciprocal' is one of the three major types of
insurer organization operating in the United States. To my know-
ledge all such insurers now operate through such a common attorney-
in-fact,
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CHAP, 5
AUTH, OF INSURERE -
GEN., RBREQUIRGMENTS

§ 403. '"Charter'" defined

Except where context requires otherwise, ''charter'" means
certificate of organization, certificate of incorporation,
articles of incorporation, articles of agreement, articles of
association, corporate charter granted by legislative act, or
other basic constituent document of a corporation, or the power

of attorney of the attorney-in-fact of a reciprocal insurer.

Ref, :

Comment: Because of diiferences in character and designation of
the constituent documents of various types of insurer organizations
as related to varying domiciles, it is convenient to use "charter"
as a term for all,
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CHAP., 6
AUTII, OF INSURERS -
GEN., REQUIREMENTS

§ 404, Certificate of authority required; enforcement;

penality

1. WNo person shall act as an insurer and no insurer shall
transact insurance in this gtate by mail or otherwise, unless as
authorized by a certificate of authority issued by the commnis-
sioner pursuant to this code and then in full force and effect,
except as to such transactions as are expressly otherwise provi-
ded in this code,

2. WMo insurer formed under the laws of this State, and no
foreign insurer from offices or by personnel or facilities loca-
ted in this State, shall solicit insurance applications or other-
wise trangact insurance in another state or country unless it
holds a subsisting certificate of authority granted to it by the
commissioner authorizing it to transact the same kind or kinds
of insurance in this State.

3. The commissioner shall enforce this section through any
and all available and lawful means, including, but not limited
to, the enjoining of any violation or threatened violation.

4. Any insurer and any officer, director, agent, represent-
ative or employee of any insurer, who wilfully authorizes, nego~
tiates, makes, or issues any insurance coantract in violation of
this section shall upon conviction thereof be subject to a fine
of not to exceed $5,000, or imprisonment for not over 2 years,

or to both such fine and imprisonment,

Ref.: Me. 421: Annuity companies are subject to insurance laws.

501: Organization of any type may not transact ins.



(Maine)

busginess by issuing or delivering ins. contracts in this
gtate without first obtaining license or certif. of
gqualification from the commissioner, Violation - fine to
$5,000, and member of the organization who authorizes or
participates in any act in violation of this section
punished by fine up to $5,000 or by imprisonment for up
to 2 years, or by both.

521: Foreign insurer must first obtain license from
commisgioner,

B3%2: Delivery of policy in the state by mail or otherwise
is deemed issuing the policy - and in effect, transaction
of business in the state.

957: Beciprocal insurer shall procure annually a certi-
ficate of authority,

1209: Credit life, A & H policies shall be delivered or
issued for delivery in this state only by insurer author-
ized to do business therein,.

12581: TForeign insurer may transact business in Maine only
upon complying with the law and not otherwise,

Comment: Subsection 2 results in part from experiences in which
a foreign insurer establishes an operating office in a state with-
out license therein and uses it only to solicit business in other
states in which it is not authorized. The state of such an
office bears an apparent responsibility which it otherwise cannot
Fulfilil,

Subgection 3 is a part of the "Califowrnia®™ approach to the
control of mail-order nonadmitted insurers,
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AUTH, OF INSURERS -
GEN, BEQUIRBEMINTS

§ 405. Bxceptions to certificate of authority requirement

A certificate of authority shall not be required of an
insurer with respect to any of the following:

1. Investigation, settlement, or litigation of claims
under its policies lawfully written in this State, or liquida-
tion of assets and liabilities of the insurer (other than
collection of new premiums), all as resulting from its former
authorized operations in this State.

2. IHxcept as provided in subsection 2 of section 404 of
this chapter, transactions thereunder subsequent to issuance of
a policy covering only subjects of insurance not resident, loca-
ted or expressly to be performed in this Btate at time of issuance,
and lawfully solicited, written and delivered outside this State.

3. Transactions pursuant to surplus lines coverages iaw-
fully written under chapter of this code,

4. Reinsurance, except as to domestic reinsurers,.

5. Trangactions relative to its investments in this State.

6. Any suit or action by the duly constituted receiver,
rehabilitator or liquidator of the insurer, or of the insurer's
asgignee or successor, under laws similar to those contained in
chapter (delinguency proceedings; rehabilitation and iligui-

dation) of thig code,

Ref.: Me. H01l: Certificate of authority requirement does not
apply as to surplus lines, or as to reinsurers of an
authorized insurer.

Comment: These are commonsense and self-explanatory.
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CHAP., &
AUTH, OF INSUBRERS -
GEN, REQUIREMENTS

§ 406, General eligibility for certificate of authority

To qualify for and hold authority to transact insurance in
this Btate, an insurer must be otherwise in compliance with this
code and with its charter powers, and must be an incorporated stock
or mutual ingurer, or a reciprocal insurer, of the same general
type as may be formed as a domestic insurer under this code;
except that:

1. No foreign insurer shall be authorized to transact
insurance in this State which does not maintain reserves as
required by chapter 11 (assets and liabilities) of this code, as
applicable to the kind or kinds of insurance transacted by such
insurer, wherever transacted in the United States; or which trans-
acts business anywhere in the United States on the assessment plan,
or stipulated premium plan, or any similar plan.

2. No insurer shall be authorized to transact a kind of
insurance in this State unless duly authorized or qualified to
transact such insurance in the state or country of its domicile.

3. DHNo insurer shall be authorized to transact in this State
any kind of insurance which is not within the definitions as set
forth in chapter 9 (kinds of insurance) of this code,

4, WNo such authority shall be granted or continued as to
any insurer while in arrears to the State for fees, licenses,
taxes, assessments, fines or penalties accrued on business pre-
viously transacted in this State.

Bef,: WMe, 53: Mo insurer shall commence business until commis-
sionexr has ascertained that it has complied with its
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charter and is otherwise qualified.

375:; Must be an incorporated insurer, or be fined up to
$5,000 or imprisoned for up to 2 years, oxr both; but this
does not apply as to a reciprocal insurer,.

519: TYoreign incorporated facitory mutual fire insurers
may be authorized to transact business in the state.

65i: Insurance business must be carried on only by duly
incorporated insurers, who must act consistent with their
charters, However, Lloyd's plan insurers formed for trans—
action of marine insurance business, may exercise all
rights, powers and privileges granted under laws of this
state.

1007 : TForeign incorporated insurers doing health insurance
business on the mutual assessment plan -~ may be admitted
to the state,

Comment: The proposed section makes the following material changes
from existing law: (1) Bars foreign mutual assessment insurers;
(2) bars Lloyd's plan insurers, except as to surpius lines. I am

informed that there are no such insurers authorized in Maine at

time,

this
Proposed 3 is degigned to bar "phoney" insurance plans,

There is a broad "miscellaneous’™ category of coverages in the
definition of casualty insurance i~ to appear in chapter 9 -~ which
gives plenty of room for new coverages if deemed legitimate by the
commiggioner,
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CHap, b
AUTH, OF INSURIRS -
GEN, REQUIBRMENTS

§ 407, Bame - Ownership, management

1. DNo foreign insurer which is directly or indirectly
owned or controliled in wholie or substantial part by any govern-
ment or governmental agency shall be authorized to transact
insurance in Maine. Membership in a mutual insurer, or subscriber-
ship in a reciprocal insurer, or ownership of stock of an insuver
by the alien property custodian or similar official of the United
States, or ownership of stock or other security which does not
have voting rights with respect to the management of the insurer,
or supervision of an insurer by public authority, shall not bhe
deemed to be aun ownership or control of the insurer for the pur-
poses of this provision.

2. The commissioner shall not grant or continue authority
to transact insurance in this State as to any insurer or proposed
ingurer, any director, officer or other individual materially part
of the management of which is found by him after investigation or
upon reliable information to be incompetent, or dishonest, or
untrustworthy, or of unfavorable business repute, or the mnanagers
of which are so lacking in insurance company managerial experience
in operations of the kind proposed in this State as to make such
operation, currently or prospectively, hazardous to, or contrary
to the best interests of, the insurance-buying or investing public
of this State; or which he has good reason to believe ig affilisted

directly or indirectly through ownership, control, management,

reinsurance transactions, or other businegs relations, with any
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person or persons of unfavorable business repute, or whose busi-
ness operations are or have been marked, to the injury of insurers,
stockholiders, policyholders, creditors, or the publiic, by illegality
or by manipulation of assets, or of accounts, or of yeinsurance,

or by bad faith.

Ref.: Me, BOL: Commissioner may vefuse new or renewal licens
to dnsurer if he finds, after notice and hearing, that
any person serving as officer, director or general manager,
or owning controlling interest in stock ins urer, has been
convicted of any felony, larceny or other crime involving
moral turpitude or is an untrustworthy person.
521: Applicant insurer must preSent evidence satisfactory
to the commigsioner to egtablish that ite methods of opera-
tion are not such as would re nd@r its operation hazmavrdous
to public or its policyholders in this State,

Comment Proposed 1 disg a developmant of the past 20 years

ariging somewhat out of operations of an insurer owned by the

?1 ovince of Sasckachewan. The Federal insurance organizations

ignore state certificate of authority reguirements.

Proposed subgection 4 wag oviginated by us and hag bneﬂ
Wid@ly adopted, It is designed to enable the commissioner to use
his "noge' in sensing the types of illicit and ivaudu]ent velation-
ships involiving insurers and reinsurers such as existed in the
Hopps - Divell companieg; and as may also possibly have existed
in the midwestern ring with which commisgioner Magnusson of
Minnesota became concerned. This provision is often objected to
at code hearings by certain insurance industry spokesmen, but is
generally supporited, A broad and general provisgion is called for
if it i to be sufficiently effective for the purpose intended,

Proposed 2 also gives the commissioner the power to refuse
antthority if he finds management to be incompeient or lacking in
essential experience,
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CHAP, 5

AUTH, OF INSURERS -
GIEN, REGUIREMENTS

& 408, Mame of insurer

1. MNo insurer shall be formed oy authorized to transact
insurance in this State which has or uses z name which is the

same ag or decepitively similar to that of another insurer already
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2 Mo 1ife dnsurer shall be so authorizmed which hasg or uses

a name decepitively similar to that of another insurer, other than
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3. Mo insurer shall be formed or authorizmed to transact
ingurance which has or uses a name the same as or deceptively
similar to that of any foreign insurer not go authorized if such
foreign insurer has within the nextl preceding 12 months signified
ite intention to secure an incorporation in this State under such
name, or to do business as a foreign dnsurer in this State under
such name, hy filing notice of such intention with the commissioner
uniess the written consent to the use of such name or deceptively

similar name has been given by such foreign insuver.

4, Mo insurer shall be so authorized which has or uses a

m

name which tends to deceive or miglead ag to the type of ovrgani-
zation of the ingurer,

o

£. In case of counflict of namesg between 2 insurers, or

EN

a conflict otherwise prohibited under this section, the commis-

gioner may permit (or shall require as a condition to the
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Tade
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8§ 408 - Page 2
igsuance of an orviginal cevriificate of authority to an applicant
ingurer) the insurer to use in this State such supplementation

or modification of its name or such business name as may reason-
ably be necesgary to avoid the conflict,

6. Bxcept as provided in subsection 5 above, an insurew
shail conduct its business in this State in its own corporate

(if incorporated) or proper (if weciprocal insurer) name.

Bef,: Me. H10: Domestic insurer may adopt any name not previously
in use by exigting corporation., Commisgioner may refuge
authority, until adop cion of different name, if in his
Jjudgment name adopted too closely roqemb?os name of exist-
ing coyporation or is likely to misliead the public,

Comment: In 2, is 10 years too long? It is designed to avoid
confusion, especially in mervger situations,

Thie is a comprebensive 'name’ provigion which has evolved
P .

through the past ten years. The desirabil 1Ly of subgsection 3 in

Maine is for consideration. The aeci Lon ig generally designed to

pfOLbQi ezieting insurers and the and to d*eLOLKaoe to
the extent rea sonaw!y posagible the ?OmeEJOU of corpoerations
av1ng names similar to thoge of 27 ished foreign insurers not
J

I
yvet admitted to Maine.
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CHAP, b

AUTH., OF INSURERS -
GEN, REQUIREMENTS

§ 409, Cowbinationz of lnsuring powers

)

An dinsurer may be authorized to transact such kinds of

U

ingurance ag it ig guailified for under this code, except that a
reciprocal insurer shall not trapsact life insurance.
Ref.: Me., 5HiY: In addition to fire and wmarine, a stock or muitual

ingurer mnay bhe authorized to transact 151 and marine, tornado
and Spridhier insurance and insurance on automobiles or
damage caused thersby, and for loss of use and occupancy

by fire or other cause.

Comment: The Former straotiflications between life insurance and
the fire, ca Ju@ity, surety and other 'commercial” lines arve
beginning to give way. The propoged provision continues the

existing situation in Maine as to absence of undorWP1T ing restric-—
tions. ieCTpﬂOC“ES are traditionally barred from 1ife insurance -
probab v in part because historically they dev loped out of the
fire 2R In principie there is uno reason why a
reciprocalil inguy annot write iife insurance as ww.i ag a2 nutual

insurer,
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CHAP, O

§ 410, Capital funds required

1. "o gualify for authority to traunsact any one kind of

insurance (as defined in chapter 9 of this code), oxr combina-

3

nsurer shall

e

tion of kinds of insurance as shown below, an
posgess and therealter maintain unimpaired paid-in capital stock
(if a stock insurer) ovr unimpaired basic surplug (if a Fforeign
ign veciprocal insurer), and when firsgst so author-
J -

ized shall possess initial free gurplus, all in amounis not less

than ag determined from the following table:

Stock Insurers Foreign mutual,Reciprocal insurers
Minimum Minimum

Kind or Required Initial Required Initial
Kinds of Capital Free Basic Free
|nsurance Stock Surplus Surplus Surplus
Life $1,000,000  $1,000,000 $1,000,000% $1,000,000%
Health 250,000 250,000 250,000 250,000
Life & Health 1,000,000 1,000,000 1,000, 000% 1,000,000
Casualty 500, 000 500,000 500, 000 500, 000
Marine & Trans~

portation 500,000 500, 000 500,000 500,000
Property 500,000 500,000 500,000 500,000
Surety 500,000 500,000 500, 000 500,000
Title 150, 000 150, 000 150,000 150,000
Multiple line 1,000,000 1,000,000 1,000,000 1,000,000
Life, and any one

or more of Property,

Casualty, Surety,

Marine & Transporta-=

tion 5,000,000 5,000,000 5,000, 000% 5,000, 000%

* Does not apply as to a reciprocal insurer.

Except:

Y
ot
O
Q
Yool

A, Ane

t4e insurey holding a valid certific
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authority to transact insurance in this State immediately prior
to the effective date of this Act may, if otherwise cualified
therefor, continue to be so authorized while possessing paid-in

mutual dnsurer)

©

capital stock (if a stock insurer) or surplus (if
as regquired for such authority immediately prior to such effective
date. The commisgioner shall not authorize such an insuver to
transact any other kinds of insurance unless itthen complieg
with the requirements as to capital and surplus, as applied to
all kinds of insurance it then proposes to transacti, as provided
by this code as to forveign ingurers applilying for original cer-
tificates of authority under this code.

B. An dosurer which otherwise possesges funds asg
reguired under subsection 1 above, shall at all times maintain

£

policyholders' surpius (combined paid-in capital stock, if any,
and surplus) reasonable in amount, as determined by the commis-
sioner, in relation to the kinds and amount of insurance it has
in force, oxr being written and wretained by it, nst of applicable
reinsurance. In making any such determination the commissioner
shalil give due consideration to any applicable standards
approved or adopted by the Hational Association of Insurance
Commissioners and to the desirablility of substantial uniformity
as to such requirvements among the respective states.

Z. Capital and surplus requirements are based upon all
the kinds of insurance transacted by the insurer in any and all

areas in which it operates or proposes to operate, whether or
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not only a portion of such kindsg are to be transacted in this
State.

3. As to surplus reguired for authority to trangact one
or more kinds of insurance and thereaiter to be maintained,
domestic mutual insurers shall be governed by chapter_ﬁfz of

this code,

Ref.,: Me., 53: Insurer must have paid in its capital stock
before commencing business.

503: HMultiple line insurance: Foreign insurer author-
ized to transact fire, vessels, vehicle, accident &
sickness, fidelity and surety, automobile, or workmen's
compensation lines must have surplus to policyholders

not less than that required by statute or regulation oif
the state of domicile, and may write all lines other than
life and endowment and annuity contracts,

505: Domestic mutual insurer, if to write any line other
than fire, marine or glass, shall either have been doing
business for not less than 20 years, have surplus of at
least 60% of its unearned prem. reserve, and have admitted
assets of not less than $125,000 after deducting amount
by which its net investment in real estate exceeds, if
operates on cash premium basgis, 10% of its premiums in
force, or, if operates on assessment premium plan, 2%

of the balance of its premium notes, or shall have a
guaranty capital of not less than $100,0600, if organized
prior to Jan. 1, 1868, or $500,000 if organized on Jan. 1,
1968 or subsequent thereto, such guaranty capital to be
divided into shares of $i00 each, of which at least 1/4
of ite guaranty capital has been paid in, in cash.

507: Domestic stock ingurer if organized prior to Jan. 1,
1968 must have capital stock of not less than $100,000,

or if organized after Jan. 1, 1968 must have capital stock
of not less than $500,000.

508: Domegtic mutual insurer must have guaranty capital
not less than $100,000 if organized prior to Jan. 1, 1968,
or $500,000 if organized theveafter, divided into shares
of $100 each., Cannot issue policy until at least 1/4 of
guaranty capital has been paid in, in cash.
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§ 410 - Page 4

519: Foreign fire or marine ingurer must have unimpaired
paid-in capital stock of at least $200,000; or if mutual,
surpilus of not less than $200,000, or mSO 000 if transacts
fire insurance only, plus contingent assetg of vu@@ 000,

or net cash assets of $75,000 with contingent assets not
lesg than $1506,000, or net cash assets equal to itg total
iiabilities and contingent assets of not less than
$100,000, if all well-invested and immediately available
for payment of losses in Maine.

919: TForeign life, casualty, accident, health, liabiliity,

plate glass, steam boiler, fly wheel, burglary and theft,
or sprinkier insurer to be admitted unless paid-up inim-
paired capital of at least $100,000 if a stock insurer, or
net cash assets in same amount if a mutual insurer,

519: After July 9, 1943, foreign mutual fire insurer may
write nonassessable policy if cash surplus is kept in
excess of $200,000,

593: No ins. co. be incorporated with capital less than

$1006,000 if prior to Jan. 1, 1968, and $500,000 if organ-
ized then or thereafter, to be paid in at the periods and
in the proportions regquired by the charter.

1284: To transact surety, or credit, or title insurance,
insurer must have paid-up unimpaired capital not less than
$250,000, exclusive of any obligations of the stockholders
of any description, or if a mutual insurer, net cash assets
of the game amount,

12642: To be accepted as surety on statutory bond, surety
insurer must have paid-up capital not less than $250, 000,

Comment: This is a key provision in the code, The amounts written
in as reguired capital/surplus are intended as starting points

for discugsgion, but do reflect some of the discussions of the sub-
Ject in Maine. I am in doubt as to proper amounts for title
insurers. My notes reflect that not much title insurance is
written in Maine, since lawyers do most of the title work.

Proposed B reflects current concern among Insurance Commis-
gsioners with a proper balance between surplus as to policyholders
and the volume of business being written. The NAIC is working on
some formulas in this area,

The exigting law is somewhat difficult to follow, especially
as to domestic mutual insurers. It looks as though it was designed
around particular iansurers. The "grandfather” rights in "A"Y will
permit these insurers to continue undisturbed in their present
rights,
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i

We should know more about how this schedule will affect
foreign insurers already authorized in Maine, and whether we
should extend ''grandfather' rights to them or put them under an
"escalator’™ clause through which they would be allowed a designed
period within which to meet the higher requirements,

A1l of this is for discussgion.
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CHAP, O
AUTH, OF INSURBERS -
GENERAL BEQUIREMENTS

§ 411, Inguring combinations without additional capital

funds

Without additional paid-in capital stock or additional sur-
plug, an authorized insurer may aliso be authorized:

L, IE a didfe dnsurer, to grant annuil .

2. If a health insurer, to insure against congenital
defects, ag defined in section 707 of this code,

. If a casualty insurer or muliiple line insurer, to trans-

act health ingurance, lxcept, that this provision shall not appl
to a domestic insurer auvthorized to transact casualty insurance

sy

only, pursuant to section 410-1-A of this chapte

T
o

e, 421: Annuity companies are subject to all law relating
o 1ife insurance.

L; 2 dig new but perhaps useful; 3 is often
of traditional operations of casualty
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CHAP, 5
AUTH. OF INSURERS -
™ GEN, REQUIREMENTS

§ 442, Deposit reguirement
)“\,\ &

i, The commissioner shall not authorize an dAnsurer %o
’<;£ ;

transact éu ance in this State, other than ay alien insurer,

unliess it mak%s and thereafter continuously s
y

in trust in thig State through the commiﬁﬁioner for the benefit

aintains on deposit

's policyholders, or securities eligible

for such deposit under section géecurities eligible for

deposit) of this codej, in the amouwt of at least $100,000,

2. 'The commissionér shall wot so authorize an alien insurer

unless it makesg in this State through the commissioner and there-

U’:\»‘ f . L] v
after continuously maintaing depogit, representing funds in

excess of all the insurer's/ likabilities under insurance contracts

in force in the United Stﬁtes ok, America, of a fair market value

-4 %,
in amount not less thaniﬁhe minimum paid-in capital stock
insurer authorized
State., The deposit

S

the insurer's

policyholders an%fcreditors in the Unitedigtates of America.
/ k

3. In liey of such a deposit made or maintained in this
/ %,
’f‘ + . - L] % . .
tate, the comhissioner shall accept the certificate in proper
i/

form of the @ub11 official having general super

dsion of insurers

.

ct that a deposit of like quality

N

in any oth@r state to the effe
and amouqi, or part thereof, by such insurer is being maintained

) 7 . N
for 11k§ purposes in public custody or control pursuant to the
/
A4
ilaws 9@ such state.

7

y
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4, A1l such deposits in this State are subject to the

applicable provisions of chapter 15 (administration of deposits)

of this code.

3, o
" -

h\ &
Ref.: Me. 325: Hvery domestic stock A*é H insurer shall make
and maintain a deposit with thgﬁTreasurer of State, of
securities to harket value of{ﬁ# least $100,000, to be
heldiin trust for the benefitsof all pollcyholders of the
company, before*has right toftran&aor any business.,
5
507: Domestic mutual %hali deposit its guaranty capital
or guaranty fund Wlth LheﬂTreasurer of State, and deposit
may be drawn on to, pay ldgsses, subject to replenishment
by assessment 1ev1@d upgn contingent funds or notes.
522: Alien insurer mhst make deposit with Treasurer of
State or with flnancla& officer or insurance commissioner
of some one other stg%e, or sum not less than capital or
assets required of Like foreign cos. for admission to thls
state. Deposit is éyclu81ve trust for benefit of insurer's
policyholders and §reditors in the United States.

523: A1l real esﬁate, éecurltles and assets of an alien
insurer in the Uzﬁ bhalﬁ be held by trustees who are
citizens of the [F.S., foﬁ benefit of all the insurer’'s
creditors in thg U.S, These trustees shall be appointed
by the insurer,; and certlfled copy of the vote by which
they are app01nted and of the deed of trust shall be filed
with the commissioner. Y

1 A
F )
.4 \.;

Comment: It appears that under ex1st1ng law only alien insurers
and domestic stock A & H insurers are required to have the usual
type of statutory/dep031t. The ”depb81t” of domestic mutuals,
as per sec. 507 above cited, appears%ﬁo be more of a banking
arrangement. / h
j 5
Are dep081ps now required of all 1nsurers?

The prov1§10ns in existing 523, above summarized, appear to
be obsolete. / ;

i

The proposed provision is in modern form, and is intended as
a vehicle for further discussion of the need for deposits in
general, Ff¥cept as to safekeeping of aMmodest portion of an insurer's
assets, a deposit is apt to be of little value, and cannot mitigate
the danger of insolvency. ALl this is for consideration.
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CHAP, 5 .
AUTH. OF INSUREES -
GEN., REQUIREMENTS

§ 413. Application for certificate of authority

To apply for an original certificate of authority an
insurer shall file with the commissioner its written applica-
tion therefor on forms as prescribed and furnished by the
commissioner, accompanied by the applicable fees specified in

section g01 (fee schedule) of this code, stating under the oath

of the president or vice~president or other chief officer and
the secretary of the insurer, or of the attorney-in-fact (if a
reciprocal insurer), the insurer's name, location of its home

office or principal office in the United States (if an alien

d

¥,

insurer), the kinds of insurance to be transacted, date of
crganization or incorporation, form of organization, state or

country of domicilie, and such additional information as the

commissioner may reasonably reguire, together with the follow-

)

ing docunments, as appliicable:
1. If a corporation, a copy of its charter, together with
a2ll amendments thereto, cor as restated and amended under the laws
cf its state or country of domicile, currently certified by the
public official with whom the originals are on file in such state
or country.

2. If a domestic incorporated insurer or a mutual insurer,
a copy of its bylaws, certified by the insurer's corporate
secretary,

3. If a reciprocal insurer, a copy of the power of attorney

of its attorney-in-fact, certified by the attornev-in~-fact; and
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inl v
=

2 domestic reciprocal insurer, the declaration provided for

£ 1

1 section of this code.

e
H

4., A complete copy of ifs financial statement as of not
carlier than the December 31 next preceding in form as custom-
arily used in the United States by 1like insurers, sworn to by at
least two executive officers of the insurer or certified by the
public insurance supervisory official of the insurer's state of
domicile, or of entry into the United States (if an alien insurer).

S. A copy of the report of last examination of the insurer
completed within the 12 months immediately prior to the filing
of the application, certified by the public insurance super-
visory official of the insurer’s siate of domicile, or of eniry
into the United States (if an alien insurer),.

6. Appointment of the commissioner pursuant to sectiocn
491 of this chapter as its attorney to receive service of legal
process.

7. If a foreign or alien insurer, a certificate of the
public insurance supervisory official of its state or country of
domicile showing that it is authorized or gualified for authority
to transact in such state or country the kinds of insurance pro-
posed to be transacted in this State.

8. If a foreign or alien insurer, certificate as to depo-
sit if to be tendered pursuant to section 412 of this chapter,
and if an alien insurer a copy of the trust deed pertaining to

such deposgit, certified by the trustee.
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w

9. If a life or health insurer, a copy of the insurer’'s
rate book and of each form of policy currently proposed to be
issued in this State, and of the form of application therefor.

10, If an alien insurer, a copy of the appointment and
authority of its United States manager, certified by its offi-
cer having custody of its records.

il. Designation by the insurer of its officer or repre-—
sentative authorized to appoint and remove its agents in this
State.

12. If to transact surety insurance, the names and
addresses of all its attorneys-in-fact within this State
together with the scope of authority of each such attorney-in-

fact.

Ref.: Me. 521: To apply for certificate of authority insurer
must furnish commissioner with:

1. Certified copy of its charter and bylaws;

2. Statement under oath, signed by president or
secretary, showing its financial condition
according to a form supplied by the commissioner.
In lieu of his own examination of the insurer,
the commissioner may accept the certificate of the
commissioner of the domicile state as to an exam-
ination of the insurer completed within the 12
months immediately prior to date of application.
Evidence satisfactory to the commissioner shall
be presented that the insurer's conditicn and
methods of operation are not such as would render
its operation hazardous to the public or its
policvholders in this state.

3. Power cf attorney for service of process.

o

23: Alien insurer shall file a copy of the trust deed
under which its U. 2. deposit is held for the protection
of its policyvholders,
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701: Records, correspondence concerning admission of
an insurer are confidential until the insurer has bheen
licensed.

951: Reciprocal insurer shall file declaration giving
name of the attorney in fact, a copy of proposed policy,
copy of the power of attorney, location of office.

952: Attorney-in-fact of reciprocal insurer must file
power of attorney for service of process.

1007 : Foreign assessment casualty insurer shall file cer-
tified copy of chapter; statement under ocath of its pres-
ident and secretary, in form reguired by the commissioner,
of its business for preceding vear; certificate under oath
of its president and secty. that it has ability to pay and
for the 12 months preceding has paid maximum amt. named

in its policies in full; certificate from home state
commissioner that the insurer is legally entitled to do
buginess in home state; copy of policy and application,
showing that benefits are provided for by assessment on
policyholder; evidence satisfactory to commissioner that
accumulates a fund equal to not less than proceeds of one
assessment or periodical call on all policyholders, that
such accumulation is permitted by home state law, aand is

trust.
1252: Foreign ur@ty, credit, title insurer not to be
admitted until has appointed commissioner process agent.

1256: Foreign surety, credit, title insurer must deposit
with commissioner copy of its charter and statement
signed and sworn to by president and secretary as to
capital, iunvestments in detail, ocutstanding policies or
surety bonds in force, collateral therefor, premium,
liabilities, claims, and attornseys in fact within the
state.

Comment: VWhat purpose is served by having application documents
confidential, as per present sec. 701%: This is omitted from the
new section for the time being.

Do we continue to want an actual copy of the trust deed
of an alien insurer?

Is it practical to reguire listg of attorneys-in-fact of
surety company in advance of admission?

This section should present a failrly complete listi
items to be reguired, aad thus save correspondence. We should
not reguire Un@sseaulaT things.
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cured all ite failures which resulted in the expiration, and upon

payment by the insurer of the fee for reinsitatement specified

ag

in section 601 {fee schedule) of this code.

Otherwise the insurer shall be granted another certificate of

authority only after filing application therefor and meeting all other

reguirements as for an original ceriificate of authority in this

State.

Ref. T year
ranewed
esponsible.
st next,
egards the
es to
ly'sv

B 524: License of foreign insurer to be renewed annually
on July lst so long as commissioner finds company scolvent.

9587: Certificate of reciprocal insurer expires July 1 and
s ab 2 13

1256: License of foreign credit, surety, tit
pires on July 1st, and may be renewed annua

Comment: This is the heart of the permanent licensing systen
which has been enacited by many states. It saves the wovk of
annual issuance of individual company licenses. Subsection 3
is designed to ameliorate inadvertent failures to renew.
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CHAP. 5
AUTH, OF INSURERS -
GEN. REQUIREMENTS

§ 416. Suspension or revocation of certificate of
authority - Mandatory grounds

1. The commissioner shall refuse to continue or shall
suspend or revoke an insurer's certificate of authority:

A, If such action is required LY any provision of this
code; or

B, If a foreign insurer and it no longer meeis the require-
ments for a certificate of authority, on account of deficiency
of capital or surplus or otherwise; or

C. If a domestic insurer and it has failed to cure an
impairment of capital or surplius within the time allowed there-

for by the commissioconer under this code or is otherwise no

|>XA

onger gualified for the certificate of authority; or

D, 1If the insurer's certificate of authority to transact
insurance therein is suspended or revoked by its state of domi-
cile, or state of entry into the United States if an alien
insurer; ovr

E. TFor failure of the insurer toc pay taxes on its premiums
as reguired by this code.

2. EZxcept in case of insolvency or impairment of reguired
capital or surplus, or suspension or revocation by another state
as referred to in subdivision D above, the commissioner shall

Lo
give the insurer at least 18 days notice in advance of any such
refusal, suspension, or revocation under this section, and of
the particulars of the reasons therefor. If the insurer requests

O
a hearing thereon within such 26 days, such request shall auto-



matically stay the commissioner's proposed action until his

order is made on such hearing.

Bef.: The following references are to both this section and to
section 417, which follows:

Me., 81: If assets less than liabilities commissioner
shall suspend insurer's right to do business.

524: Commissioner shall not refuse to renew foreign
insurer license unless he has on or before June 1 noti-
fied the insurer in writing by registered mail, of his
intention not to renew the license, together with detailed
statement of his reasons therefor,

527: May revoke foreign insurer license for violation
of law.

529: May revoke insurer authority for refusal of
insurer, its officers or agents, to subnit to examina-
tion or comply with reguirements relative thereto. Such
revocation to exist until satisfactory proof furnished
commigssioner that it is 1n sound and soivent condition.

5330: May suspend license of foreign insurer if in fail-
ing condition or unsafe.

532: DNotifies insurer and agents to cease issuing poli-
cies in the state when commissioner learns that its net
cash funds of foreign insurer do not equal its liabilities.

534: If insurer fails to pay Jjudgment within 30 days
after demand, commissicner may, on notice and hearing,
suspend power to do business in this state until has paid.

¢ May suspend or reveoke license of insurer which wil-
iy viclates laws as to group contract provisions.

=y 00
e,
l,zl )-m)

95%7: Revocation of certificate of authority of reciprocal
insurer for violation of law.

1003: Injunction against mutual assessment casualty
insurer for exceeding charter powers, violation of law,
or Iraudulent conduct of business.

1007: Revocation of certificate of authority of mutual
assessment casuality insurer - foreign ~ for failure to
ray policy benefits in full or for viclation of law.
Commissioner shall publish notice thereof in state paper.
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1262: Revocation of license of foreign surely, credit,
title insurer for failure tc comply with law or fraudu-
lent conduct of business, or is insolivent. Publish
notice thereof to be published in one oOr more newsSpapers
in this 3State.

revocation is made either mandatory - as

Comment: Suspension,
as in the next

above ~ or discretionary with the Commissioner,
section.
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CHAP. S
AUTH. QF XNSTPE?
GEN. REQUIREME

S
TS

§ 417. Suspension or revocation of certificate of authority -
Discretionary and special grounds

1, The comnmissioner may, in his discretion, refuse to con-

tinue or may suspend or revoke an insurer’'s certificate of author-
ity if he finds after a hearing thereon, or upon waiver of hearing
by the insurer, that the insurer has violated or failed to comply
with any lawful order of the commissioner, or has wilfully viola~-

ully failed to comply with any lawiul regulation of the

o

;w\
)“*:3

ted or wi
commissioner, cor has violated any provision of this code other
than those for vioclation of which suspension or revocation is
mandatory; or, in lieu of such suspension or revocation, the
commissioner may, in his discretion, levy upon the insurer, and
the insurer shall pay forthwith, an administraiive fine of not
over £2,000.

Z. The commissioner shall suspend oy revolke an insurer's
certificate of authority on any of the following grounds, if he
finds after 2 hearing therecn that the insurer:

A, Is in unsound condition, or is being fraudulently con-

ucted, or is in such condition or using such methods and

[N

practices in the conduct of its business as tc render its further
transaction of insurance in this State currently or prospectively

hazardous or injurious to pclicyholders or to the public; or

]WA

B. With such freguency as to indicate its general business
practice in this State, has without just cause failed to pay, or

delayed payment of, claims arising under its policies, whether
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prohibition against issuance of new
since is already covered in general
penalty for violation.

The provi

pPOoLicy is

te the in

it is dif
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50
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e B
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policies is provided here,
orovisions - together with

3 ) b
ced, tTnat

events,



CHAD.
AUTH.

§ 4138, Duration of suspension - Insurer's obligation
during suspensicn periocd -~ Deinstatement

1., Buspensiocn of an insurer's certificate of authority
shall be for such periocd as the commissiocner specifies in the
order of suspension, but not to exceed one vear. During the sus-

o

0]

nsion »

[0}

riocd the commissioner may rescind or shorten the

¥:

suspension by his further order.

2. During the suspension periocd the insurer shall not
solicit or write any new business in this State, but shall file
its annual statement, pay fees, licenses and taxes as required
under this code, and may service its business already in force

in this State, as if the certificate of authority had continued

. Upon expiration of the suspension period, if within
such period the certificate of authority has not terminated, the
insurer’'s certificate of zuthority shall automatically reinstate
uniess the commissioner finds that the causes of the suspension,
being other than a past event, are continulng, or that the
insurer 1s otherwise not in compliance with the requirements of
this code, and of which the commissioner shall give the insurer
notice not less than 30 days in advance of expiration of the
suspensicon period.

4, Upon reinstatenment of the insurer's certificate of

authority, the authority of its a

¥}

ents in this State to repre-~

e T

sent the insurer shall likewise reinstate. The commissioner



shall promptly notify the insurer and its agents in this State,

of record in the department, of such reinstatement.

Comment:
and is

revocation of authority of insurer to continue
satisfactory proof furnished commissioner that it
sound and solvent condition.

o oen

(ORI
et WO

o
5%
8509 O
.o kde Jede s
5o

Suspension of licensezs of forsign insurer in fail-
or unsafe condition to continue until such disability

O

b e

o]
<
®
O

32: When commissioner satisfied that insurer is again
EYQHL he shall give notice to insurer and its agents
at 1*5 business may be resumed.

O 0l

Insurer or agent shall not issue any policy during
ension.

i}
oxs

[Us]
0 b

n O e O1
r@,,

This clarifies the duration and effect of suspension,
self-expianatory.



CHAP, 5
AUTH. OF INSURERS -
GEN. REQUIREMENTS

§ 420. General corporation laws inapplicable to foreign
insurers

The general corporation laws of this State shall not apply
as to foreign insurers holiding certificates of authority to

transact insurance in this State.

5
0]
b

Comment: This is largely informative.

Insurers gualify under
the insurance code and not otherwise.



(Maine)
CHAP., 5

AUTH. OF INSURERS -
GEN. REQUIEREMENTS

— § 421. Commissiocner process agent for insurers

1. Before the commissioner shall authorize it to transact
insurance in this State, each insurer shall appoint the commis-
—>> sioner, and his successors in office, as its attorney to receive
service of legal process issued against the insurer in this
State. The appoiniment shall be made on a form as designated
and furnished by the commissioner, and shall be accompanied by
a copy of a resoclution of the board of directors or like govern-—
ing body of the insurer, if an incorporated insurer, showing
that those oificers who executed the appointment were duly
authorized to do so on behalf of the insurer.
2. The appointment shall be irrevocable, shall bind the
kkkkkkkkk insurer and any successor in interest or to the assets or lia-
bilities of the insurer, and shall remain in effect as long as
there is in force any contract of the insurer in this State or
any obligation of the insurer arising out of its transactions
in this State.

3. Bervice of such process against a foreign or alien
insurer shall be made only by service thereof upon the commis-
sioner.

4, BService of such process against a domestic insurer may
be made as provided hereunder, or in any cther manner provided
by law.

5. At the time of applicaticn for a certificate of author-

ity the insurer shall file the appointment with the commissioner,




(Maine)

§ 421 - Page 2

together with designation of the person to whom process against
it served upon the commissioner is to be forwarded., The insurer
may change such designation by a new filing.

6., A copy of such appointment, certified by the commis-
sioner, shall be received in evidence in all courts of this

State,

Me., 521i: Foreign insurer shall appoint commissioner its
process agent, upon whom all lawiul process in an action
or proceeding may be served with same effect as if the
company existed in this State. Authority ito continue in
force irrevocable as long as any liability remains against
the company in this State, Certificate of the appoint-
ment, duly certified and authenticated, shall be filed
with the commissioner, and copies certified by him ghall
be received in evidence in all courts of the state.

53
®
by
.

535: DMNotices and processes which under any law, bylaw
or policy, any person has occasion to give or serve on
the insurer, may be given to or served on its agent or
on the commissioner, with like effect as if given or
served on the principal.

952: Attorney-in-fact or reciprocal insurer shallil appoint
commissioner process agent of the insurer, irrevocably so
long as any liability remains outstanding in this State
against the subscribers.

1252: TYoreign insurer - surety, title, credit - shall
appoint commissioner process agent, on whom all lawful
procegs in any action or proceeding against the insurer,
may be served. To remain in force so long as any lia-
bility remains against the insurer in this State. Certif-
icate of the appointwment, duly certified and authenticated,
shall be filed with commissioner. Certified copy to be
received in evidence in all courts of this State.

Comment: This is a modern provision, incorporating the principles
and some of the detail of the existing law. Proposed 3 makes it
sure that the process reaches a responsible person., Proposed 5
expedites the handling of the process on the parts of both the
Commissioner and the insurer. The insurer may want to designate

a local person in order to save time. Proposed 6 is the same as
the present law,



(Maine)

CHAP, 5
AUTH, OF INSURERS -
GEN, REQUIREMENTS

§ 422, Serving process

1. Bervice of process against an insurer for whom the
commissioner is atiorney shall be made by delivering to and
leaving with the commissioner, his deputy, or a perscon in appar-
ent charge of his office during the commissioner's absence, two
copies of the process, together with fee therefor as specified
in section égzz (fee schedule) of this code, taxable as costs in
the action.

2. Upon such service the commissioner shall forthwith mail
by certified mail one of the copies of such process with the date
and time of service of same on the commissioner noted thereon,
td the person currently designated by the insurer to receive the
same as provided in section 421 of this chapter. Service of pro-
cess shall be complete when the same has been so mailed.

3. Process served in the manner provided by this section
shall for all purposes constitute valid and binding personal
service upon the insurer within this State.

4., The commissiconer shall keep 2 record of the day of
service upon him of all legal process.

Ref.: Me. 371: TFee for receiving service of process against
foreign insurer or fraternal is $2, paid by plaintiff
at time of service and recoverable as part of taxabkle
costs in the action.
521: Process served on commissioner as process agent of
foreign insurer has same legal force and validity as if
served on the insurer.

534: Whenever lawful process against insurer served on
commissioner, he shall forthwith notify the insurer of
such service by letter and within a reasonable time for-
ward a copy of the process, by mail, postpaid and

directed tc the officers of the insurer. Service so



(Maine)

(2o ]
} i)
(]
]

]

g

o)
g

D

B

made ig deemed sufficient service on the insurer, and

e Judgment rendersd therein shall bind the insurer as
valid in every respect, whether the defendants appear
or not,

ic
he

95%Z: BService on commissiocner as process agent of recip-
rocal insurer is valid and binding upon all subscribers.
Three copies of process shall be sco served, commissiocner
files one copy, forwards one to the attorney-in-fact of

the insurer, and returns one copy with admission of ser-
vice.

1252: DProcess served on commissioner under appointment
of foreign surety, title, credit insurer has same legal
force and validity as 1if served on the insurer. Ssrvice
on such process agent, or on any duly appointed agent of
the insurer in the state, is deemed sufficient service
on the insurer.

1253: Commissioner shall forthwith forward copy of pro-

cess, by mail, postpaid and directed to secretary of the
insurer,

Comment: Are 3 copies required in all service of process Now?
The fee for service is as high as $5 in some states. It will
appear in the fee schedule in a subsequent chapter.
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CHAP. 5
AUTH., OF INSURERS -
GEN. REQUIREMENTS

§ 423. Annual statement

1. Each auvthorized insurer shall annually on or before
March 1, or within any reasonable extension of time therefor
which the commissioner for good cause may have granted on or
before such March 1, file with the commissioner a full and true
statement of its financial condition, transactions and affairs
as of December 31 preceding. The statement shall be in the
general form and context of, and require information as called
for by, the form of annual statement as currently in general
and customary use in the United States for the type of insurer
and kinds of insurance to be reported upon, with any useful or
necessary modification or adaptation thereof and as supplemented
by additional information required by the commissioner. The
statement shall be verified by the oath of the insurer's presi-
dent or vice-president, and secretary or actuary as applicable,
or in the absence of the foregoing, by two other principal offi-
cers; or if a reciprocal insurer, by the cath of the attorney-
in-fact or its 1like officers if a corporation.

2., The statement of an alien insurer shall be verified by
its United States manager or other officer duly authorized, and
shall relate only to the insurer’s transactions and affairs in
the United States unless the commissioner requires otherwise.

If the commissioner regquires a statement as to such an insurer's
affairs throughout the world, the insurer shall file such state-

ment with the commissioner as soon as reasonably possible.
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3. The commissioner may refuse to continue, or may suspend
or revoke, the certificate of authority of any insurer failing to
file its annual statement when due.

4, At time of filing, the insurer shall pay the fee for
filing its asnnual statement as prescribed by section.ééf! (fee

schedule) of this code.

Ref.: Me. B57: Insurer shall annually by March 1st render to
commissioner either an exact statement, under ocath, of
its condition as on Dec. 3ist preceding, or its last
xhibit, setting forth its condition as required by
blanks approved by the commissioner., Except as to iife
insurers, comnissioner may for good and sufficient cause
shown, extend filing date for reasconable period,

955: Annual statement of a2 reciprocal insurer shall be
made to commissioner on or before Jan. 3ist. Attorney

not reguired to furnish names, addresses of any subscribers.
Vust furnish additional information as commissioner may
reguire.

1012: Assessment mutual casualty insurer shall on or
before Jan. 31ist annually reiturn to commissioner, in such
manner and form as he prescribes, statement of its affairs
for vear next preceding.

1257: Foreign credit, surety, title insurer shall in
month of January depoeosit with commissioner a statement of
its capital, assets and liabilities, investments and risks,
as of Dec. 31 next preceding, signed and sworn to by presi-
dent and secretary.

1259: Comnmissioner shall examine statements so filed,

and if found obscure, defective or unsatisfactory, shall
reguire answers under ocath from officers of insurer to

such interrogatories as he deems necessary to explain the
return and exhibit 2 full and accurate view of the business
and resources of the company. Failure to answer interrog-
atories for 30 days is ground for suspension of business
until satisfactory answers made.

Comment: This is a modern provision, in keeping with actual
practice. The form of annual statement is the subject of constant
study by the National Association of Insurance Commissioners, and
the forms reguire comprehensive and detailed disclosure of company
affairs.
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AUTH. OF INSURERS -
GEN. REQUIREMENTS

§ 424, Same - Penalty for late or false statement

1. An insurer failing, without just cause beyond the reason-
able control of the insurer, to file its annual statement as

reguired in section 423 of this chapter shall forfeit to the State

X
> W/‘g’

%5 for each day of delinguency.

2. Any director, officer, agent or employes of any
insurer who subscribes to, makes or concurs in making or publish-
ing, any annual or other statement reguired by law, knowing the
same tc contain any material statement which is false, shall be
punished by a fine of not more than $5,000, or by imprisonment for

not less than one yvear, or both such fine and imprisonment.

=

.: Me. B7: TForfeit %5 per day for each day's neglect to
file annual statement.

Comment: The %5 per day forfeit is an unusually mild penalty.
2 is added for consideration. Falsification of the annual state-
ment is a serious cffense.
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CHAP, 5
AUTH. OF INSURERS -
GEN., REQUIREMENTS

§ 425, Transactions with parent corporation, subsidiaries,
and affiliates

1. DNo insurer shall engage directly or indirectly in any
transaction or agreement with its parent corporation, or with any
subsidiary or affiliated person which shall result or tend to
result in:

A, Substitution through any method of any asset of the
insurer with an asset or assets of inferior guality or lower
fair market value; ov

B. Deception as to the true operating results of the
insurer; or

C. Deception as to the true financial condition of the
insurer; or

D. Allocation to the insurer of a proportion of the
expense of combined facilities or operations which is unfair
and unfaveorable to the insurer; 0T

%, Unfair, unnecessary or excessive charges against the
insurer for services, or facilities, or supplies, or reinsurance; or

F. Unfair and inadequate charges by the insurer for rein-
surance, services, facilities, or supplies furnished by the
insurer to others; oY

G. Payment by the insurer for services, facilities,
supplies, or reinsurance not reasonably needed by the insurer.

Z. In all transactions between the insurer and its parent

corporation, or involiving the insurer and any subsidiary or
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affiliated person, full recognition shall be given to the para-
mount duty and obligation of the insurer to proitect the interests

£

of peliicyholders, both existing and future.

3. TFor the purposes of this section a ‘'subsidiary" is a
perscon of which either the insurer and/or the parent corporation
holds practical contrel, and an "affiliated person’ is a person
controliled by any combination of the insurer, the parent corpora-

tion, a subsidiary, or the principal stockholders or officers or

directors of any of the foregoing.
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an jnsurer a wf;ch it owns 100% of the

Comment: This is a new and original section, and is largely a
basis for further consideration and discussion. The "holding
company problem” is much in the insurance press these days, and
the NAIC is conducting a study of possible statutory controls.
If this study produces tangible results in time for us, we may
use them. The suggested provision is designed tc catch the
usual ploys, and is broad enough to vest desirable rule making
power in the Commissioner through which he can spell out prac-—
tical devices for effectuating the law. 4 is a commonsense
exception since insurers are often operated as ''shell” companies
by the owner insurer, and since both are subject to examination
and annual report requirements there is little chance of decep-
tion,



CHAP. 5
AUTH. OF INSURERS -
EN. REQUIREMENTS

§ 426. Hesident agent, countersignature law

1. Z&xcept as provided in section 427 of this chapter, a
foreign authorized insurer shall not effect an insurance contract
covering a resident of this State, property situated in this
State, a risk incident to the performance or non-periormance of
any obligation to be performed in this State, or a risk incident
to any obligation which is governed by the laws of this State

though actually to be performed elsewhere, unless it is issued

[6)

) -

or countersigned by a duly licensed agent of the insurer resi-

2, The countersignature shall be in the manner provided by
section (countersignature of policies) of this code.
3. A nonresident agent or nonresident broker shall pay the

countersigning agent countersignature fee as provided by seciion

(countersignature fee) of this code.

803: Health policies must be countersigned by duly
licensed regident agent.

1209: Credit life, & & H policies shall be issued only
through holiders of licenses issued by commissioner.

Comment: This is the oresgent law. The countersi
are to be pliaced in those chapters dealing with a
they are the agents'’ responsibility. BRegquirement that the
policy be countersigned is imposed upon the insurers, and that
is why this provision appears in this chapter. bouaibrsignature
laws are beginning to fade, At least one state - Oregon - has
repealed its countersignature law at the reguest of the agents
asscciation.
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other political subdivision or agency of such other state, country
or province on Maine insurers or thelr agents or reprasentatives

e

or upon Maine brokers shall be deemed to be imposed by such state,
country oxr province within the meaning of this gsction.

4, This éec*ion shall not apply as to pergonal income
taxes, or as to ad valorem taxes on real or personal property,
or as to special purpose opligations or assessments imposed by
insurance

another state in connection with varticular kinds o

other than property insurance; except that deductions, from pre-

mium taxes or other taxeg otherwise payable, allowed on account

-
Joet

of real estate or personal property taxes paid shall be ialken into

consideration by the commissgioner in determining the propriety
and extent of retaliatory action under this section,

3. For the ypurposes of this gection the domicile of an
alien dnsurer, other than lunsurers formed under the laws of
Canada or a province thereof, shall be that state degignated by
iting filed with the commissioner at time of
admission to this State or within 6 months alter the effective
date of this Act, whichever date is the later, and may be any
one of the following states:

A, That in which the insurer was first authorized to

transact insuvance

by
LA

. That in which is located the insurer's principal place
of business in the United States; or
¢, That in which is held the largest deposit of trusteed

assets of the insurer fTor the protection of its policyholders



If the insurer makes no such designation, its domicile shall

be deemed tc be that state in which is located its principal
place of business in the United States.

4. The domicile of an insurer formed under the laws of
anada or a province thereof shall be as provided in section

o of this code.
PR S

Ref.: Me. 528: When by the laws of any other state of the
United States or province of the Dominion of Canada, any
fines, penzlities, licenses, fees or deposits, or other
Gbéigamlons or pvoh1b1t~oos in excess of those imposed by
the laws of the state upon foreign insurance companies
and their agentis are imposed on insurance conmpanies of
tnls State and their agents, the same fines, licenses,

ees or deposits, penalties, obligations or prohibitions

be _mnosed ULGE all 1nsvramce companies of such

of the United States or province of the Dominion of

and th eir agents doing business in or applying for

n to this EState. ALl insurance companies incor-

by another country shall be regarded for the

of this section as though incorporated in the

they have elected fo make their deposit and
iﬂelr principal agency in the United States.
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mment: This is a modern provision with broad scope and flexi-
11xy, which has been adopted in most recent insurance code
Yo

sulted in a good aegreaigg standardization of insurance taxes
d requirements hro&@a/t ne nation.
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isions. The retaliatory law serves as useful function, and has
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CHAPTER 7

FEES AND TAXES

§ 601. TFee schedule

The commissioner shall collect in advance, and persons soO
served shall pay to the commissioner, fees, licenses and miscel-
laneous charges as fodlows:

1. 1Insurer's certificate of authority

A, For filing application for initial certificate

of authority, including all documents submitted

as part of such application $ 500700 Foo
B. Issuance, and each annual continuation 45700 /oo
C. Reinstatement (section 415 of this code),

Annual continuation fee plus 50% thereof.

2. Charter documents (other than those filed with

application for certificate of authority). Filing
amendments to certificate of organization, arti-
cles or certificate of incorporation, charter,

bylaws, power of attorney (as to reciprocal insur-

ers), and other constituent documents of the BXRR
insurer, each document 5.00
3. Annual statement of insurer, filing 50.00

4, Service of process

Acceptance of service of process 5.00

5. Agents' licenses and appointments

A. Application for original resident agent license

and issuance, if issued
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Ch. 7

§ 601 - page 2 Fees and taxes
E=]

Life agents
Other agents
B. Appointment of resident agent, each insurer
Life agent
Other agents
Annual continuation of appointment
Life agent
Other agents
C. Temporary license
D. Limited license (section _____of this code)
E. Nonresident agent license, application and
issuance, if issued
Life’Agonts
Other.agents
Appointment of such agent, each insurer
Life agent
Other agents
Annual continuation of appointment
Life agent
Other agents

6., Broker licenses

A. Resident broker, application for original
license and issuance, if issued
Annual continuation

B. Nonresident broker, application for original
license and issuance, if issued

Annual continuation

C. Surplus lines broker, application for original

license and issuance, if issued

2

$ 5.00

5.00

5.00

5.00

5.00

15.00

TO0700"

5.00

5.00

——
3.00

25.00

25.00

50.00
50.00

e gy

2060 &

&, ;é‘”% -5+
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FEES AND TAXES

§ 601, Fee schedule

The commissioner shall collect in advance, and persons soO
served shall pay to the commissioner, fees, licenses and miscel-
laneous charges as follows:

1. Insurer's certificate of authority

A, For filiﬂg application for initial certificate

of authority, including all documents submitted

as part of such application $ 560700 Joo
B. Issuance, and each annual continuation . #Tﬂﬁﬂ /&0
C. Reinstatement (section 415 of this code),

.Annual continuation fee plus 50% thereof.

2. Charter documents (other than those filed with

application for certificate of authority). Filing
amendments to certificate of organization, arti-
cles or certificate of incorporation, charter,

bylaws, power of attorney {(as to reciprocal insur-

ers), and other constituént documents of the BXER
insurer, each document 5.00
3. Annual statement of insurer, filing 50,00

4. Service of process

~Eiling--power-0f~attorney . fumiim e s e R ey

Acceptance of service of process 5.00

5. Agents' licenses a7l appointments

A, Application for orizinal resident agent license

and issuance, if issued
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§ 601 -

C.
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E.

Ch. 7

Life agents

Other agents

Appointment of resident agent, each insurer

Life agent
Other agents
Annual continuation of appointment
Life agent:
Other agents
Temporary license
Limited license (section ___ of this code)
Nonresident agent license, application and
issuance, ifwissued
Lifethgonts
Other.agepts
Appoihtment of'such agent, each insurer
Life agent
Other agents
- Annual continuation of appointment
Life agent
Otheriagents

Broker licenses

Resident broker, application for original
license and issuance, if issued

Annual continuation

Nonresident broker, appiication for original

license and issuance, if issued

Annual continuation

Surplus lines broker, application for original

license and issuance, if issued
P - !

.ot

Fees and taxes

$ 5.00

5.00

5.00

w30 0c-

5.00
a3.00x.x o
5.00

15.00

5.00

o

00
5.00

3700

25.00

25.00

50.00

50.00

2000 154
Lro ad
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Ch. 7

§ 601 - page 3

10.

11.

12.

FEES & TAXES

Consultant license

Application for original license and
issuance, if issued $ 25.00
Annual continuation . 25.00

Adjuster license

Application for original license and
issuance, if issued 5.00

Annual continuation 5.00

Examination for license

Filing application for each examination,

‘other than consultants 10.00

Consultants, filing application, each
examination ) 26.00

Insurance vending machines

Filing application for license and issuance,

e . . : _/fd,gb
if issued, each machine «10+00

. oo " . . - a8
Annual continuation of license, each machine 0H60 50

Certified copy Qf insurer certificate of

authority or of any license issued under

this code ‘ 2.00
Copies of other documents on file in the

department

W
/\/ AG e £ ( oL {) LA e ,';ﬁ‘—“‘ : m '(“4. ”"3’:’& “"’/?é’tt»#«w P é

o per=folic..ofx :,ngfﬁﬂﬁ and for ]

certifying and affixing official seal, $1.00.
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§ 601 - page 4

Ref.:

ME. 371:

Ch. 7

FEES & TAXES

License to road or tourist service $20.00

Domestic mi:iual ussessment fire insurer
exempied Ivem fze

Certificate of authority, foreign insurer,

foreign surety co., foreign fraternal 50.00

Certificate of gusliification, domestic

insurer, to act under its charter 50.00
Hospital, medical service organization,
annual liceunse 20.00

Certificate of authority, reciprocal

insurer 50.00

Agent, broker licenses, issuance and renewal

Resident agent, insurer, surety, frat-
ernal 2.00
Domestic mutual fire insurer exempted

Nonresident agent 10.00
Resident broker 25.00
nonresident broker 50.00

Organizatic., as agent, 32 each resident
and $10 each nonresident named

Domestic mutual fire insurer exempted

Organization broker, $25 each resident and
$50 each nonresident named.

Surplus line broker 20.00
Adjﬁster license, issuance, renewal 2.00
Exam of agents, brokers adjusters 10.00
Filing annual statement of insurer 50.00
‘Domestic mutual assessment insurer
exempted
Receiving s rvice of procéss 2.00
Road, tourist service agent license 2.00
Medicai, hospital service agent license 2.00
Lightning rod manufacturer license 20.00

Salesman 2.00
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Ch. 7
FEES & TAXES

§ 601 ~ page 5

1013. Assessment casualty co. fees are same as for
Life insurer.

Comment: This is a tentative fee schedule, reflecting some changes:
A new fee for filing application {oxr original certificate of authority
is provided, since the Stats musi examine the application and often
engage 1in extensive correspradence with the applicant insurer. The
Certificate of Authority zZec is ncreased from $50 to $75, but only

one such Certificate is ©7 » re-uired of the same insurer; whereas
under present law an additional certitiiicate is required if the
insurer also transacts surety ir: rance. A new fee for original
license of agent is provided - v;uOO and the appointment fee is

raised from $2 to $5 per yvear. A4 new license category - Consult-
ants < is provided for, and the fee is set at $25, the same as for

a resident broker. Perhaps the Consultant fee should be larger as

a means of discouraging those not seriously involved as Consultants.
Adjuster’s license fee is raised from 32 to $5 per year. A new
category of license exams is provided for - that of ponsultant, at
$25. This is a2 comprehensiv: ex:n, more so than for agent or broker.
Insurance vendiag machine license is provided for at $lO per year -
this is equal to an origina: agent license and one appointment. °

In general the present Kaine Zee schedule is on the low side,
in comparison with other states. The suggested schedule is for
consideration.

Note: tems appearing in subdivision 5 - Agents license and appoint-
ments - reflects suggestions made to Commissioner Hogerty by
the “"advisory Board on Examinations of Life Insurance Agents,'
and are presented for consideration. In some instances the
arounts shown are different tham those so recommended, but the
cver-all effect will be similar under the permanent license
system proposed.
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Ch. 7

§ 601 - page 3

10.

11.

i2.

FEES & TAXES

Conswyltant license

Application for original license and
issuance, if issued
Annual continuation

Adjuster license

Application for original license and
issuance, if issued
Annual continuation

Examination for license

Filing application for each examination,
other than consultants

Consultants, filing application, each
examination

Insurance vending machines

Filing application for license and issuance,
if issued, each machine
Annual continuation of license, each machine

Certified copy of insurer certificate of

authority or of any license issued under
this code
Copies of other documents on file in the

department:

it ff

f;%%
.. W@Hdey and for

certifying and affixing official seal, $1.00.

Gk o
et

$ 25.00

25.00

5.00
5.00
10.00

25.00
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Ref.:

ME. 371:

Ch. 7

FEES & TAXES

License to road or tourist service $20.00

Domestic mutual assessment fire insurer
exempted from fee

Certificate of authority, foreign insurer,
foreign surety co., foreign fraternal 50.00

Certificate of qualification, domestic
insurer, to act under its charter 50.00

Hospital, medical service organization,
annual license 20.00

Certificate of authority, reciprocal
insurer 50.00

Agent, broker licenses, issuance and renewal
Resident agent, insurer, surety, frat-

ernal 2.00
Domestic mutual fire insurer exempted

Nonresident agent 10.00
Resident broker 25.00
nonresident broker 50.00

Organization as agent, $2 each resident
and $10 each nonresident named

Domestic mutual fire insurer exempted

Organization broker, $25 each resident and
$50 each nonresident named.

Surplus line broker 20.00
Adjuster license, issuance, renewal 2.00
Exam of agents, brokers adjusters 10.00
Filing annual statement of insurer 50.00
Domestic mutual assessment insurer
exempted
Receiving service of process 2.00
Road, tourist service agent license 2.00
Medical, hospital service agent license 2.00
Lightning rod manufacturer license 20.00

Salesman 2.00
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1013. Assessment casualty co. fees are same as for
Life insurer.

Comment: This is a tentative fee schedule, reflecting some changes:
A new fee for filing application for original certificate of authority
is provided, since the State must examine the application and often
engage in extensive correspondence with the applicant insurer. The
Certificate of Authority fee is increased from $50 to $75, but only
one such Certificate is fto be required of the same insurer; whereas
under present law an additional certificate is required if the
insurer also transacts surety insurance. A new fee for original
license of agent is provided - $5.00, and the appointment fee is
raised from $2 to $5 per year. A new license category - Consult-
ants =< is provided for, and the fee is set at $25, the same as for

a resident broker. Perhaps the Consultant fee should be larger as

a means of discouraging those not seriously involved as Consultants.
Adjuster’'s license fee is raised from $2 to $5 per year. A new
category of license exams is provided for - that of Comnsultant, at
$25. This is a comprehensive exam, more so than for agent or broker.
Insurance vending machine license is provided for at $10 per year -
this is equal to an original agent license and one appointment.

In general the present Maine fee schedule is on the low side,
in comparison with other states. The suggested schedule is for
consideration.

Note: Items appearing in subdivision 5 - Agents license and appoint-
ments - reflects suggestions made to Commissioner Hogerty by
the "advisory Board on Examinations of Life Insurance Agents,”
and are presented for comsideration. In some instances the
amounts shown are different than those s¢ recommended, but the
over-all effect will be similar under the permanent license
system proposed.
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§ 602, Tax on premiums and annuity considerations

As to returns and ftaxes on premiums and annuity considera-

tions refer to 36 MRSA Ch. 357, section 2311 et seq.

Ref.: Me. 421: Annuity companies are subject to taxation same

as life insurers.

Comment: This is for information of those using the code.
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§ 603. Record, remittance of fees

The commissioner shall keep a correct account of all fees
and moneys received by him by virtue of his office, and shall

pay over the same to the Treasurer of State forthwith.

Ref.: Me. 51: As above.

Comment: This is the present law. Any refinement or supplementa-

tion desirable?
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FEES & TAXES

§ 604. Insurance regulatory fund

1., There is created in the State Treasury a dedicated
account to be designated the 2Zﬁ/ﬁrance regulatory fund™, the
funds of which are hereby appropriated for theighgport and
maintenance of the Insurance Department.

2. The Treasurer of State shall credit the following
funds to the insurance regulatory fund:

A, TQe balance, if ;ny, remaining on the effective date
of this Act of funds allocated to the department pursuant to
23 MRSA § 372;

B. Fees, licenses and other charges collected and remitted
by the commissioner under section 601 (fee schedule) of this

chapter, or as increased pursuant to section 428 (retaliatory
provision)

/Bxxx of this code; and

= C —An-amount-equalto—5%" ofwthe aggregate -amount-received

//

bymxhewsxate after the pffnctlve date of this~Act pursuant-to

the tax-on; 0r as measured’ by, 1nsurance premlums and anpuity

con51derat10ns.

e
o wd‘,,{ Tt

3. Expenditures by the department from the insurance regula-

tory fund shall be subject to budget control in the same manner

as applies to departments of State in general.

Ref.: ME. 372: Fees collected under sec. 371, subsections 1 and 8
(includes certificate of authority of insurer and annual
statement filing fees only), shall be used solely to defray
administrative expenses for examining companies, reviewing
and audition annual statements, and regulating rates as
required by this Title.

Art. V, Part 4, sec. 4 of State Constitution: Money to be
drawn from treasury in consequence of appropriation authorized
by law.
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Comment: The problem of an adequate appropriation for maintenance
of an effective Insurance Depariment is one which recurs each
legislative session. The premium tax was originally designed

for this purpose, but has instead, become a principal source of
general revenue for the State. Many states now have special

funds set aside for the financing of the Insurance Department.
Commissioner Hogerty has requested that consideration be given

to allocating a portion of the revenues from the tax on premiums
and annuity considerations to a "dedicated account'" for the support,
etc. of the Department, or that there be a special premium tax for the
same purpose, for which insurers would receive credit upon the
general premium tax. All in all a "dedicated account' of the type
above proposed would be the easiest to administer. A special tax
would encounter problems of concurrency with the general premium
tax. I am told that the premium tax is producing revenue of about
$3,000,000 per year for the State, and that the Insurance Depart-
ment budget runs about $130,000 per year, or about 4-1/3%. I have
no figures as to income from fees and charges. On that basis 5%

of premium taxes plus fees, etc. should provide a reasonably ade~
quate fund.

This is all for consideration.

Is there a better name for this account?



(Me)

Ch. 7
FEES & TAXES

§ 605. In lieu, pre-emption provision

1. The fees, charges and premium taxes imposed by the
Gtate shall be in lieu of all county and municipal license
fees and taxes upon the business of insurance in this State,
excepting property taxes.

2. The state hereby preempts the field of regulating,
or of imposing excise, privilege, franchise, income, license,
permit, registration and similar taxes, licenses and fees upon,
insurers and their general agents, agents and other representa-
tives as such; and on the intangible property of insurers or
such representatives; and all political subdivigions or agencies
thereof in this State are prohibited from regulating insurers
or their general agents, agents and other representatives as
such, and from imposing upon them any such tax, license, or
fee. Excépt, that this provision shall not prohibit the imposi-
tion by political subdivisions of taxes upon real and tangible

personal property.

Ref.: 36 MRSA § 2511: Domestic life insurer, in lieu of all
other taxation, shall pay premium tax and real estate tax.

Comment: This is a typical "in lieu and pre-emption' provision
such as in force in many states. Do Maine municipalities noWp) levy
taxes of any kind on insurance premiums, or insurer, agents, etc.
as such? Such municipal or county taxation may create serious
problems of accounting, as well as of mobility for agents. This
is for consideration, and enactment would be helpful if munici-
palities are not already taxing the business and those engaged
therein,
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CHAPTER 13

INVESTMENTS

§ 1101. Scope of chapter

1. Except as provided in seetion 1137 of this chapter, this
chapter applies to domestic insurers only.

2. Except as to sections 1102 (investments of insurers
other than life) and 1115 (investments in subsidiaries) of
this chapter, this chapter applies only as to:

A, Life insurance;

B. Annuity contracts; and

C. Health insurance, except where transacted by an insurer

which also transacts casualty or property insurance.

Ref.,:

Comment: A desirable provision so that it is not necessary to
read entire chapter to find out who is governed thereby. The
domestic non-life insurers appear to be well satisfied with the
present law under which thelir investments are governed by the
savings bank investment law. It is proposed to continue this
arrangement in this draft. Investment in subsidiaries is, how-
ever, an area likewise of interest to non-life insurers. Where
health insurance is transacted by a multiple line insurer it
should be able to make all its investments under the same law.
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August 14,

Mr. Rcobert D. Williams

Williams & Williams

Suite 33 White-dHenry-8Stuart Bldg.
Seattle, Washincton SEgildl

Dear Mr. Williams: ™

2t a recent Commission meeting we had som
discussicn con your Chapter 13, Investments. Commissioner
Hogerty raised some oijecticn to Section 1102 wiich

would leave investment of non-life insurer™s under the
presgsent Savings Bank law.

e

1 encl@se a suggested revision of Section 1102
which would Lring the non-life insurer™s under Chapter
13, but would take into consideration the many differences
between life companies or fire and casualty companies,

I am mailing this direct to you i«
to consider prior to your visit A
sending copies to the Secretary
Commigsioner Hogerty.

o ¢ive you a chance
agust 26, and am alsc
£ tne Commission and

"

O

I cannot, of course, guarantee tiiat the domestic

companies would be satisfied with this but feel they
might be willing tc c¢c along on somé such suggestion.

Very truly yours,

GWS /1
cc: Claude HW. Trask

Encl.

& A ET .

?Z i) ol
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7 Sec. 1102

/

Investment of domestic insurer's other than life shall be
invested in such manner as is subject to sections 1103, 1104, 1105,
1110, 1111 and may be diversified as set forth in section 1106A
(in lieu of 1106).

Suggested 1106A Diversification by non-life insurer's.

X A non-life insurer's investment shall be subject to the
following diversification requirements and limitations:

1. Not less than 50% of the insurer's assets in aggregate
amount shall consist of cash funds, agent balances under 20 days and
investments eligible under the following sections of this chapter:

1107
1108
1109
1112
1lle
1117
1118
111¢
1120
1124
1126

HuHiOHEBUOOQOD P

2. The insurer shall not invest more than 85% of surplus
in aggregate amount in all investments eligible under the following
Bections of this chapter:

A 1113
B 1114
C 1115
D 1120-~-2

3. The insurer shall not invest over 15% of its assets
in real estate as described in Section 1125-1a (in lieu of 10% for
life companies) .

4. éhe imsurer shall not invest over 10% of its assets in
the aggregate in so-called prudent man or miscellaneous investments.
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@7 § 1102. Investments of insurer other than life

b > b

Excepﬁ;as provided in sectién 1101 of this chapter the

)

funds of domestlc 1nsurers shall be invested in such manner
and in scch assets as applles to investments of sav%ngs banks
of thls State under Tltle 9, chapter 51, Malne Rev1sed Statutes
Annotated subJect to the rlght of such 1nsurers to invest not

to exceed 5% of assets also in securltles of subSLdlary corpora-
- For
tlons as prov1ded in section 1115 of this chapter. /the purpose

,)

of thls prov1s1on, and except Where context otherw1se requlres,
“dep051ts“ as used in such savings bank 1nvestment law shall by
deemed to refer to the "assets" of an insurer, and "bank" shall

be deemed to refer to "“insurer.m

Ref.: Me. 596: Paid-in capital stock of domestic insurer, and
such part of surplus as commissiocner may direct shall be
invested in such manner and in such funds, stocks and bonds
as savings banks of this State may invest, as provided in
Title 9, chapter 51, and said insurance companies shall be
restricted in their investments of the above amounts in the
same manner as are the savings banks of this State.

2308: Medical, hospital service corporations restricted
in investments in same manner as are savings banks in this
State.

Comment: Self-explanatory.

It is noted that existing 596, above, governs only the invest-
ment of capital and surplus. What about the investment of
reserves? Do we want a mandatory investment law as to the
reserves o0f non-life insurers?
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§ 1103. Eligible investments

1. Insurers shall hereafter invest in or lend their funds
on the security of, and shall hold as invested assets, only
eligible investments as prescribed in this chapter.

2, Any particular investment held by an insurer on the
effective date of this Act, which was a legal investment at the
time it was made; and which the insurer was legally entitled to
possess immediately prior to such effective date, shall be deemed
to be an eligible investment.

3. Eligibility of an investment shall be determined as of
the date of its making or acquisition, except as stated in sub-
section 2 above.

4, Any investment limitation or diversification require-
ment based upon the amount of the insurer's assets or particular
funds shall relate to such assets or funds as shown by the insurer's
annual statement as of the December 31 next preceding date of ac-
quisition of the investment by the insurer, or as shown by a
current applicable financial statement resulting from merger of

another insurer, bulk reinsurance, or change in capitalization.

Ref.: Me. 519: Life, casualty, accident, health, liability, etc.
insurer must have paid-up capital of at least $100,000 '‘well
invested in or secured by real estate, bonds, stocks or. secur-
ities other than names alone; of if a mutual company, net
cash assets to the amount aforesaid.”

1254: Foreign surety, credit, title insurer must have
$250,000 paid-up capital, well invested in or well secured
by real estate, fonds, stock or securities other than names
alone, or if a mutual company, net cash assets of the amount
aforesaid.

Comment: These are basic '"ground rules".
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§ 1104. General qualifications

1. No security or investment (other than real and personal
property acquired under section 1125 (real estate) of this chap-
ter), shall be eligible for acquisition unless it is interest
bearing or interest accruing or emtitled to dividends or is
otherwise income-earning, is not then in default in any respect,
and the insurer is entitled to receive for its exclusive account
and benefit the interest or income accruing thereon.

2. No security or investment shall be eligible for purchase
at a price above its fair value or market value.

3. ©No provision of this chapter shall prohibit the acquisi-
tion by an insurer of other or additional securities or property
if received as a dividend or as a lawful distribution of assets,
or upon a debt or judgment, or under a lawful amd bona fide
agreement of bulk reinsurance, merger, or consoclidation., Any
security or property so acquired which is not otherwise an
eligible investment under this chapter shall bedisposed of
pursuant to section 1133 of this chapter if real estate, or
pursuant to section 1134 of this chapter if personal property

or securities.

REF.:

Comment: Thisis further basic "housekeeping."
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§ 1105. Authorization, record of investments

1. An insurer shall not make any investment or loan
(other than policy loans or annuity contract loans of a life
insurer) unless the same is authorized or approved by the
insurer's board of directors or by a committee thereof
charged with supervision of investments and loauns.

2. The insurer shall maintain a full record of each
investment, showing, among other pertinent information,
the name of any officer, director or principal stockholder
of the insurer having any direct, indirect, or contingent
interest in the securities, loan, or property constituting
the investment, or in the person in whose behalf the invest-

ment is made, and the nature of such interest.

Ref.:

Comment: Subsection 2 is concerned with conflict of interest

situations, and supplements the annual statement in this respect.
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§ 1106, Diversification

An insurer's investments shall be subject to the following
diversification requirements and limitations:

1. Not less than 60%,0f the insurer's assets in aggregate
amount shall consist of cash funds and investments eligible
under the following sections of this chapter:

A. 1107 (public obligations);

B. 1108 (obligations, stock of certain federal and inter-
national agencies);

C. 1109 (corporate obligations);

D. 1116 (trustees' or receivers' obligations);

E. 1117 (equipment trust certificates);

F. 1118 (acceptances, bills of exchange);

G. 1119 (savings institutions);

H. 1120-1 (bank's common trust fund);

I. 1121 (hydrocarbon production payments);

J. 1122 (policy loans);

K. 1124 (mortgage loans);

L. 1126 (housing developments); and

M. 1130 (investments in foreign countries).

2. The insurer shall not invest over 20% of its assets in
aggregate amount in all investments eligible under the following
sections of this chapter:

A, 1112 (preferred or guaranteed stocks);

B. 1113 (common stocks);

C. 1114 . (insurance stocks);

D. 1115 (stocks of subsidiaries) as to subsidiary iansurance
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corporations; and

E. 1120-2 (mutual funds).

3. The insurer shall not invest over 19% of its assets
in aggregate amount in all investmenfs eligible under section
1125 (real estate) of this chapter.

4, The insurer shall not invest over 10% of its assets in

investments eligible under section 1127 (leased property) of

this chapter. . L.

5. /N An iﬁéﬁéefﬁshall not invest in the aggregate an amount
in excess of 35% of its surplus as to policyholders in all invest-
ments eligible under the section 1115 (stocks of subsidiaries)
of this/chapter. "Surplus as to policyholders™" is as defined
in section of this code.

6. Except as otherwise expressly provided an insurer shall
not invest more than JLQ_% of its assets in the securities of
any one person, other than investments eligible under the follow-
ing sections of this chapter:

A, 1107 (public obligations);

B. 1108 (obligations, stock of certain federal and inter-
national agencies); and

C. 1122 (policy loans).

7. Other investment limitations shall be as provided in

particular sections of this chapter.

Ref.:
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Comment: This is a basis for further consideration. A suitable
diversification provision is desirable, but involves problems.

Some of the limitations above presented are as suggested on behalf
of Maine life insurers. The percentage in proposed 6 is left blank
intentionally, in order to be open for discussion. Also for consid-
eration is the desirability of limiting investment in voting shares
of corporations other than subsidiaries of the insurer.
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§ 1107. Public obligations

An insurer may invest in bonds or other evidences of indebt-
edness, not in default as to principal or interest, which are
valid and legally authorized obligations issued, assumed, or
guaranteed by the United States or by any state thereof, or
by Canada or any of the provinces thereof, or by any county,
city, town, village, municipality or district therein or by
any political subdivision thereof or by a public instrumentality
of one or more of the foregoing, if, by statutory or other legal
requirements applicable thereto, such obligations are payable,
as to both principal and interest, from (1) taxes levied or by
law required to be levied upon all taxable property or all tax-
able income within the jurisdiction of such governmental unit,
or from (2) adequate special revenues pledged or otherwise
appropriated or by law required to be provided for the purpose
of such payment; but not including any obligation payable sole-
1y out of special assessments on properties benefited by local
improvements unless adequate security is evidenced by the ratio
of assessment to the value of the property or the obligation
is additionally secured by an adequate guaranty fund required

by law.

Ref.:

Comment: This is essentially N.Y. §81(1), with extension to

Canadian public obligations - which might be of special interest

to Maine insurers - and with addition of '""unless adequate security

is evidenced by the ratio of assessment to the value of the property"
etc. at the end of the section relative to local improvement secur-
ities. These modifications are for consideration.

At the request of Maine life insurers, this chapter will make extensive
use of the investment provision from, or based upon, the New York
insurance code.



(me)

Ch. 13
INVESTMENTS

§ 1108 Obligations, stock of certain federal
—and international agencies

An insurer may invest in the obligations, and/or stock

where stated, issued, assumed or guaranteed by the following
agencies of the government of the United States of America,
or in which such government is a participant, whether or not
such obligations are guaranteed by such government:

1. Farm Loan Bank.

2. Commodity Credit Corporation.

3. Federal Intermediate Credit Banks.

4, Federal Land Banks.

5., Central Bank for Cooperatives.

6. Federal Home Loan Banks, and stock thereof.

7. Federal National Mortgage Association, and stock thereof
when acquired in connection with sale of mortgage loans to such
Association.

8., International Bank for Reconstruction and Development.

9. Inter-American Development Bank.

10. Asian Development Bank.
11. Any other similar agency of, or participatéd in by,
the government of the United States of America and of similar

financial guality.

Ref.: 9 MRSA § 603: Savings bank may invest in securities of
Federal Land Banks, Federal Intermediate Credit Banks, Banks
for Cooperatives, Federal Home Loan Bank, International Bank
for Reconstruction and Development, Inter-American Develop-
ment Bank.
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Comment: The list of the quasi-governmental institutions is

constantly growing, and each likes to be included by specific
designation. The Asian Development Bank is the most recent to

be heard from.
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§ 1109. Corporate obligations

An insurer may invest in obligations, other than those eligible
for investment under section 1124 (mortgage loans) of this chapter,
issued, assumed or guaranteed by any solvent institution created
or existing under the laws of the United States or of Canada, or
of any state, province, district or territory thereof, which are
not in default as to principal or interest and which are qualified
under any of the following:

1. Obligations (including also bonds, notes or other obliga-
tions of corporations engaged primarily in the business of owning
or holding or leasing real property, secured by one or more mort-
gages on real estate and/or by assignment of one or more leases
on real estate) secured by adequate collateral security and

““““ bearing fixed interest and if during each of any 3, including
either of the last 2, fiscal years of a period of not less than
3nor more than 5 fiscal years next preceding the date of acquisi-
tion by the insurer, the net earnings of the issuing, assuming or
guaranteeing institution available for its fixed charges, as
defined in section 1110 of this chapter, shall have been not less
than one and one-quarter times the total of its fixed charges for
such year, or obligations which, at the date of acquisition by
the insurer, are adequately secured and have investment qualities
and characteristics wherein the speculative elements are not pre-
dominant. In determining the adequacy of collateral security,
not more than one~third of the total value of such required collat-

eral shall consist of stock other than stock meeting the require-

ments of section 1112 (preferred or guaranteed stock) of this

chapter.
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2, Fixed interest bearing obligations, other than those
described in paragraph 1 above, if the net earnings of the
issuing, assuming or guaranteeing institution available for
its fixed charges for a period of 5 fiscal years next preced-
ing the date of acquisition by the insurer have averaged per
year not less than one and one-half times its annual fixed
charges applicable to such period and if during either of the
last 2 years of such period such net earnings have been not
less than one and one-half times its fixed charges for such
year.

3. Adjustiment, income or other contingent interest obliga-
tions if the net earnings of the issuing, assuming or guarantee-
ing institution available for its fixed charges for a period of
5 fiscal years next preceding the date of acquisition by the
insurer have averaged per year not less than one and one-half
times the sum of its average annual fixed charges and its average
annual maximum contingent interest applicable to such period and
if during either of the last 2 years of such period such net
earnings have been not less than one and one-half times the sum
of its fixed charges andmximum contingent interest for such year.

4, Fixed interest bearing obligations, other than those
described in paragraphs l:.and 2 above, if A. net earnings of
the issuing, assuming or guaranteeing institution available for
its fixed charges for a period of 5 fiscal years next preceding
the date of acquisition by the insurer have averaged per year

not less than one and one-quarter times its average annual fixed

charges applicable to such period and if during each of any 4

fiscal years of such period such net earnings have been not less
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than one and one-quarter times its fixed charges for such year,
B. the net earnings of such institution available for its fixed
charges during a period of not less than 7 nor more than 10 fiscal
years next preceding the date of acquisition by the insurer have
been such that for each of any 7 fiscal years of such period such
net earnings have been not less than one and one-~quarter times
its fixed charges for such year, and C. the liquid assets of

such institution have been not less than 105% of its liabilities
(other than capital stock and surplus). For the purposes of

this paragraph 4, "liquid assets' and "liabilities' shall be
determined in reliénce upon the latest regular financial state-
ment of the issuing, assuming or guaranteeing institution pre-
pared as of a date not more than 15 months prior to the date

of acquisition by the insurer; if net earnings are determined

in reliance upon consolidated earnings statements of parent and
subsidiary institutions, "liquid assets'™ and "liabilities' shall
be determined in reliance upon a consolidated financial statement
of parent and subsidiary institutions after treating any minority
stock interest in such subsidiary institutions as a liability;
and the term "liquid assets’ shall mean the sum of cash, receiv-
ables or portions thereof, as the case may be, payable on demand
or not more than 10 years after the date as of which the determina-
tion thereof is made for the purposes 0of this paragraph 4, and
readily marketable securities, in each case less applicable

reserves and unearned income,

Ref.:
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Comment: This is N.Y. 81(2), as amended in 1967, with minor

editing, and with general definitions set up in subsequent -~ =/ #¢ -F

sections. The provision has been extended to cover Canadian
investments, and the parenthetical clause has been inserted
in paragraph 1 pursuant to the ruling of 11-27-61 of the N.Y.
Supt. of Insurance, and for consideration at the request of
a Maine insurer.
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§ 1110. Same -~ Certain terms defined - Net earnings

1. Certain terms used are defined for the purposes of this
chapter as follows:

A, "Obligations™ includes bonds, debenture, notes or other
evidences of indebtedness.

B, . "Institution" includes a corporation, a joint-stock
association and a business trust.

C. . "Net earnings available for fixed charges' means
net income after deducting operating and maintenance éxpenses,
taxes other than federal, state and other income taxes, deprecia-
tion and depletion, but excluding extraordinary nonrecurring
items of income or expense appearing in the regular financial
statements of the issuing, assuming or guaranteeing institutions.

D. . "Fixed charges’ includes interest on funded and
unfunded debt, amortization of debt discount, and rentals for
leased properties. ‘

2. If net earnings are determined in reliance upon consoli-
dated earnings statements of parent and subsidiary institutions,
such net earnings shall be determined after provisions for income
taxes of only those subsidiaries in which the parent institution
owns directly or indirectly less than 90% of all classes of voting
stock, and after proper allowance for minority stock interest,
if any; and the required coverage of fixed charges shall be com-
puted on a basis including fixed chages and preferred dividends
of subsidiaries other than those payable by such subsidiaries
to the parent corporation or to any other of such subsidiaries,
except that if the minority common stock interest in the subsid-

iary corporation is substantial, the fixed charges and preferred
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dividends may be apportioned in accordance with regulations

prescribed by the commissioner.

Ref.:

Comment: This is N. Y. 81(2), part, as amended.
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§ 1111. Same - Application of earnings test

In applying the earnings tests under this chapter to any
institution for any period, whether or not in legal existence
at the beginning of such period:

1. Earnings from the beginning of such period may include,
as determined in accordance with adjusted or pro forma consolidated
earnings statements, earnings of any other institution the assets
of which have been acquired substantially as an entirety by pur-
chase, merger, consolidation or otherwise after the beginning of
such period. If less than substantially all the assets of another
institution have been s0 acquired, and such assets counstitute
either substantially all the assets of the acquiring institution
immediately after such acquisition or substantially all the assets
theretofore employed by such other ingtitution in a divisional,
branch or other unit operation, the earnings determined to be
properly attributable to the assets so acquired may be so included,
if certified by an independent accountant approved by the insurer
to be earnings so attributable. If any such acquisition of assets
has been made from a business enterprise other than an institution,
the earnings determined to be attributable to the assets so acquired
may likewise be so included if so certified. In the case of any
such inclusion of earnings of assets so acquired, fixed charges,
contingent interest or dividends for the period of such inclusion
shall be either A. the fixed charges, contingent interest or
dividends for such period determined in accordance with adjusted
or pro forma consolidated statements for such period giving effect

to any additional fixed charges or contingent interest existing or

dividends on stock or shares outstanding, immediately after such
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acquisition, properly attributable to such acguisition, as
certified by an independent accountant approved by the insurer

to be such fixed charges, contingent interest or dividends so
determined, or B. the fixed charges or coantingent interest exist-
ing or dividends on stock or shares outstanding immediately after
such acquisition.

2, If any institution has been reorganized pursuant to the
bankruptcy law after the beginning of such period, earnings prior
to such reorganization of the institution so reorganized may be
so included. In the case of the inclusion of earnings prior to
such a reorganization, fixed charges, contingent interest or
dividends for the period of such inclusion shall be fixed charges
or contingent interest existing or dividends on stock or shares
outstanding immediately after such reorganization.

3. If earnings are determined in reliance on consolidated

institutions
earnings statements of parent and subsidiary/kzsgxgkomx, A. the
provisions of this paragraph may also be applied in determining
earnings of any subsidiary institution and B. any institution
which has become a subsidiary institution after the beginning of
such period may be included as a subsidiary institution from the
beginning of such period. In the case of any such inclusion of
a subsidiary institution, fixed charges, contingent interest or
dividends for the period of such inclusion shall be either A. the
fixed charges, contingent interest or dividends for such period
determined in accordance with adjusted or pro forma consolidated
statements for such period which give effect to any additional

fixed charges or contingent interest existing or dividends on

stock or shares outstanding, immediately after such subsidiary
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institution shall have become a subsidiary, properly atitributable
to the acquisition of stock or $hares of such subsidiary institu-
tion, during such period and before it became a subsidiary, as
certified by an independent accountant approved by the insurer
to be such fixed charges, contingent interest or dividends so
determined, or B. the fixed charges or contingent interest exist-
ing or dividends on stock or shares outstanding immediately after

such subsidiary institution became a subsidiary.

Ref.:

Comment: This is part of N.Y. sec. 81(2) as amended, and is

supplemental to the preceding sections.
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§ 1112. Preferred or guaranteed stocks

An insurer may invest in the preferred or guaranteed stocks
or shares of any solvent institution created or existing under
the laws of the United States or of Canada, or of any state,
province, district or territory thereof, if all of the prior
obligations and prior preferred stocks, if any, of such institu-
tion at the date of acquisition by the insurer are eligible as
investments under this chapter; and if qualified under paragraph
1 or paragraph 2 following:

1. Preferred stocks or shares shall be deemed qualified if
both of the following requirements are met:

A. The earnings of such institution available for its fixed
charges for a period of 5 fiscal years next preceding the date
of acquisition by the insurer shall have averaged per year not
less than one and one-half times the sum of its average annual
fixed charges, if any, its average annual maximum contingent
interest, if any, and its average annual preferred dividend
requirements applicable to such period; and

B. During either of the last 2 years of such period such
net earnings shall have been not less than one and one-half
times the sum of its fixed charges, contingent interest and
preferred dividend requirements for such year. The term "pre-
ferred dividend requirements™ shall be deemed to mean cumulative
or non-cumulative dividends Whether paid or not.

2, Guaranteed stocks or shares shall be deemed qualified
if the assuming or guaranteeing institution meetsiothe require-

ments of paragraph 2 of section 1109 (corporate obligations) of

this chapter, construed so as to include as a fixed charge the
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amount of guaranteed dividends of such issue or the rental

covering the guarantee of such dividends.

Ref.:

Comment: This is N.Y. sec 81(3), extended to Canadian institu-

tions as well as U. S.
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§ 1113. Common stocks

An insurer may invest in nonassessable (except as to bank
or trust company stocks, and except for taxes) common stocks,
other than insurance stocks, of any solvent corporation organized
and existing under the laws of the United States or Canada, or of
any state or province thereof, if such corporation has had net
earnings available for dividends on such stock in at least 5 of
the 7 fiscal years next preceding acquisition by the insurer. If
the issuing corporation has not been in legal existence for the
whole of such 7 fiscal years but was formed as a consolidation
or merger of 2 or more businesses of which at least one was in
operation of a date 7 years prior to the investment, eligibility
of its common stock under this section shall be based upon consol-
idated pro-forma statements of the predecessor or constituent

institutions.

Ref.:

Comment: This section is offered for comsideration, in lieu of
N.Y. sec. 81(13),which is somewhat complex. Certain of the stand-
ards of the N.Y. section may be used for diversification purposes.
The common stock investment area is one difficult to delimit in
view of changing market conditions and changing investment object-
ives. As to common stocks many states use what amounts to a
"prudent man' investment rule. It is to be noted that under the
proposed provision a corporation must have an operating hidory of
at least 7 years, and must have had earnings available for divid-
ends on the common stock (but not necessarily paid) in at least 5
of the last 7 years.

The N.Y. provision requires: (1) That all obligations and pre-
ferred stock, if any, of the issuer be eligible investments under
the chapter, (2) that the issuer must have earmned during the preced-
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ing 7 fiscz}§éars an aggregate sum applicable to dividends on its
common stock equal to dividends of at least 4% per annum on par

or stated value of such common stock outstanding during the 7

year period, and (3) that the common stock (other than bank, trust,
co., Or insurance co. shares) is registered on a national securities
exchange under the Securities Exchange Act of 1934.

It has been suggested that the N.Y. provision, as now or here-
after amended, be incorporated in the Maine investment chapter by
reference. I doubt that we can constitutionally do this, since
it may constitute an unconstitutional delegation of legislative

power.
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§ 1114. Insurance stocks

1. An insurer may invest in the stocks of other solvent
insurers formed under the laws of this or another state, which
stocks meet the applicable requirements of sections 1112 (preferred
or guaranteed stocks) or 1113 (common stocks) of this chapter.

2. With the commissioner's advance written consent an
insurer may acquire and hold the controlling interest in the out-
standing voting stock of a stock insurer formed under the laws
of this or another state. The commissioner shall not give his
consent if he finds that such acquisition would not be in the
best interests of the insurers involved, or of their respective
policyholders or stockholders, or that it would materially tend
to lessen competition or to result in any monopoly in the insur-

ance business.

Bef.:

Comment: Self-explanatory. Acquisition of a controlling stock
interest in another insurer via an exchange of stock will be covered
in the chapter dealing with corporate powers and procedures - mergers
and acqusitions.
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§ 1115. Stocks of subsidiaries

1. An insurer may invest in the stock of its subsidiary
insurance corporation formed or acquired by it; or in the stock
of its subsidiary business corporation or corporations formed
and engaged solely in any one or more of the following businesses:

A. In any business necessary and incidental to the con-
venient operation of the insurer's insurance business or to the
administration of any of its lawful affairs;

B. Providing any of actuarial, computer, data processing,
accounting, claims, appraisal, collection, loss prevention, or
safety engineering and similar services;

C. Real estate management and development;

De Premium financing;

E. TFinancing of agents of the insurer;

F. Acting as investment adviser and/or principal under-
writer of a management company or management companies (mutual
funds), registered as such under the Investment Companies Act
of 1940;

G. Financial and investment counseling services;

H. Administration of self-insurance plans;

I. Administration of self-insured pension and similar
plans, or the self-insured portiéns of such plans;

J. Acting as administrative agent for a government instru-
mentality which is performing an insurance function;

K. Securities broker-dealer;

L. Escrow services;
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M. Trust services with respect to funds payable or paid
by it under its insurance contracts.

2. For the purposes of this section a ''‘subsidiary’” is a
corporation of which the insurer owns 100% of its outstanding
stocky or of which the insurer owns sufficient stock to give it
effective control,;aiwxggwsubs@d@wrywdoesmnomw&mﬁe&imh&&mm@nuwgmr

nore-subsidiariess

Ref.:

Comment: The provisions in 1 - first paragraph, and in subdivision
A have been arcund for a long time in other states; the remainder
of the section reflects current interest in expanding the business
possibilities of insurers through investment in and operation of
ancillary services through subsidiaries. Items A, F, H, I and J
are, at least in principle and at places in terminology, reflected
in the recommendations of the "Report of the Special Committee on
Insurance Holding Companies' to the New York Insurance Department,
dated February 15, 1968. The remainder advanced for consideration.
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§ 1116. Trustees' or receivers' obligations

An insurer may invest in certificates, notes or other obliga-
tions issued by trustees or receivers of any institution created
or existing under the laws of the United States or of any state,
district or territory thereof, which, or the assets of which,
are being administered under the direction of any court having
Jjurisdiction, if such obligation is adequately secured as to

principal and interest.

Ref.:

Comment: This is N.Y. sec. 81(4)(a).
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§ 1117. Equipment trust certificates

An insurer may invest in equipment trust obligations or
certificates which are adequately secured, or in other adequately
secured instruments evidencing an interest in transportation
equipment wholly or in part within the United States of America
and a right to receive determined portions of rental, purchase
or other fixed obligatory payments for the use or purchase of

such transportation equipment.

Ref.:

Comment: This is N.Y. sec. 81(4) (b).
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§ 1118. Acceptances, bills of exchange

An insurer may invest in bank and bankers' acceptances
and other bills of exchange of the kind and maturities made
eligible, pursuant to law, for purchase in the open market by

federal reserve banks,

Ref.:

Comment: This is N.Y. sec. 81(5).
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§ 1119. Savings institutions

An insurer may invest in the shares of savings and loan or
buildings and loan associations or in the savings accounts of
federal savings and loan associations, to the extent that the
investment or account is insured by the Federal Savings and
Loan Insurance Corporation pursuant to the National Housing Act

of 1934, as amended.

Ref.:

Comment: This is based on N.Y.sec. 81(12), which is ambiguous as
to whether all such investments and accounts must be insured under
National Housing Act. This ambiguity is removed above, put
possibly in the wrong direction. For comnsideration.

Federal S & L Ins. Corp. insures both federal (mandatory) and
state (optional) chartered savings institutions.



(Me)

Ch. 13
INVESTMENTS

§ 1120, Common trust funds, mutual funds

An insurer may invest in:

1. A bank's common trust fund as defined in section 584
of the United States Internal Revenue Code of 1854; and

2. The securities of any open-end management type invest-
ment company or investment trust registered with the federal
Securities and Exchange Commission under the Investment Company
Act of 1940 as from time to time amended, if such investment
company or trust (other than one of which a subsidiary of the
insurer is investment adviser or principal underwriter) has a
net asset value of not less than $25,000,000 as at the date

of investment by the insurer.

Ref.:

Comment: This is for consideration. Investment in mutual fund
investment adviser and/or principal underwriter subsidiaries is
a current trend in the movement of insurers into the general
financial services field.
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§ 1121. Hydrocarbon production payments

An insurer may invest in production payments, or interests
therein evidenced by trust certificates or other instruments,
payable from oil, gas or other hydrocarbons in producing properties
located in the United States or the adjacent confinental shelf if
aﬁ obligation secured by and payable from such production payment
or interest therein would qualify for investment under section
1109-1 (corporate obligations) of this chapter as an obligation
which is adequately secured and has investment qualities and
characteristics wherein the speculative elements are not predom-
inant. ""Production payments' means rights to oil, gas or other
hydrocarbons in place or as produced which entitle the owner
thereci to é specified fraction or percentage of production

until a specified sum of money has been received.

BRef.:

Comment: This is N.Y. sec. 81(5) with minor editing.
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§ 1122, Policy loans

A life insurer nmay lend to its policyholder upon pledge
of the policy as collateral security, any sum not exceeding
the cash surrender value of the policy; or may lend against
pledge or assignment of any of its supplementary contracts
or other contracts or obligations, so long as the loan is
adequately secured by such pledge or assignment. Loans so

made are eligible investments of the insurer.

Ref.:

Comment: This is a standard provision.
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§ 1123, Collateral loans

An insurer may lend and thereby invest its funds upon
the pledge of securities eligible for investment under this
chapter. As at date made, no such loan shall exceed in
amount 90% of the market value of such collateral pledged.
The amount so loaned shall be included pro rata in determin-
ing the maximum percentage of funds permitted under this
chapter to be invested in the respective categories of

securities so pledged.

Ref.:

Comment: A standard provision.
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§ 1124. Mortgage loans

1. An insurer may invest in bonds, notes or evidences of
indebtedness other than those described in section 1109 (corporate
obligations) of this chapter, which are secured by first mortgages
or deeds of trust upon improved real property located in the United
States or Canada (including leasehold estates having an unexpired
term of not less than 21 years, inclusive of the term or terms
which may be provided by enforceable options of renewal, if the
underlying real property is not subject to any prior lien) and
subject to the following requirements:

A. The security for the loan must be a first lien upon such
real property; and

B. In the case of leaseholds, there must not be any condition
or right of re-entry or forfeiture not insured against under which
the insurer is unable to continue the lease in force for the dura-
tion of the loan.

2, Nothing herein shall prohibit any investment by reason of
the existence of any prior lien for ground rents, taxes, assess-~
ments or other similar charges not yet delinquent.

3. A mortgage shall nevertheless be deemed to be a first
lien for the purposes of this section if, although junior in lien
to a prior existing mortgage covering the same real property, the
net amount actually advanced by the insurer under its mortgage
plus the balance of principal and accrued interest then remaining
unpaid under such prior mortgage does not exceed the amount which
the insurer otherwise could have invested in such mortgage loan,
and if the investing insurer administers the payments and other

performance required under such prior mortgage.
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4. Such a mortgage loan or loans made or acquired by an
insurer on any one property shall not at time of investment by
the insurer, be in amount in excess of 80% of the fair market
value of the property or permit amortization over a period in
excess of 40 years, or, in the case of leasehold interest,
be in excess of 75% of the fair market value of such interest
or permit amortization over a period exceeding four-fifths of
the lease term remaining at the time of the loan, Prior to the
investment the value of the property or of the leasehold
interest shall be determined, for the purposes of the investment,
by a competent appraiser.

5. In applying the limitations under subsection 4 above,
there may be excluded from the amount invested that portion
guaranteed by the Administrator of Veterans' Affairs pursuant
to the Servicemen's Readjustment Act of 1944, as amended, or
insured by the Federal Housing Administration under the National
Housing Act, as amended, or by other United States or Canadian
government agency.

6. An insurer may invest in purchase money mortgages or
like securities received by it upon the sale or exchange of real
property acquired pursuant to section 1125 of this chapter.
Subsection 4 of this section shall not apply as to such invest-

ments.

Ref.:
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Comment: This is based upon N.Y. sec. 81(6), but with the
following modifications:

(1) Canadian loans authorized, as well as U.S. loans.

(2) Proposed subsection 3 is added for consideration as
a proposed authorization of "wrap around" loans, as requested
by a domestic life insurer. Such a loan enables the insurer
to Supplement an existing mortgage owned by another, so long
as the security for both is adequate and the investing insurer
itself collects and disburses the funds necessary for payment
of the other mortgage loan in accordance with its terms.

(3) Maximum loan percentage to value is raised from 75%
to 80%, as suggested, and maximum amortization period is raised
from 30 to 40 years on loans on fee interests.

(4) Provisions as to participation in a series or issue
secured by the samemortgage are omitted.

(5) Percentage of assets and dollar amount limitations are
omitted, since these are covered under the diversification
provision, sec, 1106 of this chapter.
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§ 1125. Real estate

1. A domestic insurer may invest in real estate only if
used for the purposes or acguired in the manners, and within
the limits, as follows:

A, The building in which it has its principal office,
the land upon which the building stands, and such other real
estate as may be requisite for the insurer's convenient
accommodation in the transaction of its business. The amount
so invested shall not aggregate more than 10% of the insurer's
assets.

B. Real estate acquired in satisfaction of loans, mort-
gages, liens, judgments, decrees or debts previously owing to
the insurer in the due course of its business.

C. Real estate acquired in part payment of the considera-
tion on the sale of other real estate owned by it, if such trans-
action. shall have effected a net reduction in the insurer's
investments in real estate.

D. Real estate acquired by gift or devise, or through
merger, consolidation, or bulk reinsurance of another insurer
under this code.

E. The seller's interest in real estate subject to an
agreement of purchase or sale, but the sum invested in any
such interest shall not exceed two-thirds of the fair value
of such parcel.

F. Additional real estate and equipment incident thereto,
if necessary or convenient for the purpose of enhancing the

sale or other value of real estate previously acquired or

held under this section. Such real estate and equipment,
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together with the real estate for the enhancement of which it
was acquired, shall be included, for the purpose of applicable
investment limits, and shall be subject to disposal under
section 1133 of this chapter at the same time and under the
same conditions as apply to such enhanced real estate.

G. Improved real estate, or any interest therein, acquired
or held by purchase, lease, or otherwise, other than real estate
to be used primarily for agricultural, ranch, mining, develop-
ment of o0il or mineral resources, recreational, amusement, hotel,
motel, or club purposes, acquired as an investment for production
of income, or acquired to be improved or developed for such
investment purposes pursuant to an existing program therefor.

The insurer may hold, mortgage, improve, develop, maintain,
manage, lease, sell, convey, and otherwise dispose of real
estate acquired by it under this provision.

2. For the purposes of sections 1124 (mortgage loans) and
this section 1125, "improved" real property means:

A. Farmland used for tillage, crop or pasture;

B. Real estate on which permanent improvements, or improve-
ments under construction or in process of construction, suitable
for residence, institutional, commercial or industrial use, are
situated; and

C. Real estate to be developed for the use or uses set forth
in paragraph B, above, on which improvements, or improvements
under construction or in process of construction, such as streets,
sidewalks, sewers and utilities which will become an imegral part

of such development, are situated or abut.
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Ref.:

Comment: This is for consideration. IT is substantially the
same as that contained in the proposed new Delaware code.

Proposal 2. is from Oregon §235 (new insurance code).
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§ 1126. Housing developments

To the extent and upon such conditions as may be authorized
by the commissioner, an insurer may invest in stock and evidences
of indebtedness of any housing company or redevelopment company
organized under the private housing finance law of this or any
other state, or of any corporation organized for the purpose
of owning and operating any housing project under laws expressly
designed to promote the provision of housing for persons of low
and moderate income, or in the securities of ahy corporation
organized under the laws of this or any other state for the
purpose of owning, acquiring or holding real property or any
interest therein as an investment for the production of income
or to be developed or improved for such investment purpose, 1if
all of the stock (other than directors' gualifying shares) of
such housing company, redeveldpment company, or corporation has
been or is to be originally issued to one or more insurers,

whether domestic or foreign.

Ref.:

Comment: This is based upon essential factors of N.Y. sec. 81(9).



(Me)

Ch. 13
INVESTMENTS

§ 1127. Leased property.

An insurer may invest in personal or real property owned
either by the insurer or by a trustee, while under lease to a
lessee able to meet any one of the earnings tests provided

by section 1109 (corporate obligations) of this chapter.

Ref.:

made
Comment: This is an attempt to reflect a suggestion/by Union
Mutual Life Insurance Company. The provision requires amplifica~
tion. For discussion. ;
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§ 1128, Special investments of pension, profit sharing
or annuity funds

The amounts allocated to each separate account established
by the insurer in connection with a pension, retirement or
profit-sharing plan or annuity pursuant to section
(pension, profit-sharing, annuity agreements -~ separate accounts)
of this code, together with accumulations thereon may be invested
and reinvested in any class of investments which may be author-
ized in the written contract or agreement without regard to any
requirements or limitations prescribed by this chapter; except,
that to the extent that the insurer's reserve liability with
regard to (1) benefits guaranteed as to amount and duration,
and (2) funds guaranteed as to principal amount or stated rate
of interest, is maintained in any separate account, a portion of
the assets of such separate account at least equal to such
reserve liability shall be invested in accordance with the appli-
cable provisions of this chapter. The investments in such
separate account or accounts shall not be taken into account
in applying the investment limitations applicable to other

investments of the insurer.

Ref.:

Comment: This will be tied in with a provision authorizing va-

riable annuities in a subsequent chapter.
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§ 1129. Special investments of title insurers

1. A title insurer may also have invested funds in an
amount not exceeding 50% of its paid-in capital stock and its
surplus, in its abstract plant and equipment and in stocks of
abstract companies.

2. Investments authorized under subsection 1 shall not

be credited against required reserves.,

Refe:

Comment: Although there are no domestic title insurers as yet,

there may be in the future.
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§ 1130. Investments in foreign countries

1. An insurer authorized to transact insurance in a foreign
country, or which has outstanding insurance, annuity or reinsur-
ance contracts on lives or risks resident or located in a foreign
county may invest in or otherwise acquire or loan upon securities
and investments in such foreign country which are substantially
of the same kinds, classes and investment grades as those eligible
for investment under other sections of this chapter; but the aggre-
gateg amount of such investments in a foreign country and of cash
in the currency of such country shall not, except as to Canadian
investments otherwise authorized under this chapter, exceed one
and one-half times the amount of its reserves and other obliga-
tions under such contracts or the amount which the insurer is
required by law to invest in such country, whichever is the
greater.

2. In addition to the foreign investments otherwise per-
mitted under this chapter, an insurer may invest in or otherwise
acquire or loan upon securities and investments in foreign coun-
tries which are substantially of the same kinds, classes and
investment grades as those otherwise eligible for investment
under this chapter; but the aggregate amount of such investments

under this subsection shall not exceed 1% of the insurer's assets.

Ref.:

Comment: This is N.Y. sec. 81(b) and (¢), modified to f£it the
pattern of the chapter.
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§ 1131. Miscellaneous investments

1. An insurer may make loans or investments not otherwise
expressly permitted under this chapter, in aggregate amount not
over 5% of the insurer's assets and not over 1% of such assets
as to any one such loan or investment, if such loan or invest-
ment fulfills the requirements of section 1109 (general qualifi-
cations) of this chapter and otherwise qualifies as a sound
investment. No such loan or investment shall be represented by:

A. Any item described in section 902 (assets not allowed)
of this code, or any loan or investment otherwise expressly
prohibited.

B. Agent!s balances, or amounts advanced to or owing by
agents; except as to policy loans, morigage loans, and collateral
loans otherwise authorized under this chapter.

C. Any category of loans or investments expressly eligible
under any other provision of this chapter.

D. Any asset theretofore acquired or held by the insurer
under any other category of loans or investments eligible under
this chapter.

2. The insurer shall keep a separate record of all loans

and investments made under this section.
Ref.:

Comment: This is a convenient provision, since it enables the
making of investments of reasonable size in good loans or secur-
ities which, because new or otherwise difficult to classify, may
not be expressly provided for in other sections. This type of
provision is now in use in several states. It makes unnecessary
the frequent amending of investment provisions of this code to
take care of some new type of good investment.
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§ 1132, Conversion and incidental rights

Nothing in this chapter shall be deemed to prohibit an
insurer from making an investment otherwise authorized under
this chapter, because the investment is convertible into other
securities in which the insurer is not permitted to invest under
this chapter, or because the insurer receives in connection with
such investment stock warrants, whether or not detachable, stock
options, stock, property interests or other assets of any kind.
Anything so received by the insurer and in which the insurer is
otherwise not authorized to invest, shall be carried on its books
at no value and shall be disposed of by the insurer under the
applicable provisions of sections 1133 (time limit for disposal
of real estate) or 1134 (time limit for disposal of other ineli-

gible property and securities).

Ref.:

Comment: This is essentially N.Y. sec., 81(14), with some clarifi-

cations and correlations with rest of the chapter.
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§ 1133. Time limit for disposal of real estate

1. Except as stated in subsection 2 of this sectionj or
unless the insurer elects to hold the real estate as an invest-
ment under section 1125-1-G of this chapter:

A, An insurer shall dispose of real estate acquired under
section 1125-1-A of this chapter within 5 years after it has
ceased to be necessary for the convqnient accommodation of the
insurer in the transaction of its business.

B. An insurer shall dispose of real estate acquired under
section 1125-1-B, C and E of this chapter within 5 years after
the date of acquisition, unless used or to be used for the
insurer's accommodation under section 1125-1-A of this chapter.

2, Upon proof satisfactory to him that the interests of
the insurer will suffer materially by the forced sale thereof,
the commissioner may by order grant a reasonable extension of
the period, as specified in such order, within which the insurer

shall dispose of any particular parcel of such real estate.

Ref.:

Comment: This is a traditional requirement, correlated with

other sections of the chapter.
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§ 1134. Time 1limit for disposal of other ineligible
property and securities

Any personal property or securities lawfully acquired by
an insurer which it could not otherwise have invested in or
loaned its funds upon at the time of such acquisition, shall
be disposed of within 3 years from date of acquisition unless
within such period the security has attained to the standard
of eligibility; except, that any security or personal property
acquired under any agreement of bulk reinsurance, merger, oOr
consolidation, may be retained for a longer period if so pro-
vided in the plan for such reinsurance, merger, or consolida~
tion as approved by the commissioner under chapter ___ of this
code. Upon application by the insurer and proof that forced
sale of any such property or security would materially injure
the interests of the insurer, the commissioner may extend the

disposal period for an additional reasonable time.

Ref.:

Comment: This is likewise a traditional requirement.
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§ 1135. Failure to dispose of real estate or securities -
Effect, penalty

1. Any real estate, personal property, or securities law-
fully acquired, and held by an insurer after expiration of the
period for disposal thereof or any extension of such period
granted by the commissioner as provided in sections 1133 and
1134 of this chapter, shall not be allowed as an asset of the
insurer.,

2. The insurer shall forthwith dispose of any ineligible
investment unlawfully acquired by it, and the commissioner shall
suspend or revoke the insurer's certificate of authority if
the insurer fails to dispose of the investment within such

reasonable time as the commissioner may, by his order, specify.

Ref.:

Comment: This clarifies the result of ineligibility, and

provides sanctions for the investments chapter.
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§ 1136. Prohibited investments and investment
underwriting

1. In addition to investments excluded pursuant to other
provisions of this code, an insurer shall not invést in or lend
its funds upon the security of:

A. Issued shares of its own capital stock, except (1) for
the purpose of mutualization under section __ of this code,

or (2) for retirement, or (3) pursuant to a plan for such invest-

ment or loan submitted in writing by the insurer to the commissioner

in advance, and which the commissioner has not, within 20 days
after such submission or within such additional reasonable period
as the commissioner may request, disapproved as being unfair or
inequitable to the insurer's policyholders or stockholders.

B. Securities issued by any corporation or enterprise the
controlling interest of which is, or will after such acquisition
by the insurer be, held directly or indirectly by the insurer
or any combination of the insurer and the insurer's directors,
officers, subsidiaries, or controlling stockholders, and the
spouses and children of any of the foregoing individuals. Invest-
ments in controlled insurance corporations or subsidiaries under
sections 1114-2 and 1115 of this chapter are not subject to this
provision,

C. Any note or other evidence of indebtedness of any
director, officer, employee or controlling stockholder of the
insurer or of the spouse or child of any of the foregoing
except as to policy loans authorized under section 1122 of
this chapter.

2. No insurer shall underwrite or participate in the
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underwriting of an offering of securities or property of any
other person. This provision shall not be deemed to prohibit
the acquisition and ownership by the insurer of its subsidiary
corporation acting as investment adviser and/or principal
underwriter of a management company or investment company
registered with the Securities and Exchange Commission under
the Investment Company Act of 1940, as amended.

3. No insurer shall enter into any agreement to with-
hold from sale any of its securities or property, and the dis-
position of its assets shall at all times be within the control

of the insurer.

Ref.:

Comment: Largely self-explanatory. In A. there may be legitimate
reasons why an insurer would want to buy shares of its own stock:
For purposes of an employee stock option plan, for example. Such
stock cannot, in all events, be carried as an "asset” by the
insurer under other provisions of the code.
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§ 1137. JInvestments of foreign insurers

The investment portfolioc of a foreign or alien insurer
shall be as permitted by the laws of its domicile if of a
quality substantially equal to that required under this

chapter for similar funds of like domestic insurers.

Ref.: Me. 1254: Capital of foreign surety, credit, title insurer
must be invested in or secured by real estate, bonds, stocks
or securities other than names alone.

Comment: An adequate and workable provision governing investments
of foreign insurers is difficult to arrive at, and the above provi-
sion has evolved out of recent insurance code revisions in other
states. It is designed to give the Commissioner the authority to
measure the over-all gquality of the portfolio., For consideration.
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Note: Respondentia or bottomry

There is omitted from this chapter at this time sec. 597
of the Maine insurance code which provides as follows:

""§ 597. Loans on respondentia or bottomry

Stock companies may loan to citizens of the State
any portion not exceeding 1/2 of its capital stock, on
respondentia or bottomry; but not unless at least 3/4 of all
the directors agree to such loan and enter their consent
thereto at large on the records of the corporation, to be
laid before the stockholders at their next meeting."

Although the history of this section shown in the current
Maine Revised Statutes Annotated goes back only to 1954, it is
likely that the provision is somewhat older. It is possibly
obsolete. Are any such loans now being made? Is there any

interest ih maintaining this evident relic of Maine's maritime
interests?



CHAPTER 17
AGENTS, BROKERS, CONSULTANTS, AND ADJUSTERS
SUBCHAPTER I

LICENSING PROCEDURES & GENERAL REQUIREMENTS

§ 1501, Scope of chapter

This chapter governs the qualifications, licensing, and

: /,\wngu 1 N\

ZOEveEn C'/}f

2D

ants and adjusters, as to any and all kinds of instirance and

general requirements as to insurance agents, broker

types of insurers; except that: g
Busta, pein®

1. This chapter does not apply as to reinsurance;

2. The application of this chapter as to domestic mutual
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fire insurers is as provided in section .~ of this code.

Ref.: Me. 2502: Following types of licenses may be issued:

Resident agent Resident organization agent
Nonresident agent Nonresident ™ i
Resident broker Resident n "
Nonresident broker Nonresident i
Surplus line broker Adjuster

Comment: This is an informative introductory provision. The
chapter will be divided into 5 subehapters: I -~ licensing pro-
cedures and general reguirements; II - general lines agents and
general lines brokers; III - life agents; IV - consultants; V -
adjusters. This will make it possible to so organize the law as

to avoid unnecessary repetition of procedural provisions. Reinsur-
ance is between insurers, and licensed representatives are not nec-
essary or used. Domestic mutual fire insurers will have their own
exclusive chapter, in order to avoid the need otherwise ofifrequent
exceptions to general provisions.
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§ 1502. "Agent" defined, in general

As used in this code, insurance''agent'' means a general
lines agent, or life agent, or health agent, as defined in this

subchapter, or all such agents, as indicated by context.

Ref.:

Comment: For convenience it is desirable to refer merely to
"agent™ in some provisions without distinguishing between or
namning the respective categories.



§ 1503. '"General lines agent' defined

A general lines agent is any person authorized pr appointed
by an insurer to solicit applications for insurance contracts
or to negotiate for such contracts in its behalf and, if author-
ized to do so by the insurer, to effectuate and countersign in-
surance contracts for one or more kinds of insurance as follows:

1. Casualty insurance;

2. Property insurance;

3. Marine and transportation insurance;

4, Surety insurance;

5. Health insurance, when transacted by an insurer also
represented by the same agent as to property or casualty or surety
insurance; and

6. Title insurance.

Ref.: Me. 1255: Person who represents foreign credit, surety,
title insurer, as to receive or transmit applications, or
receive for delivery bonds or policies founded on applica-
tions forwarded from this State or otherwise to procure
suretyship to be effected upon bonds of persons or corpora-
tions in this State, or otherwise to procure such insurance
in this State, shall be deemed to be acting as agent for the
insurer, and is subject to restrictions and penalties appli-
cable to agents of such insurers.

1455: Domestic mutual fire insurance agent is "any person
who solicits ins. on behalf of any domestic mutual fire ins.
co., or transmits for a person other than himself an applica-
tion for, or a policy or insurance to or from such company,
or in any manner acts in the negotiation of such insurance,
or in the inspection or valuation of the property insured,
shall be deemed the agent of such company....."
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Palmetto Fire Ins. Co. v. Commissioner, 272 U.S. 295 (1926);
Chrysler Sales Corp. v. Spencer, 9 F2d 674 (1926): Auto dealers
selling cars covered by "open'' policy are held to be insurance
agents.

Comment: ™"General lines'" agent is a designation coming into
general use to distinguish the fire-casualty-surety agent from
the life agent. Such distinction is sometimes required in con-
nection with licensing qualifications and requirements.

Query: Are agents now licensed in Maine as to title insurance?



§ 1504. "Life agent" defined

A life agent is an individual authorized or appointed by an
insurer to solicit applications for, or negotiate the@m&kingmoﬁ
procurement of, life insurance contracts or annuity contracts on
behalf of the insurer, including also the solicitation and nego-
tiation of health insurance contracts where so authorized and

transacted by the same insurer.

Ref.: Me. 2581: A "life ins. agent' is any authorized or
acknowledged agent of an insurer and any sub-agent of
such agent, who acts as such in the solicitation or,
negotiation for, or procurement or making of a life
insurance or annuity contract.

Comment: The existing definition is somewhat ambiguocus and unnec-
essarily broad. ‘"Acknowledged'agent is the same as "authorized"
agent; many persons act for the insurer in the making of an insur-
ance contract who are not required to be licensed - such as under-
writers and home office clerical personnel.

The Life Insurance Agent Exam Advisory Board recommends that no
organization license be issued as to life insurance, and the
proposed definition follows this suggestion.
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§ 1505. '"Health agent" defined

A "health" agent is any person authorized or appointed by
an insurer to solicit applications for, or negotiate @hewmrk%ﬁg
®£3procurement of health insurance contracts on behalf of the
insurer, other than an agent licensed as to health insurance
under sections 1503 (“"general lines agent' defineéed) or 1504

("1life agent" defined) of this chapter.

Ref.

Comment: This makes use of the basic definition used in sec. 1504
as to life agents. There are yet insurers which write health
insurance only, and agents who desire to write only health insur-
ance. In general these agents will be treated much the same as
life agents.



§ 1506.. "Broker'" defined

1. A "broker" is any person who, not being an agent of the
insurer, as an independent contractor and on behalf of the insured
solicits, negotiates, or procures insurance or annuity contacts
or the renewal or continuation thereof for insureds or prospect-
ive insureds other than himself.

2., A "general lines broker™ is a broker so transacting one
or more kinds of insurance as follows:

A, Casualty insurance;

B. Property insurance;

C. Marine and transportation insurance;

D. Surety insurance; and

E. Title insurance.

3. A "life broker™ is a broker licensed as to life insurance
and annuity contracts, and as to health insurance contracts if so

requested by the broker.

Ref.:

Comment: This is a traditional definition of broker. Because of
distinctive qualifications and treatment, brokers are divided into’
the two classes shown. Would it be desirable to have a single
broker license covering all kinds of insurance? As to be presented
in this tentative chapter, two licenses would be required for opera-
tion in all lines.
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§ 1507. '"Service representative'" defined

1. A "service representative'" is an individual regularly
employed on salary by an insurer, group of insurers, or managing
general agent to work in the field with licensed agents in solicit-
ing, negotiating and effectuating insurance in such insurer, group,
or insurers represented‘by the managing general agent.

2. Service representatives are(@of}requried to be licensed

S
as such. )

3. This section does not apply as to life and health insur-

ances and annuity contracts.

Ref.:

Comment: A definition of service representatives was requested
by Commissioner Hogerty, and the above is a fairly standard
definition.



§ 1508, '"Consultant' defined

1. A 'consultant" 1s any person who as an independent con-

: k“"mis), /a friy clednd
tractor for fee or compensatlon other than from the insurer in

any manner advises, or offers or purports to advise, any person
actually or prospectively insured, or named or to be named as
beneficiary, or having or to have any interest in or insured under,
any insurance contract or annuity contract, existing or proposed,
relative to coverage, advisability, rights, or interests under such
contract, or relative to the retention, exchange,; surrender,
exercise of rights, or other disposition of such a contract or
of rights thereunder. This subsection shall not apply as to:

A. An attorney while licensed to practice and actively
practicing law in this State; orx

B. An insurance actuary, apd as such a member or associate
of the Society of Actuaries or Academy of Actuaries.

2. A ""general lines coansultant”™ is one licensed as a con-
sultant as to any one or more of the following kinds of insurance;

A. Casualty insurance;

B. Property insurance;

C. Surety insurance;

D. Marine and transportation insurance;

E. Title insurance.

3{ A "life consultant” is one licensed as a consultant as to
life insurance contracts, annuity contracts and health insurance

contracts.

Ref.:

Comment: This is a new category of licensee, as requested. The

definition reflects those of some other states for "analysts"™ or
counselors', with necessary exclusions.
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| § 1509. "Adjuster' defined

An adjuster is any person who on behalf of the insurer for
compensation as an independent contractor or for fee investigates
and settles, and reports to his principal relative to, claims arising
under insurance contracts or annuity contracts. The definition
of adjuster shall not be deemed to include and license as adjuster
shall not be required of:

1. Attorneys at law admitted to practice in this State;

2. The salaried employee of the insurer, or of the managing
general agent representing the insurer, as to whom the employer
has filed with the commissioner in advance written notice of the
employee's name and address and authority to adjust.

3. A licemsed resident agent of the insurer as to whom the
insurer has filed with the commissioner in advance written notice

of the agent's name and address and authority to adjust.

Ref.: Me. 2510: License to adjust losses of insurer by whom employed
or retained not required of a resident company employee, licensed
ins. agent or attorney at law admitted to practice in this 8tate.
Insurer must notify commissioner of name, address of person not
licensed as adjuster or agent whom it has authorized to adjust,
before that person can adjust.

2517: Person licensed as adjuster may investigate and nego-
tiate settlement of caims arising under insurance contracts
issued by an insurance company.

Comment: This is a basic definition, designed to exclude mérely
reporting services such as Retail Credit. Exclusions 1 and 3
might call for further clarification: Is an attorney who devotes
his entire practice to insurance adjusting now required to be lic-
ensed as an adjuster?

The adjuster above defined is the so-called "independent' adjuster.




§ 1510, "Organization" defined

For the purposes of this chapter an ""organization'™ is a

partnership or a corporation.

Ref.: Me. 2501(2): '"Organization'" means a partnership,

company
or wrporation.

Comment: Firms (partnerships) and corporations are generally the
only types of organization that will be licensed in any state. The

term "company' is ambiguous, and is not listed in the general index
to Maine Statutes.
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§ 1511. "Resident," '"nonresident'" defined

1. For the purposes of this chapter a "resident" is an
individual whose domicile or principal place of business is located
in this State, or an organization with an established place of
business in this State.

2. A ""nonresident” is other than a resident.

Ref.: Me. 2501(3): '"Resident' means a person who has his domicile
or his principal place of business in this State or an organ-
ization which has an established place of business in this
State.

Comment: This is a generocus definition -~ beyond that usually found.
In many states "resident" status conferred only upon individuals
who are actual residents of the State (or of continguous border
towns), or firms whose members are residents of the State, or
corporations formed under the laws of the State. If the definition
has been working satisfactorily as far as Maine is concerned, there
is no desire to change it.

It is noted that the countersignature law - sec. 426 of this revision -
requires countersignature by an agent ""resident in this State." Is
there an ambiguity here?




§ 1512. License reguired; liability; penalty

1. XNo person shall in this State be, act as, or hold himself
out to be, with respect to subjects of insurance resident, located,
or to be performed in this State or elsewhere, an agent or broker
or consultant unless then licensed as such under this code. No
person shall in this State be, act as, or hold himself out to be
an adjuster unless then licensed as an adjuster under this code,
except as provided in section 1856 (nonresident adjusters of
special, catastrophe losses) of this chapter.

2., No agent or broker shall take application for, procure,
or place for others, any kind of insurance as to which he is not
then licensed under this code. No consultant shall act as such
with respect to any kind of insurance as tc which he is not then
licensed as consultant under this code.

3. Except as provided in section 1676 (excess or rejwected
risks), no agent shall place any insurance with any insurer as to
which he does not then hold a license and appcintment as agent
under this code.

4, An agent is personally liable under any insurance contract

made by ox.. hg?ugh him outside the scope of his licensed authority.

i P N p TR
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5. In addition to or in lieu of any applicable denial, sus-

pension, or revocation of license or administrative fine, any
person violating this section shall, upon conviction, be punished
by a fine of not less than $100 or more than $1,000, or by imprison-

ment for less than 1 year, or by both such fine and imprisonment.

Ref.: Me. 951: Agency system reciprocals must use licensed agents.
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1209: Credit 1life, A & H policies must be delivered or
issued for delivery through licensees.

1255: Representatives of domestic mutual fire insurer must
be licensed as agent.

1258: Person not to act as agent for foreign title, surety,
credit insurer until has complied with requirements of law
relating to such agents; penalty of fine to $100 for non-
complianceg.

2502: License to be procgured before performing any act as
agent or broker or adjuster.

2514: Person licensed as broker may negotiate ins. contracts
covering risks in this State with any auth. insurer within
scope of his license.

2517: Licensed adjuster may adjust.

2518(2): Agent personally liable under any ins. contract
made by or through him outside the scope of his authority.

2521: For acting as agent or broker without proper license,
fine of up to $500 and prison for up to 90 days, or both;
acting as adjuster without license, same penalty.

2581: Life "sub-agent" must be licensed.

2584: No person, partnership or corporation shall act as
a life ins. agent within this State until he shall have procured
a license as required by the laws of this State.

Comment: Subsection 4 is the same as the present law, but is a
dubious provision. Failure of the agent to comply with license
requirements and limitations does not relieve the insurer of
liability; and the ability of many agents to respond in damages -
if any can ever be established -~ might be questionable.

The penalty has been somewhat stiffened, in view of inflation
and the larger interests involved.




§ 1513. Exceptions to license requirement

In addition to persons otherwise excluded thereform the
definitions of agent, broker, consultant, or adjuster shall
not be deemed to include, and no license shall be required as to:

1. Individuals performing only clerical or administrative
services in the office of the employer; and including, if a salaried
employee of a general lines agent or general lines broker, inciden-
tal taking of insurance applications in the office of the employer
if the employee does not receive commission on such applications
and his compensation is not varied thereby.

2., Salaried employees of insurers or of life agents or
life brokers who do not solicit or accept from the public applica-
tions for life insurance.

3. Any regular salaried officer or employee, other than a
service representative, of an authorized insurer rendering assist-
ance to or on behalf of a licensed agent or broker, if such officer
or employee devotes substantially all of his time to activities other
than the solicitation of applications for insurance or annuity con-
tracts, and receives no commission or other compensation directly

dependent upon the amount of business obtained.

Ref.: Me. 951: Salaried traveling home office representatives
of reciprocal insurers operating on salary basis and receiving
no commissions, exempt from licensing, but if the insurer
operates on agency system and appoints agents on commission
basis, are subject to licensing laws.

2518: Employee who does only clerical work in office of agent
or broker need not obtain license.

2581: Life Ins. agent does not include regular salaried
officer or employee of licensed insurer or of licensed agent
who does not solicit or accept from public apps for 1life or

annuity contracts. Regular salaried officer or employee of
insurer authorized to do business in this State not deemed to
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be a "life ins. agent" by reason of rendering assistance to or
on behalf of a licensed life agent, if such officer or employee
devotes substantially all his time to activities other than
solicitation of apps for life ins. or annuity contracts and
receives no commission or . other compensation directly dependent
upon amount of busiess obtained.

Comment: This is a broad exception provision continuing and supple-
menting present law. Service representatives are already excluded
from licensing under proposed sec. 1507. Salaried clerical and
administrative employees cover a broad range, including those who
negotiate and administer insurance of the employer's interests on
behalf of the employer.




§ 1514. DPurpose of license; ''controlled business"

1. The purpose o0f a license issued under this chapter to an
agent or broker is to authorize and enable the licensee actively
and in good faith to engage in the insurance business with respect
to the general public, and to facilitate the public supervision
of such activities in the public interest; and not for the purpose
of enabling the licensee 10 receive a rebate of premium in the
form of "commission" or other compensation upon insurance solicit-
ed or procured by or through him upon his own interests or upon
those of other persons with whom he is closely associated in capa-
cities other than as an insurance agent or broker.

2. The commissicner shall not grant, renew, continue, or
permit to exist any license as agent or broker as to any applicant
therefor or licensee thereunder if he finds that the license is
being or will probably be used by the applicant or licensee
materially for the purpose of writing ''controlled business,' that
is:

A. Insurance of his own interests or those of his family or
of his employer; or

B. Insurance or annuity contracts covering himself or members
of his family, or a corporation, association or partnership, or
the officers, directors, stockholders, partners, employees or
debtors of such a corporation, association or partnership, of
which he or a member of his family is an officer, director, stock-
holder, partner, associate, or employee.

3. Such a license shall be deemed to have been, or intended

to be, used materially for the purpose of writing controlled busi-

ness if the commissioner finds that during any 12 months' period
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the aggregate commissions earned from such controclled business
have exceeded or probably will exceed 25% of the aggregate commis-
sions earned or to be earned on all business written or probably
to be written by such applicant or licensee during the same period.

4., This section shall not apply as to:

A. Insurance of the interest of a sales or financing agency
in a motor vehicle sold or financed by ity

B. Insurance of the interest of a real property mortgagee in
the mortgaged property.

C. Credit life and credit health insurance.

Ref. 2504: Agent, broker or adjuster must intend to hold self
out in good faith as agent, broker or adjuster.

2519-1~-F: Agent, broker, adjuster license may be suspended

or revoked if licensee has obtained or attempted to obtain the
license, not for purpose of holding self or his company out

to general public as insurance agent, but primarily for pur-
pose of soliciting, negotiating or procuring ins. contracts
covering himself or members of his family, or officers,
directors, stockholders, partners or employees of a partnership,
assn., or corporation of which he or a member of his family is
an officer, director, stockholders, partner or employee.

2593: As to life agent: Obtained or attempted to obtain
license not for purpose of holding self out to general public
as a life ins. agent, but primarily for the purpose of solicit-
ing, etc. lifé» ins. or annuity contracts covering himself or
members of his family, or officers, directors, stockholders,
partners, employees or debtors of a partnership, association,
or corporation of which he or a member of his family is an
officer, director, stockholder, partner or employee.

Comment: This is a broad ""controlled business™ provision, with

the percentage of allowable controlled business fixed at 25% as a
basis of discussion. The percentage - as well as the basic- defini-
tion - varies from state to state, ranging from 10% in Mass, and N.Y.
up to 50% in many states and to 75% in Texas - according to data
furnished by the Independent Mutual Insurance Agents of New England
via Marshall Cobleigh, General Manager. The exceptions are self
explanatory and are for consideration. Without them most auto
dealers and real estate mortgage lenders would be out of the



insurance business. What can be done on this section is largely
a matter of politics. This is all for consideration.

"Controlled business’” problem does not appear to exist as to
adjusters.
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§ 1515. Licensing forms

The commissioner shall prescribe, consistent with the
applicable requirements of this chapter, and furnish all
printed forms required under this chapter in connection
with application for and issuance of licenses, examinations
for licenses, and for appointment and termination of appoint-

ments of agents.

Ref.: 2585: Life agent license app. form to be furnished
by the commissioner,

Comment: This avoids necessity of frequent repetition in
connection with particular forms.



§ 1516. License to be issued only on compliance

1. For the protection of the people of this State the
commissioner shall not issue or continue or renew or permit
to exist any license as agent, broker, consultant, or adjuster
except in compliance with the applicable provisions of this
chapter.

2. The commissioner shall not issue, or continue, or renew,
or permit to exist any such license as to any individual who
has not established to the commissioner's satisfaction that
he is qualified therefor in accordance with the applicable

provisions of this chapter.

Ref.:

Comment: This is in order to avoid repitition as to each class
of license.
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§ 1517, Licensing of organizations

1. A firm or corporation shall be licensed endy as an

-generzt—lines agent, on=as:z

Lrgeneralyiines- broker or as an
adjuster. Each general partner of a firm, and each other
individual to act for the firm or corporation under the license,
shall be named in or registered with the commissioner as to the
license, and shall qualify as though an individual licensee.
Such an individual shall exercise the license powers only for
and in the name of the organization, but this shall not prevent
such individual from at the same time being separately licensed
and acting in his own behalf and name. A full additional license
fee shall be paid as to each respective individual in excess of
one named in or registered as to the organization license.

2. The commissioner shall not license a firm or corporation
unless the license is within purposes stated in the partnership
agreement or certificate of organization.

3. The organization must establish and maintain a place
of business in this State if to be licensed as a resident agent
or broker.

4, All such license® shall be subject to the applicable
standards of section 407-2 (ownership, management) of this code.

5. The licensee shall promptly notify the commissioner of
every change among its members, directors and officers, and of

other individuals designated in or registered as to the license.

Ref.: Me. 2506: As in 3, above; each individual authorized to
transact business for the licensee must comply with individ-
ual license requirements. On request of organization, an
employee licensed as agent or broker may be authorized to act
for the organization and his name shall be listed in the

organization license.
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2581: Organizations may be licensed as life agent.

Comment: This general provision avoids repetition of the same
idea in other subchapters.

Query: Are organizations now licensed as adjuster?

Present 2506 - as to employees already licensed as agent or broker -
is omitted for the time being. Such a license would run to the
insurer and not the organization. One already so qualified could
be licensed as to the organization without examination.

2581: TFirms, corporations located in this State may be licensed
as life agent, if articles authorize the same to engage in such
business. Application for license shall name members or officers,
directors or stockholders authorized to act as agents thereunder,
and each must qualify as for individual licenses.
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§ 1518. Application for license

1. Written application for an agent, broker, consultant,
or adjuster license shall be made to the commissioner by the
applicant, accompanied by the applicable license application
and examination application fees shown in section 601 (fee
schedule) of this code, and the investigation cost, if appli-
cable, referred to in section 1519 of this chapter. The appli-
cation shall be signed and duly sworn to by the applicant.

2, The application form shall require full answers to
gquestions reasonably necessary to determine the applicant's
identity, age, residence, present occupation and occupations
and business record over not less than the 5 years next preced-
ing the date of the application, financial responsibility,
insurance experience, special education or instruction in
insurance and insurance laws of this State he has had or
expects to receive, purpose for which the license is 1to be
used, whether he will devote all or part of his efforts to
transactions under the license and, if part only, how much
time he will devote to such transactions and in what other
business or businesses he is or will be engaged or employed,
and such other facts as the commissioner may require relative
to the applicant's qualifications for the license as such qual-

ifications are stated in this chapter. The application shall L

be accompanied by an imprint of the applicant's fingerprints g

3. If for am agent, broker, or consultant license the
application shall state the kinds of insurance proposed to be
transacted:

4., 1If for an agent license, the application shall be
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accompanied by written appointment by an authorized insurer
of the applicant as agent for such kinds of insurance, subject
to issuance of the license.

5. If the applicant is a firm or corporation, as provided
in section 1517 of this chapter, the application shall show, in
addition, the names and residence addresses of all members,
officers and directors, and shall designate the name and
residence address of each individual who is to exercise the
license powers; and each such individual shall furnish informa-
tion with respect to himself as though for an individual license.

6. The application shall show whether the applicant was
ever previously licensed anywhere as to insurance; whether any
such license was ever refused, suspended, revoked or renewail
or continuance refused; whether any insurer, general agent, agent
or broker claims applicant to be indebted to it, and if so, the
details thereof and applicant's defense thereto; whether applicant
has ever had an agency contract cancelled, and the facts thereof;
and, if applicant is a married woman, like information with res-
pect to her husband.

7. Tf the application is for license as a” hisfe agent, it
shall be accompanied by the insurer's certificate, on form furn-
ished by the commissioner and signed by the insurer's duly
authorized representative, that the insurer has investigated
the applicant's character and back-ground and is satisfied that
he is trustworthy and gqgualified 10 act as its agent and will
hold himself out in good faith to the general public as ailisfe

agent.

8. No applicant for license under this chapter shall wil-
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fully misrepresent or withhold any fact or information called
for in the application form or in connection therewith.

9. The commissioner shall withhold from public inspection
information of a personal nature concerning applicants for

license.

Ref.: Me. 701: Information of a personal nature concerning licens-
ing of agents, brokers and adjusters is confidential.

2504: Application for agent, broker or adjuster license must
be filed with commissioner showing name, date of birth, resi-
dence, present occupation, occupation for preceding 5 years
and other pertinent information required by commissioner.
Must pay license fee to commissioner.

2581: Each life sub-agent shall individually file an
application for license.

2585: Each applicant for license as life agent must file
with commissioner his written application on forms furnished
by commissioner. Application signed and duly sworn to by
applicant. Form shall require applicant to state full name,
residence, age, occupation and place of business for 5 years
preceding application date; whether has ever held license to
solicit life or any other ins. in any state; whether has been
refused or has had suspended or revoked a license to solicit
insurance in any state; what insurance experience, if any, he
has had; what instruction in life ins. and in the ins. law of
this state has had or expects to have; whether any insurer or
general agent claims he is indebted under an agency contract
or otherwise, and if so, name of claimant and nature of claim
and applicant's defense; whether has had agency contract can-
celed and, if so, when, by what co. or gen. agent and reasons
therefor; whether will devote all or part of his efforts to
acting as a life agent and, if part only, how much time will
devote to such work and in what other business or businesses
he is engaged or employed; whether, if applicant is married
woman, her husband has ever applied for or held a license to
solicit ins. in any state and whether the license has been
refused, suspended or revoked; and such other information as
commissioner may require.

Application to be accompanied by insurer's certificate that
insurer has investigated character, background of applicant
and is satisfied that he is trustworthy and qualified to act
as its agent and to hold self out in good faith to general
public as life agent and that insurer desired to license
applicant as its agent in this State.
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Comment: This provision summarizes the basic application require-
ments as to all licenses, and relies heavily upon factors contained
in present 23585, summarized above, as to life agents. Present pro-
vision as to confidential nature of personal information as to
applicants - as in sec. 701 - above summarized, is included as
proposed 9, although it is difficult to know just what the provision
means, and such a provision might handicap the administration of the
chapter, For consideration.
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§ 1519. Investigation

1. Upon completion of any application for license under
this chapter the commissioner shall make such investigation as
he deems advisable of the applicant's character, financial
responsibility, experience, background, and fitness for the
license applied for.

2. As to applicants not theretofore licensed under this
code or licensed as insurance agent, broker, or adjuster in this
State under laws heretofore in force,the commissioner shall
secure, as soon as is reasonably possible after filing of the
application, a credit and investigation report relative to the
applicant from a recognized and established independent investi-
gation and reporting agency. The cost of such report, in a rea-
sonable uniform flat amount as from time to time fixed by the
commissioner, shall be paid by or on behalf of the applicant,
and shall be deposited with the commissioner at the time of
filing the application. The commissioner shall promptly deposit
the payment with the Treasurer of State to the credit of the
insurance regulatory fund. The commissioner shall keep confi-

dential the contents of any such report.

Ref.:

Comment: Several states now use such credit reports. The cost

is reported to average about $7. Such a credit report is recom-
mended by the Life Agent Exam Advisory Board.

Query: How is the commissioner to rely on a credit report in
refusing a license if he must keep contents confidential?



§ 1520. Examination for license; application for examination

1. After completion and filing of application with the com-
missioner as required by section 1518 of this chapter the commis-
sioner shall subject each applicant for license as agent, broker,
consultant, or adjuster, unless exempited therefrom under section
1521 of this chapter, to a written examination as to his compet-
ence to act as such agent, broker, consultant, or adjuster.

2. If the applicant is an organization, the examination
shall be so taken by each individual who is to be named in or
registered as to the license, as provided in section 1517 of
this chapter.

3. Written application for the examination shall be filed
with the commissioner by or on behalf of the applicant not less
than 10 days prior to the date fixed for the examination, as

- provided in section 1523 of this chapter, and shall be accompanied
by the fee for such application as specified in section 601 (fee
schedule) of this code. This application fee is earned when paid,

and is not subject to refund.

Ref.: Me. 371: Exam fee not returnable after applicant takes
the exan.

2504: Applicant for agent, broker, adjuster license must
take written exam as to his ability to perform his duties in
a satisfactory manner under the license applied for. Must
ray exam fee.

2581: Life sub-agent license applicant must submit to written
exam for life agent license.

2586: Life agent license applicant n_iist submit to written
exam to determine his competence as to life ins. and annuity
contracts and familiarity with pertinent laws of this State.
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Comment: Nonrefundability of exam application fee is as requested
by Commissioner Hogerty. A similar policy is now followed by
many other states. If the applicant fails to show up for the

exam the State has nevertheless gone to some trouble and expense
to prepare the exam.




§ 1521. Exemption from examination

Section 1520 of this chapter shall not apply and no such
examination shall be required of:

1. An applicant for license covering the same kind or kinds
of insurance as to which the applicant was licensed under a similar
license in this State, other than a temporary license, within 2 years
next preceding date of application for the license, unless such
previous license was revoked or continuation thereof refused by
the commissioner, and if the commissioner deems the applicant to
be fully gualified for the license.

2. An applicant for an agent's license who is currently
licensed as a broker or as a consultant as to the same kind or
kinds of insurance, or has been so licensed within 12 months
next preceding date of application for the license, unless such
previous liceunse was revoked or suspended or continuation thereof
refused by the commissioner.

3. Applicants for limited license under section 1531 of
this chapter, who represent public carriers and in the course
of such representation solicit or sell insurance incidental to
the transportation of persons or to the storage or transportation
of property, and as to insurance so transacted.

4. Applicants for license as title insurance agent, who

are attorneys at law duly licensed to practice law in this State.

Ref.: Me. 371: Exam fee not payable if exempted from exam.

2504: Exam not required for agent license when annual
premium of each policy to be sold not over $2; or for sale
only of baggage or accident ins. covering travel risks, and
if applicant is employed primarily for a purpose other than
sale of ins.; or for sale of ins. written on assessment basis
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by domestic mutual fire insurer.

2511: After lapse of 2 years, previously liceunsed agent,
broker or adjuster must re-qualify (by exam) before being
relicensed....

2586: Exam for life agent license not required of applicant
for renewal license, unless commissioner determines that exam
necessary to establish competency or trustworthiness of the
licensee; or as to applicants licensed as such within 2 years
prior; applicants for agent licemse only for sale of accident
insurance covering travel risks, as in sec. 2504, above cited;
in commissioner's discretion, applicant whose life agent
license was suspended less than one year prior to date of
application,.

Comment: This covers much the same field of exemptions as the
present law, with some generalizations. The suspension of a
license should not terminate the license. Proposed 3 covers
three categories in the present law. The $2 annual premium of
the present law probably applies to travel accident ticket
policies? Are title insurance agents now subject to licensing?
Is proposed 4 advisable?




§ 1522. Scope of examination; reference material

1. Each examination for license as agent, broker, consultant,
or adjuster shall reasonably test the applicant's competence and
knowledge of the kinds of insurance, policies and transactions to
be handled under the license appliedfogi the duties and responsi-

bilities of such a licensee, and of the pertinent laws of this

State with which the applicant reasonably should be familiar.

upon ;gentwmralnlng courses¢comménl used ﬁy 11fe 1n ure%é.

ggéf The examination for a broker license shall be more diffi-~
cult than that for an agent license; the examination for a consult-
ent license shall be substantially more difficult than that for a
broker license and shall be a thorough testing of the applicant's
competence to provide expert advice within the field covered by
the license applied for.

ﬁﬁ% The commissioner shall prepare and make available to
applicants printed information as to the general scope of, and
particular subjects to be covered by, the examination for a
particular license, together with information as to published
books and other reference sources which may be studied by the

applicant in preparation for the examination.

Ref.: Me. 2586: Life agent exam is to determine his competence
as to life and annuity contracts and his familiarity with
pertinent laws. Commissioner may make rules, regulations
as to scope and type of each exan.

2504: Exam is as to applicant's ability to perform his
duties in a satisfactory manner under the license applied
for.
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Comment: Proposed subsection 4 has worked well in those states
which have adopted similar plans. Some Insurance Departments sell
these exam books and thus reimburse the cost thereof.

Note: Proposed 2 is suggested, in substance, by the Life Agent
Exam Advisory Board. The advisability of this provision is for
consideration; it may not be desirable to specify in the law that
the standards for measuring the competence of agents for the pro-
tection of the public must be the same as those used by the insur-
ance business itself. Such a standard could, however, be adopted
by the Commissioner on recommendation of the Board, and without
spelling it out in the statute.



§ 1523. Conduct of examination

1. All examinations of license applicants shall be conducted
“““““ by the commissioner or by anwiﬁgéﬁendent-agancy so authorized by
him and using examinations prepared by him.

2. The commlss1oner shal; make examination available to
applicants at leastvon@i;;gie&égmweek>at the commissioner's princi-
pal office; and at such other times and places in this State as
the commissioner may deem advisable.

3. All the kinds of insurance the applicant proposes to
transact under the license applied for shall be included in the
same examination.

4, The commissioner shall give, conduct, and grade all
examingtions in a fair and impartial manner and without unfair
discrimination as between individuals examined.

S Appllcants must earn a grade of. not less than 70, based,

"""" ”.f

upoﬁ'an examlnatlon evaluatlon scale runnlng from zero to 100 "in

-

S

order to paSs the examlnatlon.
6. Within 30 days after the examination the commissioner
shall inform the applicant as to whether or not he has passed.
7. The commissioner shall keep each examination paper on

file for at least 6 months.

Ref.: Me. 2504: Applicant must appear for exam at time and
place designated by the commissioner., Must pass exam with
a grade indicating his ability to perform his duties in a
satisfactory manner under the license for which he applies.

2507:-1: As in 7, above.

2586: Applicant for life agent license must pass exam to
the satisfaction of the commissioner. Commissioner may
determine times and places within this State where exams
are to be held. Applicants shall be permitted to take
exam at least once each week at the principal office of
the commissioner.
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Comment: In some states the Commissioner uses independent examina-
tion agencies for conduct of examinations -~ often in remote parts

of the state. Is this desirable in Maine? Otherwise, the provision
sets up definite standards for the conduct and grading of examina-
tions, and incorporates provisions of existing law, as above cited.

Pogsibility of use of an independent exam agency as in 1 is
suggested by the Life Agent Exam Advisory Board.



§ 1524, Re-examination

1. An applicant who has failed to pass the first examination
for the license applied for may take a second examination after a
one-week waiting period, and without paying a new examination
application fee if the second examination is taken within 6 months
after the first examination.

2. An applicant who has failed to pass the first two examina~-
tions for the license applied for shall not be permitted by the
commissioner to take a third or subsequent examination until
expiration of 6 months after the last previous examination. Except
as provided in subsection 1, above, the applicant shall pay a new
examination application fee with respect to each examination after
the first examination for the license applied for.

3. A different set of examination questions than any theretofore

used as to the same applicant shall be used on each re-examination.

Ref.: Me. 371: Exam fee need not be paid for first re-examination
but must be paid for each further re-examination.

2507-3: If applicant fails to pass his first exam as to
general lines agent, broker, or adjuster license, he may
take another with no waiting period or exam fee. If fails
the 2nd or any subsequent exam, must pay another exam fee
and wait 6 months before retaking.

2586: As to life agent license applicants - if has taken
and failed to pass 2 exams shall not be entitled to take
further exam until after expiration of 6 months from date
of last exam in which he failed; if thereafter fails to
pass 2 more exams, not eligible to take further exam until
after expiration of one year from date of last unsuccessful
exam. No exam fee shall be paid for a 2nd exam within any
6 mmonth period.

Comment: The proposed provision suggests a uniform system as to all
applicants.

Note: Life Agents Exam Advisory Board recommends that additional
exam fee be required as to each exam taken. This is for considera-
tion, and if adopted, the above provision would be modified accord-
ingly.
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§ 1525. Examination advisory boards - Designation, appoint-
ment

1. The commissioner shall continue to appoint two advisory
boards to make recommendations to him with respect to the scope,
type and conduct of written examinations for license, the times
and places within the State where examinations shall be held, and
with respect to the other matters referred to in this section. He
shall appoint one such board with respect to general lines agent
licensing, to be referred to as the '‘general lines agent examination
advisory board;"™ he shall appoint the other such board with respect
to life agent licensing, to be referred to as the '"life agent
examination advisory board."

2. Each such board shall consist of 5 members, to be appocinted
by the commissioner for terms of 3 years each, cn a staggered term
system so as to prevent the terms of more than 2 members from expir-
ing in any one year. No person shall be eligible for appointment to
such a board unless he or she is active on full-time basis in the
general lines insurance business (as to the general lines advisory
board) or in the life insurance business (as to the life advisory
board), and is a resident of this State. No person may be reappointed
to a board for more than one 3-year term.

3. In appointing members to the general lines advisory board,
the commissioner, so far as practicable, shall appoint persons with
prior experience in the education and training of fire, casualty or
surety insurance agents or prospective agents, and so far as practi-
cable the commissioner shall so constitute such board that it shall
at all times include members who are experienced in the fire, casually

or surety insurance business, 2 of whom shall be representatives of

general lines agents, one of whom shall be a representative of the
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domestic mutual insurers (other than life insurers), one of
whom shall be the representative of other insurers authorized
to do a property, casualty or surety insurance business in this
State, and one of whom shall represent the public.

4, In appointing members to the life advisory board the
commissioner so far as practicable shall appoint persons with
prior experience in the education and training of life insurance
agents or prospective agents, and so far as practicable the
commissioner shall so constitute the board that it shall at all
times include one general agent or manager of a life insurance
agency within this State, and one salaried home office officer

or employee of a domestic life insurer.

Ref.: Me. 2505: As above, as to fire, casualty surety agent
board.

2586: As above, as to life board.

Comment: Obsolete material has been omitted; composition, etc.
of the respective boards has been retained. Material is being
divided into 2 sections for easier presentation, use, and amend-
ment.

Query: Should these boards alsc be concerned with examinations
for broker or consultant licenses in the respective categories?
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§ 1526, Same - Functions, reports, expenses

1. Each respective such advisory board shall meet with the
commissioner twice during each calendar year at times and places
to be designated by the commissioner, and on such other occasions
as its members deem appropriate. The commissioner shall furnish
to the board such information, not otherwise designated by law
as confidential, as its members may reasonably require with res-
pect to the conduct, scope and results of examinations of general
lines agents (as to the general lines advisory board) or of life
agents (as to the life advisory board).

2. Each such board shall make at least one written annual
report to the commissioner with respect to the matters within
its province. In the report, or in addition thereto, the board
shall provide the commissioner with its specific recommendations,
from time to time, as to changes in the scope, format and nature
of examinations with which it is concerned, as appear to its

members desirable and in the best interest of the people of this
State and of the property, casualty or surety insurance business
(as to the general lines advisory board) or the life insurance
business (as to the life advisory board) as conducted in this
State.

3. The commissioner shall avail himself and his department
of all such recommendations and material so furnished/zge respect-
ive such boards, and shall adopt or implement such portions thereof
as appear to him appropriate and advisable.

4., Each board may, in addition, consult with the commissioner

with respect to possible legislation or regulatory measures

designed or intended to improve the gquality and nature of the
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solicitation and servicing of property, casualty or surety
insurance by licensed general lines agents (as to the general
lines advisory board), or of life insurance by licensed life
agents (as to the life advisory board), within this State;
but nothing in this section shall be deemed to vest any author-
ity in such a board other than on an advisory basis as stated.
5. The written reports of a board shall be matters of
public record, and available from the commissioner upon
request.
6. The members cof such a board shall serve without compen-
sation, but with the commissioner's approval may be reimbursed
for their reasonable travel expenses in attending any meeting

called by the commissioner.

Ref.: Me. 2505: as above, as to general lines agents.

2586: As above, as to life agents.

Comment: This is the present law, with minor editing and

correlation.
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§ 1527. Issuance, refusal of license; refundability of fees

1, If the commissioner finds that the application is complete,
that the applicant has passed any required examination and is other-
wise qualified for the license applied for, he shall promptly
issue the license; otherwise, the commissioner shall refuse to
issue the license and promptly notify the applicant and the
appointing insurer (if application is for an agent's license) of
such refusal, stating the grounds thereof.

2. If the license is refuseq, the commissioner shall promptly
refund to the appointingﬁMSurer,/ige case of applications for
agent's license, the appointment fee tendered with the license
application. All other fees for application for agent, broker,

consultant, or adjuster license shall be deemed earned when paid

and shall not be refundable.

Ref.: Me. 421: 1If applicant complies with requirements,
commissioner shallis$sue him the license applied for.

2587: 1If applicant has passed his written examination
and commissioner satisfied that he is trustworthy and
competent, a license shall be issued forthwith...Otherwise,
the commissioner shall notify applicant and iansurer in
writing that license will not be issued.

Comment: Self-explanatory.
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§ 1528. License categories

The commissioner shall issue under this chapter the following
categories of license only:

1. Agent license:

A. Resident agent, individual or organization.

B. Nonresident agent, individual or organization.

C. Except as provided in section 1530 of this chapter, an
agent license must cover one or more complete kinds of insurance
as defined in chapter 9 of this code,<bu$manm@$gani@&®&onwl&g@nag
shall not-be--issued-asto~tife.insurance.-or-anpnuity f»-»com;:ca@@s‘w.;f

2. Broker license:

A. DResident broker, individual or organization.

B. Nonresident broker, individual or organization.

C. A broker license must cover one or more complete kinds
of insurance as defined in chapter 9 of this code,{§xcep¢m$ha¢
an-~organization-license-shall -not-be-issued-as.to.life-insurance
.Qmwannuitymcanmnagxsb

3. Consultant license:

A, -Rezsi¥ont consultant, individual only.

B. A consultant license must cover either or both of the
following categories, as selected by the licensee:

(1) General lines, that is, property, casualty and surety
insurances.

(2) Life insurance, annuities, and health insurance.

4, Adjuster license:

A, Regirderrt adjuster, individual or organization.

Ref.: Me. 2502: Following types of licenses may be issued:
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Resident, nonresident agent; resident, nonresident broker;
surplus line broker; resident, nonresident organization
agent or broker; adjuster,

2503: Agent or broker license may be restricted to fire,
casualty, inland marine, ocean marine, fidelty, surety or
other kml of insurance.

Comment: +this provision is based upon existing law, above cited, but
correlated with the proposed "kinds'" of insurance and licensing
pattern of the new code. The Jife agent licensing advisory board

has recommended that organization licenses be not issued as to life
insurance or annuity contracts, and the proposed chapter incorpor-
ates this suggestion for consideration. In some states a broker
license will not be issued except as to all general lines, or life
insurance and annuity contracts.

Query: Do we want nonresident consultants?
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§ 1529, License contents; number of licenses required.

1. The license chall state the name and address of the
licensee, date of issue, general conditions relative to expira-
tion or termination, the kind or kinds of insurance covered by
the license, if applicable, and such other conditions as the
commissioner deems proper for inclusion in the license certi-
ficate. ©No license shall be issued in a trade name unless the
name has been duly registered or filed as required by law.

2. The license of an agent shall not specify the name of
any particular insurer by which the licensee is appointed as
agent, except as provided in subsection 4, below, as to‘limited
licenses; and the licensee may, subject to section 1530 of this

-or health
chapter as to life/agents, represent as such agent under the
one license as many insurers as may appoint him therefor, with
respect to the kind or kinds of insurance éovered by the license,
in accordance with this chapter.

3. A license issued to an organization shall list the
location of each place of business of the organization.

4. Each limited license issued pursuant to section 1531 of
this chapter shall show also the name of the insurer so repres-

ented, and a separate license shall be required as to each such

insurer.

Ref.: Me. 2506-4: License issued to organization must contain its
name, location of each place of business, and name and resi-
dence of each person authorized to transact business for it.

Comment: Proposed 2 is part of the proposed permanent license systen,
in which the licensee agent holds his own license independent of a
particular insurer. Other aspects of this system will appear in

subsequent proposed provisions.



§ 1530. Multiple licensing, life or health insurance agents

1. A life or health insurance agent may concurrently be
licensed as to as many life insurers as duly file appointments
of the licensee with the commissioner and pay the appointment
fee, except as provided hereinbelow.

2. Upon the filing of each appointment of the licensee
or proposed licensee by a life or health insurer the commissioner
shall promptly give written notice of the pending appointment
to all other life or health insurers, as the case may be, as to
whom the licensee has been licensed in this State within the
24 months next preceding, and shall allow such other insurers
a reasonable period as specified in the notice within which
to respond. If the commissioner finds that the applicant or
licensee has a debit balance with any such other insurer which
is not adequately secured or otherwise provided for to the
obligee insurer's satisfaction, and that such indebtedness is
either acknowledged by the applicant or licensee or the insurer
has secured a judgment therefor, the commissioner shall not
effectuate the new appointment until after such debit balance

has been adequately secured, or otherwise so provided for.

Ref.: Me. 2589: Life agent may apply for additional licenses
to act as agent for additional insurers. App shows each
insurer applicant already licensed to represent; certificate
from the insurer named in each additional license applied for
that it desires to appoint the applicant as its agent; and
other information required by the commissioner. Commissioner
may issue the additional license without examination or further
investigation. Any life insurer may file request with commis-
sioner for notification that any life agent representing it
has been appointed to represent another life insurer, and the
commissioner shall so notify.
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Comment: This carries present law a bit further, and is geared
to the proposed permanent license system. This is aimed at so-
called "advance artists'" who operate in the life-health insurance
field, who move from insurer to insurer securing as much of an
"advance' against promised future production as is possible, and
sometimes attempting to re-write former business or submitting
"phoney" applications to prolong the advance.



§ 1531. Limited licenses

1. The commissioner may issue to an applicant qualified
therefor under this chapter a limited agent's license as follows:

A, Covering motor vehicle insurance only; or

B. To persons representing public carriers, as provided in
section 1521-3 of this chapter; or

C. Covering only credit life and credit health insurance.

2. No person so licensed shall concurrently hold license
as an agent or broker as to any other or additional kind of
insurance.

3. The fee for limited licenses is as specified in sec-

tion 601 (fee schedule) of this code.

Ref.:

Comment: This suggested provision takes care of several narrow
specialties: "A'" takes care of auto dealers, and makes it unnec-
essary for them to gqualify for, or compete for business of, other
property or casualty lines; "B covers transportation ticket policy
salesmen; ""C" covers people interested only in credit life and

A&H. These are for consideration.

Note: On behalf of the Independent Insurance Agents Assn. of
Maine, Attorney Robert A. Marden, Counsel, recommends abolishing
limited licenses. This is for comnsideration of the Commission.
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§ 1532, Continuation, expiration of licenses

1. Each broker (resident or nonresident), consultant, and
adjuster license issued under this code shall continue in force
until expired, suspended, revoked or otherwise terminated, but
subject to payment to the commissioner at his office in Augusta
annually on or before December 31 of the applicable continuation
fee as stated in section 601 (fee schedule) of this code, accom-~
panied by written request of the licensee for such continuation.
Any such license not so0 continued on or before December 31 shall
be deemed to have expired as at midnight on such December 31;
except that the commissioner may effectuate a request for contin-
uation received by him within 30 days after such December 31 if
accompanied by an annual continuation fee of 150% of the contin-
uation fee otherwise required.

2. An agent license shall continue in force while there is

in effect as to the licensee, as shown by the commissioner's

_records, an appointment or appointments as agent of authorized

insurers covering collectively all the kinds of insurance included
in the agent's license. Upon termination of all the licensee's
agency appointments as to a particular kind of iansurance and failure
to replace such appointment within @ days thereafter, the license
shall thereupon expire and terminate as to such kind of insurance,
and the licensee shall promptly deliver his license to the commis-
sioner for reisuance, without fee or charge, as to such kinds of
insurance, if any, ¢overed bv the licensee's remaining agency
appointments. Upon termination of all the licensee's agency

appointments the license shall forthwith terminate.

3. As a condition to or in connection with the continuation
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of any agent or broker license the commissioner may require the
licensee to file with him information as for application for
the license, or as to the use made of the license during the
current or next preceding calendar year.

4, This section does not apply to temporary licenses issued

under section 1536 of this chapter.

Ref.: Me. 2508: Agent license expires July lst next following
issue; broker license expires one year from date of issue;
adjuster license expires Dec. 31 following issue.

2590: Life agent license expires July lst, unless prior
revoked or suspended or terminated by insurer. Renewals
may be issued from year to year on request of insurer;
renewal request shall show whether agent devotes all or
part of his efforts to acting as life agent, and if part
only, how much time he devotes to such work and in what
other business or businesses he is engaged or employed.

On filing renewal request and payment of required fees
prior to expiration date, current license remains in force
until renewal license issued or refused and notice thereof
given insurer and agent.

Comment: This is the heart of the permanent license system.
Expiration dates are set at Dec. 31 and July lst, since those
are dates used under present law, except as to brokers. Is it
difficult to administer broker expirations on present random
expiration basis? Would cother expiration dates be desirable?
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§ 1533. Appointment of agents; continuation

1. Each insurer appointing an agent in this State shall
file with the commissioner the appointment in writing, specify-
ing the kinds of insurance to be transacted by the agent for
the imsurer, and pay the appointment fee, or license fee in
the case of limitéd licenses, as specified in section 601 (fee
schedule) of this code.

2. Subject to annual continuation by the insurer as provided
in subsection (3) below, each appointment shall remain in.effect
until the agent's license is revoked or otherwise terminated,
unless the insurer earlier terminates the appointment as provided
in section 1835 of this chapter.

3. Annuvally on or before July lst each insurer shall file
with the commissioner an alphabetical list of the names and
addresses of all its agentsuinuthis State whose appointments,
or licenses in the case of limited licenseé, are to remain in
effect as to the kinds of insurance for which the respective
agents are currently so appointed, accompanied by payment of
the annual continuation of appointment fee, or license fee in
the case of limited licenses, as specified in section 601 (fee
schedule) of this chapter. At the same time, the insurer shall
also file with the commissioner an alphabetical list of the names

or licenses
and addresses of all its agents whose appointments/in this State
are not to remain in effect, or whose appointment as to certain
kinds of insurance are not to remain in effect and as designated
in such list. Any éppointment or license not so continued and

not otherwise expressly terminated shall be deemed to have

expired at midnight on July lst. As to life agents the insurer

shall also file the information called for in section 1534 of
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this chapter.

Ref.: Me. 2504: Agent license applicant must be authorized by
each insurer he is to represent, and insurer must file
certificate with commissioner authorizing applicant to
act as its agent.

Comment: This is the second half of the permanent licensing
system as to agents. It is self-explanatory. It saves much
work for both the Insurance Department, insurers, and agents, and
yet produces equal - if not larger -~ revenues for the State as
compared with the old systen.
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§ 1534, Same - Supplemental 1nformat10n as to life agents

k

As to life a ents, the request of-the insurer for continuation
of its appointment, %%s referred toﬂln section 1533 of this chapter,

shall be supplementeé%py the 1nsUrer as to each such agent in

such manner as to show w‘eth@T the agent devotes all or part of

his efforts to acting as é%élfe agent, and, if parti{ only, how

r ,
y
much time he devotes toﬁsuch work and in what other business or
s“‘ E&

businesses he is enggged or emh%oyed.

Ref.: Me. 2590 - 3: As above, in substance.

Comment: This is present law. How has it worked? Is the
information dependable? Is it worth preserving? Note that
under proposed section 1532-3 the commissioner is authorized
to get this information from the licensee.



§ 1535. Termination of agent appointment

1. Subject to the agent's contract obligations and rights,
if any, an insurer or agent may terminate an agency appointmént
at any time. If termination is by the insurer, the insurer shall
promptly give written notice of termination and the effective
date thereof to the commissioner, and to the agent where
reasonably possible. The list of appointments not being con-
tinued referred to in section 1533 of this chapter shall constitute
such notice to the commissioner as to the terminationsso listed.
The commissioner may require of the insurer reasonable proof
that the insurer has given such notice to the agent where rea-
sonably possible.

2, Accompanying the notice of termination given the commis-
sioner the insurer shall file with him a statement of the cause,
if any; for termination. Any information, document, record or
statement so disclosed or furnished to the commissioner shall be
deemed an absolutely privileged communication and shall not be
admissible as evidence in any action or proceeding unless so

consented in writing by the insurer.

Ref.: Me. 2592: Life insurer terminating appointment of agent
shall immediately file with commissioner statement of facts
relative to the termination and date and cause thereof. Com-
missioner thereupon terminates the license of the agent as to
that insurer; any information, document, record or statement
so disclosed to commissioner is privileged communication and

shall not be used as evidence in any court action or proceeding.

Comment: Proposed subsection 2 follows the present law, above cited,
with a modification deemed practical to enable the information to be
used with the insurer's consent.
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§ 1536, Temporary license as agent or broker

1. The commissioner, in his discretion, may issue a temporary
license as agent or broker, as the case may be, to or with respect
to an individual otherwise qualified therefor but without requir-
ing such individual to take an examination, in the following cases:

A, To the surviving spouse or next of kimn, or to the admin-
istrator or executor or employee thereof, of a licensed agent or
broker becoming deceased, or to the spouse, next of kin, employee
or legal guardian or employee thereof, of a licensed agent or broker
disabled because of sickness, insanity or injury, if in either case
the commissioner deems that such temporary license is necessary for
the winding up or continuation of the agent's or broker's business.

B. To a member or employee of a firm, or officer or employee
of a corporation, licensed as agent or broker upon the death or
disablement of an individual designated in or registered as to
the license to exercise the powers thereof.

C. To the designee of a licensed agent or broker entering
upon active service in the armed forces of the United States of
America.,

2, A temporary license issued under this section shall be
for a term of not over 6 months, and may not be renewed.

3. The fee paid for a temporary license may be applied upon
the fee réquired for any permanent similar license issued to the

licensee covering the same kinds of insurance.

Ref.: 2509: The commissioner may issue a temporary license with-
out examination as follows:

1. Agent's or broker's license. On the death, disability,
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termination of employment or transfer out of State of a
licensed agent or broker, the commissioner may issue a
temporary license to a suitable person appointed by an
insurance company to act as its agent, or to a person
capable of transacting the business of a broker, when the
license is necessary to continue the business of the agent
or broker for the protection of the public.

2, License restricted. A license issued under this section
may be effective for not more than 6 months and may not be
renewed.

3. License fee. The applicant for a temporary license
must pay the same license fee to the commissioner as provided
in section 371 for a regular license.

2591: The commissioner, if he is satisfied with the honesty
and trustworthiness of the applicant, may issue a temporary
life insurance agent's license without requiring the applicant
to pass a written examination, as follows:

1. Executor or administrator. To the executor or administra-
tor of the estate of a deceased person who at the time of his
death was a licensed life insurance agent;

2. Next of kin. To a surviving next of kin of such a de-
ceased person, if no administrator or executor has been
appointed and qualified, but any license issued under this
subsection shall be revoked upon issuance of a license to an
executor or administrator under subsection 1;

3. Expiration. A license issued under this section may be
effective for not more than 6 months, and it may not be renewed.

Comment: This somewhat expands the categories of the present law,
but in circumstances found to be useful in other states. Proposed
3 is designed to encourage acquisition of a permanent license.
This is for consideration.

Noted that present law does not provide for temporary life broker
license.
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§ 1537. Same - Rights, limitations

1. The temporary license may cover the same kinds of insur-
ance for which the agent or broker thereby being replaced was
licensed.

2. The temporary licensee may represent under the license
all insurers last represented by the replaced agent,and without
the necessity of new appointments of the licensee; but the lic-
ensee shall not be appointed as to any additional iansurer or
additional kind of insurance under such a temporary license.
This provision shall not be deemed to prohibit termination of
its appointment by any insurer,

3. A temporary licensee shall have the same license powers

and duties as under a permanent license.

Ref.: See references to proposed § 1536.

Comment: This clarifies the nature and uses of a temporary

license.



§ 1538. Insurance vending machines

1. A licensed resident agent may solicit and issue personal
travel accident insurance policies by means of mechanical vend-
ing machines supervised by the agent and placedat airports amd
similar places of convenience to the traveling public, if the
commissioner finds:

A. That the policy to be so sold provides reasonable
coverage and benefits, is reasonably suited for sale and issuance
through vending machines, and that use of such a machine in a
proposed location would be of material convenience to the public;

B. That the type of vending machine proposed to be used
is reasonably suitable and practical for the purpose;

C. That reasonable means are provided for informing pro-
spective purchasers of policy coverages and restrictions; and

D. That reasonable means. are provided for refund of money
inserted in defective machines and for which no insurance, or a
less amount than that paid for, is actually received.

2. As to each such machine to be used, the commissioner
shall issue to the agent a special vending machine license. The
licemse shall specify the name and address of the insurer and agent,
the name of the policy to be sold, the serial number of the machine,
and the place where the machine is to be in operation. The license
shall be subject to annual continuation, to expiration, suspension,
or revocation coincidentally with that of the agent. The commis-
sioner shall also revoke the license as to any machine as to which
he finds that the license qualifications no longer exist. The
license fee shall be as stated in section 601 (fee schedule) of
this code for each license year or part thereof for each respective

vending machine. Proof of the existence of a subsisting license
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shall be displayed on or about each such machine in use in such

manner as the commissioner reasonably requires.

Ref.:

Comment: This is substantially a "standard™ provision governing
vending machines and licensing thereof. Is it desirable to limit
these machines to personal travel accident insurance?

For consideration.



§ 1539. Suspension, revocation, refusal of license

1. The commissioner may suspend for not more than 12 months,
or may revoke or refuse to continue any license issued under this
chapter or any surplus lines broker license if, after notice to
the licensee and to the insurer represented (as to an agent) and
hearing, he finds that as to the licensee any one or more of the
following causes exist:

A. For any cause for which issuance of the license could have
been refused had it then existed and been known to the commissioner.
B. For violation of or noncompliance with any applicable
provigion of this code, or for wilful vioclation of any lawful

rule, regulation, or order of the commissioner.

C. Forobtaining or attempting to obtain any such license
through misrepresentation, origzilure to disclose a material fact
required to be disclosed in the application, or for fraud.

D. For misappropriation or conversion to his own use, or
illegal withholding, or illegal failure to remit, moneys belong~-
ing to policyholders, or insurers, or beneficiaries, or others and
received in conduct of business under the license.

E. For material misrepresentation of the terms of any
existing or proposed insurance contract.

F. For wilful overinsurance of property located in this
State.

G. For holding at the same time licenses as a resident agent
or broker in this and any other State.

H. If in conduct of his affairs under the license the licensee

has used fraudulent, or coercive, or dishonest practices, or has

shown himself to be incompetent, or untrustworthy, or financially

irresponsible, or a source of injury and loss to the public.
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2, The license of a firm or corporation may be suspended,
revoked or refused also for any of such causes as relate to any
individual designated in or registered as to the license to
exercise its powers.

3. In lieu of such suspension, revocation, or refusal to
continue, the commissioner may levy an administrative fine upon
the licensee of not less than $25 and not more than $500. The
order levying the fine shall specify the date before which the
fine shall be paid. Upon failure to pay the fine when due, the
commissioner shall revoke the licenses of the licensee and the fine
may be recovered in a civil action brought on behalf of the com-
missioner by the Attornevy General. Fines so collected shall be
paid by the commissioner forthwith to the Treasurer of - State

for the account of the insurance regulatory fund.

Ref.: Me.8ll: Suspend or revoke license of agent for wilful
violation of law.

2519: As to general lines agents, brokers, adjuster

license, may suspend, revoke or refuse to renew for:

A. Violation of ins. laws;

B. Wilfully over-insuring property;

C. " misrepresenting ins. contract;

D. Dealing unjustly with or wilfully deceiving a resident
of this State as to any ins. contract;

E. Failure to pay over to ins. co. on request any money or
property in his hands belonging thereto;

F., Violation of "controlled business'’ provision;

G. Holding resident agent or broker license in this or any
other state at same time;

H. Becoming unfit for the position in any other way.

Commissioner must hold hearing before any such action, and

in case commissioner finds that license should be suspended,
revoked or not renewed, shall give licensee 10-day written
notice of that fact, and also notify insurer in case of agent
license.

2593: As to life agent:
A. Wilful violation of ins. laws;
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B. Intentional making of material misstatement in applica-
tion for the license;

C. Obtained or attempt to obtain license by fraud or misrep-
resentation;

D. Misappropriation or conversion to own use or illegal
withholding of money of insurer, insured or beneficiary;

E. Demonstrated untrustworthiness or incompetence to act
as life ins. agent;

F. Fraudulent or dlshonest practlces,

G. Material misrepresentation of terms of life ins. policy;

H. "Twisting;'"

I. Violation of controlled business provision.

Must hold hearing before such suspension, revocation, refusal.

2596: Life agent license may be suspended or revoked for
viclation of this law.

Comment: This is a catalogue of grounds for suspension, etc.,
incorporating existing grounds and adding new grounds. The exist-
ing law is quite weak in requiring a "wilful" violation or misrep-
resentation, etc. Wilfulness is difficult to prove; agents and
others dealing in insurance matters - and upon whom the public is
required to rely -~ should know what they are talking about. The
Commissioner has broad discretion in all these matters and is un-
likely to punish for an innocent mistake. Administrative fine is
provided at Commissioner Hogerty's request. It enables the Commis-
sioner to punish for an offense without depriving the licensee of
the means of livelihood.
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§ 1540, Notice, effective date of suspension, revocation
or refusal to continue

1. Upon suspension or revocation of or refusal to continue
any such license the commissioner shall forthwith notify the

licensee thereof in writing either delivered:to the licensee in
sent
person or/by registered or certified mail addressed to the licensee

at his address last of record with the commissioner. Notice by
mail shall be deemed effective when so mailed. The commissioner
shall give like notice to the insurers represented by an agent.

2. The suspension or revocation or refusal to continue shall

become effective upon the date specified in the notice, but not
e

less than *0 days after the notice was given or mailed as provided

in subsection 1 above.

Ref.: Me. 2519: Commissioner shall give licensee and insurer
10-days written notice of suspension, revocation or noanrenewal
of license.

Comment: This is based on existing law, above cited. Desirability
of the 10-day notice is for further thought. The hearing procedure
has already put all concerned on notice that the license is in
jeopardy. If the grounds for suspension or revocation are estab-
lished at the hearing the advisability of permitting the licensee
to continue in operation for an additiomal 10 days after notice is
for consideration. Presumably, it is designed to permit the
licensee to '"phase out'" his business - close pending cases, and
achieve an orderly shutdown; or it would give time for preparation
of an appeal to the courts from the Commissioner's order. Even
without the 10-day reguirement the Commissioner can always use

his discretion as to the effective date of the order.

Required use of certified or registered mail is expensive. Can
we get along without it here?



§ 1541. Return of license to commissioner

1. All licenses issued under this code, although issued and
delivered to the licensee, shall at all times be the property of

the State of Maine. Upon any expiration, termination, suspension,
or revocation of the license, the licensee or other person having
possession or custody of the license shall forthwith deliver it
to the commissioner by personal delivery or by mail.

2. As to any license lost, stolen, or destroyed while in
the possession of any such licensee or person, the commissioner
may accept in lieu of return of the license, the affidavit of
the licensee or other person responsible for or involved in the
safekeeping of such license, concerning the facts of such loss,

theft, or destruction.

Ref.:

Comment: Self-explanatory.
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§ 1542. Re-licensing after revocation, refusal of license

1. The commissioner shall not again issue license under this
code as 1o any person whose license has been revoked or continuance
refused, until after expiration of one year from the effective date
of such revocation or refusal, or, if judicial review of such revo-
cation or refusal is scught, until after one year from the date of
final court order or decree affirming such revocation or refusal,
and until such person again qualifies for the license in accord-
ance with the applicable provisions of this code. The commissioner
may refuse any such new license applied for unless the applicant
shows good cause why the prior revocation or refusal shall not
be deemed a bar to the issuance of a new license.

2. A person whose license has been revoked or continuance
refused twice shall not again be eligible for any license under
this code.

3. If the license of a firm or corporation is s¢ suspended
or revoked or continuance refused, no member of such firm, or
officer or director of such corporation, shall be licensed or
be designated in or as to any license to exercise the powers there-
of during the period of such suspension, revocation or refusal,
unless the commissioner determines upon substantial evidence
that such member, officer, or director was not personally at
fault and did not acquiesce in the matter on account of which

the license was suspended, revoked, or continuance refused.

Ref,: Me. 2593: As to life agents, licensee whose license has
been revoked not entitled to file another application for

license as life agent within 1 year from effective date of
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revocation or, if judicial review sought, within 1 year
from date of final court order or decree affirming such
revocation. Application, when filed, may be refused by
commissioner unless applicant shows good cause why revo-

cation of license shall not be deemed bar to issuance of
new license.

Comment: This is based on present law as to life agents, rounded
out and clarified as to organization ligense.

P

P
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SUBCHAPTER II

GENERAL LINES AGENTS AND BROKERS -
QUALIFICATIONS AND REQUIREMENTS

§ 1601. Short title

Subchapter II of this chapter may be referred to as the

"general lines agent and broker law."

Ref. :

Comment: For convenience.

s
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§ 1602. Scope of subchapter

1. Subchapter II of this chapter applies only as to:

A. General lines agents, as defined in section 1503 of this
chapter.

B. General lines brokers, as defined in section 1506 of this

chapter.
2. As used in this subchapter II "agent' means general lines

agent, and "broker'" means general lines broker,

Fa N

Ref.:

Comment: For convenience and information.
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Subchapter II
AGENT - BROKER LAW,
GENERAL LINES

§ 1603. Qualifications for agent, broker licenses

For the protection of the people of this State, the commis-
sioner shall not issue, continue, or permit to exist any agent or
broker license except in compliance with this chapter, or as to
any individual unless qualified therefor as follows:

1. Age. Must be at least 21 years of age.

2. Residence. Must be a resident of this State if to be
licensed as a resident agent or resident broker, and must not be
licensed as a resident agent or resident broker of another state.

3. Competence, etc. Must be competent, trustworthy, finan-

cially responsible, and of good personal and business reputation.
4, Education. Must have fulfilled applicable education
requirements as provided for in section 1604 of this chapter.

5. Examination. Must have passed any written examination

required for the license under this chapter.

6. Purpose. Must not seek or use the license for the pur-
pose of writing controlled business, as referred to in section
1514 of this chapter.

7. Appointment. If for agent's license, must have been

appointed agent by an authorized insurer or insurers as to the
kinds of insurance to be covered by the license, subject to
issuance of the license.

8. Experience. If for broker's license, must have had

experience either as an agent, service representative, adjuster,
managing general agent, or broker, or other special experience,

education or training, all of sufficient content and duration



(Maine)

§ 1603 - Page 2

as deemed by the commissioner to be reasonably necessary for com-

petence in fulfilling the responsibilities of a broker.

Ref.: Me. 2504: Must be 21 or more of age; resident of this
State if for resident agent, broker license; may not be
licensed as resident agent or broker in another state;
must have good moral character; must intend to hold self
out in good faith as agent or broker.

Comment: This listing incorporates existing factors and adds new
ones deemed desirable. The opening purpose clause assists in the
construction of the law, as being one for protection of public and
not for revenue. The "moral character" of existing law has been -
I trust - made more definite in the proposed provision.
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§ 1604. Educational requirement

1. An applicant for license as agent or broker who is
required, under sections 1520 and 1521 of this chapter, to take
a written examination must have completed the educational require-
ment prescribed by either paragraph A or B below within the 2
years next prior to the date his application for license is filed
with the commissioner:

A. He must have completed successfully such courses of
instruction in insurance as the commissioner may reasonably
require and approve. Such courses may be either in attendance
at or under the supervision and direction of or by correspondence
with an educational institution or insurer, as approved by the
commissioner; or

B. He must have had not less than 6 months of responsible
duties and experience as a substantially full-time employee of an
insurance agent or broker, or of an insurer, its manager, general
agent, or representative, in the property, casualty and surety
insurance business. As to applicants for license as broker,
this provision shall not be deemed to restrict the requirements
of subdivision 8 of section 1603.

2. If qualification is based upon fulfillment of the
requirements of paragraph B, above, the applicant shall file with
the commissioner an affidavit by his employer stating the period
of employment, that it was substantially full-time, and the
nature of the duties performed by the applicant.

3. An applicant for re-licensing as agent or broker and
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who has once fulfilled the above educational requirement, need

net again fulfill them.

Ref.: Me. 2504(8): As in 1 and 2 above, in substance.

2511: As in 3, above, in substance.

Comment: This is the present law. Has it worked satisfactorily?
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§ 1605. Authoritiy of agent; limitation as to surety bonds

1. A licensed agent resident in this State of an author-
ized insurer may:

A, BSale of insurance. Sclicit, sell and make binding

insurance contracts through this State within the authority
granted him by the insurer and the scope of his license.

B. Adjustment of losses. Adjust the losses of the insurer

within the authority granted him by the insurer.
2. An agent who is also a judge of probate, register of
probate or an employee in the office of either, shall not write

surety bonds or share in the commissions thereon.

Ref.: Me., 2512: As in 1 A & B above.

2518(4): As in 2 above, except as commented on below.

Comment: This is the present law, but in 2 we have added a pro-

hibition against sharing in commissions on such bond business. _
A similar prohibition will be carried in the chapter dealing with
surety contracts. Should there be a prohibition against appoint-
ing any of these as an agent as to surety business?

We have alsc added, in A - that the license gives authority
throughout the state.



sy

(Maine)

§ 1606. Broker's bond

1. Every applicant for a broker's license shall file with
the commissioner with the application and shall thereafter main-
tain in force while so licensed, a bond in favor of the State of
Maine executed by an authorized surety insurer. The bond shall
be conditioned upon full accounting and due payment to the person
entitled thereto, of funds coming into the broker's possession
through insurance transactions under the license. The bond may
be continuous in form and aggregate liability on the bond shall
be limited to payment of not less than $2,500.

2. The bond shall remain in force until released by the
commissioner, or until cancelled by the surety. Without preju-
dice to liability previously incurred thereunder, the surety may
cancel the bond upon 30 days' advance written notice to both the

broker and the commissioner.

Ref.:

Comment: Since the broker is representing the insured and not the
insurer, the insurer is not responsible for his financial trans-
actions. Bond is usually required of brokers through the country.



(Maine) .
Chapter 17
Subchapter IL
AGENT-BROKER LAW,
GENERAL LINES

§ 1607. Broker's authority, commissions

1. A person licensed as a resident or nonresident broker
may negotiate with any authorized insurer insurance contracts
within the scope of his license and covering risks in this State,
subject, as to a nonresident broker, to section 1618 (must place
business through resident agent) of this chapter.

2. A broker as such is not an agent or other representative
of an insurer and does not have power by his own acts to obligate
the insurer upon any risk or with reference to any insurance
transaction.

3. An insurer or agent shall have the right to pay to a
broker licensed under this chapter the customary commissions

upon insurance placed through the broker.

Ref.: Me. 2514: As in 1, above.

Comment: This is clarification of the broker status.



,,,,,,,,

(Maine)

§ 1608. Broker, agent license combinations

A licensed agent may be licensed also as a broker and be a
broker as to insurers for which he is not then licensed as agent.
The sole relationship between a broker and an insurer as to
which he is then licensed as an agent, as to transactions arising
during the existence of such agency appointment, shall be that of

insurer and agent, and not that of insurer and broker.

Ref.:

Comment: This is further clarification of the broker status.
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AGENT - BROKER LAV ,
GENERAL LINES

§ 1609. Place of business; display of license

"Zé» Every resident agent and broker shall have and maintain
in this State a place of business accessible to the public, and
wherein the licensee principally conducts transactions under his
license. The address of such place shall appear upon the license,
and the licensee shall promptly notify the commissioner in
writing of any change thereof. Nothing in this section shall pro-
hibit maintenance of such a place in the licensee's residence in

this State.

o

?. The 1lcenses of the 1lcensee shall be ¢onsplcuously dlS—

played 1n such place of buSlness in a part thereof customarlly

open” to the public.

Ref.:

Comment: Such agents and brokers are customarily required to
have places of business as a convenience to their insureds - who
usually look to the agent or broker for service when a problem
arises under the policaiscg%%gégﬁgof the license in the place of
business has aided in/uSeé o licenses for writing principally
of ‘‘controlled business."
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. § 1610. Records

1. The agent or broker shall keep at his place of business

complete records of transactions under his license. Such records

through
shall show, as to each insurance policy or contract placed/or

countersigned by ¢

x the licensee, not less than:

A. The names of the insurer and insured;
B. The number and expiration date of the policy or contract;

C. The premium payable as to the policy or contract; and

S . 7 & &~ P : .
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B, Such other information as the commissioner may reason-

ably require.
2. The record shall be kept available for inspection by

the commissioner for a period of at least 3 years after comple-

tion of the respective transactions,

Ref.:

Comment: Such records are customarily kept in all events.

-
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§ 1611. Signature, countersignature of policies

1. When by law the signature or countersignature of an
agent is required on an insurance contract, or rider or endorse-
ment thereto, the agent shall affix his signature the reon, either
by original written signature or by a true facsimile signature,

2. The agent may grant a power of attorney to an individual
who is 21 years or more of age to sign and countersign policies
and endorsements in his name and behalf after first obtaining
the commissioner's written consent and that of the proper offi-
cial of the insurer involved.

3. A facsimile signature may be used as to personal acci-
dent insurance policies covering air travel on a common carrier

and issued through a vending machine licensed as provided in

section 1538 of this chapter.

s

~on-endorsements

Ref.: Me.803(1L)(A)(8): As in 3 above.

2522: Requires original signature, and not facsimile,
except as to air travel insurance sold through vending
machines. Authorizes power of attorney, as per proposed
2, in substance.

Comment: General right to use of facsimile signature was requested
by Commissioner Hogerty, and is for consideration. 4 was suggested
by the Independent Insurance Agents Association of Maine, via letter
of June 13, 1968 from G. Cecil Goddard, Chairman, Special Study
Committee of the Association. In 2 the power of attorney has
specifically been extended also to countersignature, since that
appears to be the general intent of the existing law.
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§ 1612, Countersignature fee

1. A nonresident agent or nonresident broker shall pay, as
a countersigning fee, to a resident agent who countersigns an
insurance contract pursuant to section 426 of this code, subjéct
to exceptions stated in section 427 of this code, 50% of the com-
mission on the first $50 of commissions, and a negotiated amount
of commission on the balance of the commission, based on the ser-
vices rendered or to be rendered by the countersigning resident
agent,

2. If the laws of a state or a province of Canada in which
the nonresident agent or nonresident broker is licensed as a
resident thereof, imposed upon a Maine agent or broker a require-
ment to pay a greater countersignature fee of a specific amount
or percentage of the commission, the countersigning fee payable
to the Maine agent shall be the same as would be imposed on the
Maine agent or broker by or under the laws of such state or pro-

vince.

Ref.: Me. 2514(2): As above, in substance.

Comment: This is present law.
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§ 1613. Reporting and accounting for premiums; fiduciary
fund; penalty

1. All premiums and return premiums received by an agent
or broker are trust funds so received by the licensee in a fidu-
ciary capacity; and the licensee shall in the applicable regular
course ofi business acceunt for and pay the same to the insured,

insurer, or person entitled thereto.
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and shall be pﬁn;shed as provided by “law.

Ref. :

Comment: This provision is widely used, and is suggested for
consideration. It assists the agent or broker in remaining
"financially responsible.” Embezzlement is defined in Title 17,
sec., 2107 MRSA, and is inserted above for its admonitory value.
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§ 1614. Commissions - Payment, acceptance

1. ©No insurer shall pay or allow to any person, either
directly or indirectly, any commission or compensation for solici-
tation, negotiating or effecting a contract of insurance within
this State unless at the time of such solicitation, negotiation
or effectuation such person was duly licensed by this State as
an agent or broker as to the kind or kinds of insurance involved,
and, if an agent, was duly appointed as an agent of the insurer
as provided in section 1533 of this chapter. This provision shall
not apply as to business placed pursuant to section 1615 of this
chapter or pursuant to any assigned risk plan.

2. No person other than one entitled to the same as provi-
ded in subsection 1 above, shall receive or accept any such

commission or compensation.

Ref.:

Comment: Self-explanatory; is to "nail down" the law as to the
matter.
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§ 1615, Sharing commissions

An agent may place with an insurer as to which he is not
then appointed as agent, through a duly licensed and appointed
agent of such insurer, an insurance coverage necessary for the
adequate protection of a subject of insurance and share in the
commission thereon, if each such agents is licensed as to the

kinds of insurance involved.

v

Ref.: Me. 2512(3): Agent may place business which he is licensed
to solicit with agent of another insurer transacting the
same kind of ins. business, when necessary for the adequate

protection of a risk.

Comment: This 1is based on existing law, above cited. We have
added that the originating agent may also share in the commission,
since this is probably the practice.
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§ 1616. Nonresident agents, brokers

1. The commissioner may license as agent or broker a resi-
dent of another state or province of Canada otherwise qualified
therefor, if a similar privilege is extended by such other state
or province to residents of Maine.

2. The commissioner may waive the taking of a written exam-
ination by the nonresident applicant for such a license, if a
similar privilege is extended by the other state or province to
Maine residents and if he finds that the applicant has already
met qualification requirements and standards in the applicant's
domiciliary state or province substantially as high as those ap-
plicable under this chapter to Maine residents applying for a
similar license.

3. Such a nonresident licensee shall have the same general
duties and obligations as apply under this chapter to a Maine
resident holding similar license; except that the nonresident
licensee may maintain the separate trust account referred to in
section 1613 of this chapter in a commercial bank, whether loca-
ted within or outside this State, and under reasonable terms, all
as approved by the commissioner and designed to effectuate the
purposes of such section 1613.

Ref.: Me. 2513: Licensed nonresident agent may represent auth.
insurer and commissioner may accept, in lieu of examina-
tion, the certificate of the ins, dept. of his home state
for types of insurance to be sold. Exam fee shall be paid
with the application for such licenses in all instances.

Must place Maine business through Maine resident agent of
the insurer.
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Comment: Self-explanatory. Present requirement that exam fee be
paid in all instances -~ even where exam not to be required - is

omitted for consideration. This would impose similar obligation
on Maine residents seeking nonresident licenses in other jurisdic-

tions.
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§ 1617. ©Same - Service of process

1., Every nonresident licensed in this State as an agent or
broker under section 1616 of this chapter shall appoint the com-
missioner in writing as his attorney upon whom may be served all
legal process issued in connection with any action or proceeding
brought or pending in this State against or involving the licensee
and relating to transactions under his Maine license. The
appointment shall be irrevocable and shall continue in force for
so long as any such action or proceeding could arise or exist.
The commissioner shall prescribe and furnish the form for such
appointment.

2. Duplicate copies of process shall be served upon the
commissioner or other person in apparent charge of his office
during his absence, accompanied by payment of the process fee
specified in section 601 (fee schedule) of this code. Upon re-
ceiving such service the commissioner shall promptly forward a
copy thereof by registered or certified mail (with return receipt
requested) to the nonresident licensee at his business address
last of record with the commissioner.

3. Process served and copy thereof forwarded as in this
section provided shall for all purposes constitute personal ser-

vice thereof upon the licensee.

Ref. :

Comment: This is necessary for preserving jurisdiction of the
licensee.
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§ 1618. Same - Nonresident must place business through
resident agent

A nonresident agent or broker must place through an agent
resident in this State of the insurer, all insurance covering a
resident of this State, property situated in this State, a risk
incident to the performance or non-performance of any obligation
to be performed in this State, or a risk incident to any obliga-
tion which is governed by the laws of this State though actually
to be performed elsewhere, except as provided in section 427

(exceptions to countersignature law) of this code.

Ref.: Me. 2513: Nonresident agent must place all applications
for insurance covering risk in Maine through Maine resident
agent of the insurer.

2514(1): As above, with correlation.

Comment: This is the present law.
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SUBCHAPTER III

LIFE AGENTS AND BROKERS
QUALIFICATIONS AND REQUIREMENTS

§ 1671, Short title

Subchapter III of this chapter may be referred to as the

"life agent and broker law."

Comment: For convenience.
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§ 1672, Scope of Subchapter III

1. Subchapter III of this chapter applies only as to:

A, Life agents as defined in section 1504 of this chapter.
B. Life brokers as defined in section 1506 of this chapter.
2. As used in this subchapter III "agent' means life agent,

and "broker” means life broker.

Comment: For convenience and information.
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GENERAL NOTE as to this subchapter:

"Step~licensing'': It is suggested by the Life Agent Exam Advisory
Board that a special category of licensee - a '"sub-agent” - and a
special license - a "Certificate of Convenience" - be provided for,

under a plan in which new-comers to the life agency field would
first qualify by examination for a "Certificate of Convenience,"
and then in a year take a more rigorous examination for license
as a full life agent.

This 1is, I believe, sometimes referred to as ''step-licensing,"
and although I believe that such a plan has been enacted in a
state or states, I am informed that it is a subject of substantial
controversy among life agents and as between life insurers and
agent associations.

We will, of course, prepare such provisions as may reflect
policy decisions of the Commission, but will await instructions
as to this suggestion.

In the meantime, the definition of "Sub-agent" which appears
in existing section 2581 - 2 is omitted, since it otherwise appears
to serve no necessary purpose.
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§ 1673. Qualifications for life agent, broker licenses

For the protection of the people of this State, the commis-
sioner shall not issue, continue, or permit to exist any agent
or broker license except in compliance with this chapter, or as
to any person unless qualified therefor as follows:

1. Individual, age, Must be an individual of age 21 years

or more, emeept-as—to-life.agents..ofage-iddy.ldy~or-20 years-under

girect-supervision oI g Ticensed Tifé agent-of-age-2l-.years. .or:

moreT Requirement that the licensee be an individual shall not

be deemed to prohibit the licensee from being associated with an ¢
or broker
agency/firm or corporation.
2. Residence. If to be licensed as a resident agent or
resident brokér, must be a resident of this State and not be

licensed as a resident agent or resident broker of another state.

3. Competence, etc., Must be competent, trustiworthy, finan-

cially responsible, and of good personal and business reputation.

4, Examination. Must have passed any written examination

required for the license under this chapter.

5. Purpose. Must not seek or use the license for the pur-
pose of writing controlled business, as referred to in section
1514 of this chapter.

6. Appointment. If for agent's license, must have been

appointed agent by an authorized insurer as to the kinds of insur-
ance to be covered by the license, subject to issuance of the
license.

7. Experience. If for broker's license, must have had

experience as a life agent or broker, or managing general agent,
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or other special experience, education or training in the life
insurance business, all of sufficient content and duration as
deemed by the commissioner reasonably necessary for competence

in fulfilling the responsibilities of a broker.

Ref.:

Comment: This parallels proposed sec. 1603 as to general lines
agents, brokers, except as to age and education. The provision
as to age is suggested as a reasonable compromise - already enac-
ted in some other states - between those desiring a flat 21 year
minimum, and those believing that agents of 18 years and over
have a useful possibility.

The Life Agent Exam Advisory Board has suggested that no
firm or corporation be licensed as .a 1life agent, but that only
individuals be so licensed. This suggestion is reflected in
proposed 1.
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. § 1674. Brokers - Bond, authority, commissions, combina-
tions

The following sections of subchapter II of this chapter shall
also apply as to life brokers:

1. Section 1606 (broker's bond);

2. Section 1607 (broker's authority, commissions), except
that the requirement that a nonresident broker must place insur-
ance covering a subject of insurance in this State through a
resident agent shall not apply as to 1life brokers; and

3. Section 1608 (broker, agent license combinations).

Ref.:

Comment: This avoids repetition of basic provisions.
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§ 1675. Commissions - Payment, acceptance

1. No insurer, life agent, or broker shall pay directly or
indirectly any commission, brokerage, or other valuable consider-
ation to any person for services as a life agent or life broker
within this State, unless such person held at the time such
services were performed a valid license to act as a life agent
or life broker as required by the laws of this State; nor shall
any person, other than a person duly licensed as a life agent or
1life broker by this State at the time such services were performed,
accept any such commission, brokerage, or other valuable consider-
ation.

2. This section shall not prevent payment or receipt of
renewal or other deferred commissions to or by any person entitled
thereto under subsection 1 above, even though at the time of such
payment or receipt such person had ceased to hold a license as

life agent or life broker.

Ref.: Me. 2584: No insurer or licensed life insurance agent
or insurance broker doing business in this State shall
pay directly or indirectly any commission, brokerage or
other valuable consideration to any person, partnership
or corporation for services as a life insurance agent
within this State, unless such person, partnership or
corporation shall hold a current valid license to act as
a life insurance agent or an insurance broker as required
by the laws of this State; nor shall any person, partner-
ship or corporation, other than a duly licensed life
insurance agent or insurance broker, accept any such
commission, brokerage or other valuable consideration.
This section shall not prevent the payment or receipt
of renewal or other deferred commissions to or by any
person, partnership or corporation solely because such
person, partnership or corporation has ceased to hold a
license to act as a 1life insurance agent.
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Comment: This is, I believe, the present law; but we have clari-
fied it to make it clear that the license must have been held at

the time the services were performed.
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§ 1676. Excess or rejected risks

A life or health agent may place with another insurer as
to which he is not licensed as agent, and receive commission
from the insurer as to, a particular risk or portion thereof
which has been rejected by the insurers as to which the agent
is licensed or is known to the agent to be unacceptable to such
insurers, and without then being licensed as to such other

insurer.

Ref.: Me. 2589 -~ 2: T'"Agents of duly authorized life insurance
companies may place risks with agents of other duly
authorized 1life insurance companies when necessary for
the adequate insurance of persons or interests."

Comment: The above is proposed for consideration in lieu of the
existing provision quoted above. The existing provision parallels
a similar facility for fire, casualty agents. The proposed pro-
vision has been adopted by many states, and enables the writing
agent to place the risk direct under the circumstances outlined,
and receive the commission thereon without going through another
agent,
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§ 1677. Reporting and accounting for premiums; penalty

Subsections 1 and 3 of section 1613 of subchapter II of this

chapter shall likewise apply as to life agents and life brokers.

Ref.:

Comment: The separate trust fund requirement of section 1613 is
omitted as to life agents and brokers, since ''cash with the appli-
cation'" is the general rule in the life insurance business and it
may not be desirable to provide for or encourage the holding of
funds by the agent or broker for any reason. Return premiums -
where returned through the agent or broker - are usually by check
made payable to the insured, and which the agent or broker cannot
divert except by forgery of an endorsement. This has been done,
but a trust fund would be of no assistance here, The fire,
casualty agent receives the entire premium and remits often only
the net premium - deducting his commission in advance. The fire,
casualty agent handles much "fungible'" money, in contrast with
the l1life agent, broker. For consideration.
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§ 1678. Countersignature of health policies

Sections 1611 (signature, countersignature of policies) and
1612 (countersignature fee) of subchapter II of this chapter
shall also apply as to countersignature of health policies by a

life agent licensed as to health insurance.

Ref.: BSee reference to the sections referred to, and also to
sections (proposed) 426, 427.

Comment: This appears to be the present law.
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§ 1679. Nonresident agents, brokers

1. An individual not resident in this State may be licensed
as a life agent or life broker if the state or Canadian province
of his domicile will accord the same privilege to a resident of
this State.

2. The commissioner is authorized to enter into reciprocal
agreements with the appropriate official of any other state or
Canadian province waiving the written examination of an applicant
resident in such other state or province, if:

A, A written examination is required of applicants for a
life agent's or life broker's license in such other state or
province;

B. The appropriate official of such other state or province
certifies that the applicant holds a currently valid license as
a life agent or life broker, as the case may be, in such other
state or province and either passed such written examination or
was the holder of such a license prior to the time such written
examination was required;

C. The applicant has no place of business within this State,
and is not an officer, director, stockholder or partner in any
corporation or firm doing business in this State as a life insur-
ance agency or brokerage; and

D. In such other state or province, a resident of this
State is privileged to procure a life agent's or life broker's
license, as the case may be, upon the foregoing conditions and
without discrimination as to fees or otherwise in favor of the

residents of such other state or province.
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3. Section 1617 (service of process) of subchapter II of
this chapter shall also apply as to nonresidents licensed under

this section.

Ref,: Me. 2588: Same as above, subsections 1 and 2, in substance,
except as noted in comment below.

Comment: This facility has also been extended to Canadian pro-
vinces, in the above provision, and C has been modified to tie in
with the idea that although individual agents and brokers may be
associated with an agency or brokerage firm or corporation, the
firm or corporation itself will not be licensed as to life insur-
ance.



§ 1680. Change of address, notice to commissioner

Every agent and broker shall promptly notify the commissioner
in writing of every change of his principal business or residence

address.

Ref.: Me. 2594: "Every licensed life ins. agent shall inform
the commissioner promptly in writing of a change of his
principal business address."

Comment: This is present law, a bit clarified, and extended to
brokers. Life agents and brokers are not required to have an
office in this State, as is the case with fire, casualty agents.
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SUBCHAPTER IV

INSURANCE CONSULTANTS
QUALIFICATIONS AND REQUIREMENTS

§ 1801. Short title

Subchapter IV of this chapter may be referred to as the

"insurance consultant law."

Ref. :

Comment: This is a new category of licensee, suggested by
Commissioner Hogerty, the Life Agent Examination Advisory Board,
and by individual Maine agents and brokers. A substantial number
of states now provide for this category, in whole or in part, as
"counselors,” or "analysts' or under other title.

In starting this subchapter with sec. 1801, a substantial
block of unused numbers remains between this subchapter and the
end of subchapter III to accommodate possible future development
of additiconal insurer representative licensee categories or sub-
categories.

Query: Should we "skip-number' the subchapters in order to
leave room for insertion of new subchapters with regular
numerical designations?



(me)

§ 1802. Scope of subchapter IV

1. Subchapter IV of this chapter applies only as to general
lines consultants and life consultants, as defined in section
1508 of this chapter.

2. TUnless context otherwise requires, 'consultant' as used
in this subchapter means both general lines consultants and life

consultants.
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§ 1803. Qualifications for license as consultant

For the protection of the people of this State the commis-
sioner shall not issue, continue, or permit to exist any license
as consultant except in compliance with this chapter, or as to
any person not qualified therefor as follows:

1. Must be an individual of 25 or more years of age;

LoeneMust.be, a resideat-of-this-States

#.% Must have had not less than 5 years of actual experience
as a licensed agent or broker with respect to the kinds of insur-
ance and contracts to be covered by the license, and other special
experience, education or training, all of sufficient content and
duration reasonably necessary for competence in fulfilling the
responsibilities of a consultant;

5. Must have a thorough knowledge of insurance and annuity
contracts of the kinds proposed to be covered under the license;

&, 5MMst pass all written examinations required for the

license under this chapter;

<
§

@igﬁMust be competent, trustworthy under highest fiduciary
standards, financially responsible, and of good personal and
business reputation; and

A?féﬁMust have filed the bond required by section 1804 of this

chapter.

Comment: Minimum age is set at 25 years to allow for accumula-
tion of necessary experience., It is believed that education -
that is, book study and class work - alone would not be an ade-
gquate preparation for work as a consultant, and should not take
the place of field experience in meeting actual problems. The

fiduciary character of the licensee is referred to in proposed 7.
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Query: Are nonresident consultants desirable? The role of a
consultant is much like that of other professionals ~ doctors
and attorneys - and the fiduciary nature of his function would
suggest that status as a resident would be desirable.
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§ 1804. Consultant's bond

1. Every applicant for license as a consultant shall file
with the commissioner with his application for license, and
shall maintain in effect while so licensed, a bond issued by an
authorized surety insurer in favor of the State of Maine, contin-
uous in form and providing for aggregate liability of $5,000.

2. The bond shall indemnify any person damaged py any
fraudulent or unlawful act or conduct of the 1icensee;%ransactions
under the license, and shall likewise be conditioned upon faith-
ful accounting and application of all moneys coming into the
licensee's possession in connection with his activities as such
a licensee.

3. The bond shall remain in force until released by the
commissioner, or until cancelled by the surety. Without preju-
dice to any liability previously incurred thereunder, the surety
may cancel the bond upon 30 days advance written notice to the

licensee and the commissioner.

Comment: The bond should be substantial in amount and broad in
its protection, since the consultant is acting as an independent
contractor and not on the responsibility of any insurer. Is
$5000 enough?
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§ 1805. Place of business, records

1., Every consultant shall have and maintain in this State
a place of business accessible to the public. The address of
such place shall appear upon the license, and the licensee shall
promptly notify the commissioner in writing of any change thereof.
Nothing in this section shall prohibit maintenance of such a
place in the licensee's residence in this State.

2., The licenses of the licensee shall be conspicuously dis-
played in such place of business in a part thereof customarily
open to the public.

3. The licensee shall keep at his place of business as a
complete record of transactions under his license. The record
shall be kept available for inspection by the commissioner for
a period of at least 3 years after completion of the respective

transactions.

Comment: A consultant should not be a transient, but should have

a definite place of business. The exact content of his records

is left open, and may be covered - if desired - by rules and
regulations of the commissioner under general rule-making authority.
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§ 1806. Combined 1lcen51ng

s

A licensed consultant mmy at the same time be 1lcense¢ as
méé & Bt Fine 7
et e

an agent or broker under this code,ékﬂt sha&&Wkéepmd&s@a A

Comment: In some states such consultants or analysts are prohibited
from at the same time being licensed as agent or broker or having
any pecuniary interest in any agency, broker, or insurer.
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§ 1807. Sharing in commissions prohibited; penalty

1. A consultant shall not, directly or indirectly, receive
or share in any commission or compensation paid, directly or
indirectly, by any insurer with respect to any insurance or
annuity contract procured, renewed, continued, modified, termin-
ated, or otherwise disposed of pursuant to any recommendation
given or transaction engaged in by the licensee under his license
as consultant.

2. If the licensee has received or is to receive any fee,
commission, or compensation from the insured or proposed insured,
or from any other person other than the insurer, directly or
indirectly, with respect to any insurance transaction or proposed
insurance transaction, or with respect to any insurance or annuity
contract existing or proposed, it shall conclusively be presumed
that the licensee was acting as a consultant with respect to such
transaction or contract.

3. 1In addition to any applicable suspension, revocation, or
refusal to continue the licensee's license, violation of this
section shall, upon conviction, be punishable by a fine of not
over $5,000 or by imprisonment for not more than 1 year, or by

both such fine and imprisonment.

Comment: This is the area of greatest potential difficulty, and
the proposed provision is designed to make it clear that the
licensee cannot serve more than one interest at the same time.
The penalty for violation should be substantial.
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§ 1808. Obligation to serve interest of client

A consultant is obligated, under his license, to serve with
objectivity and complete loyalty the interests of his client
alone; and to render to his client such information, counsel, and
service as within the knowledge, understanding and opinion in
good faith of the licensee will best serve the client's insurance

or annuity needs and interests.

Comment: This is a sort of declaration of faith to assist in
establishing a standard for performance and behavior of such
licensees.
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SUBCHAPTER V

INSURANCE ADJUSTERS
QUALIFICATIONS AND REQUIREMENTS

§ 1851. Short title

This subchapter V may be referred to as the "insurance

adjuster law."

Comment: This parallels similar references in preceding sub-~
chapters.
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§ 1852. Scope of this subchapter

This subchapter V shall apply only to insurance adjusters,

as defined in section 1509 of this chapter.

Comment: This is for convenience, particularly since it gives
a reference to the definition of "adjuster."”
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§ 1853. Qualifications for adjuster license

For the protection of the people of this State the commis-
sioner shall not issue, continue, or permit to exist any license
as adjuster except in compliance with this chapter, or as to any
individual not qualified therefor as follows:

1, Must be at least 21 years of age.

2, Must be a resident of this State, and not licensed as
an adjuster or otherwise as a resident of another state or juris-
diction.

3. Must be competent, trustworthy, financially responsible,
and of good personal and business reputation.

4, Must pass any written examination required for the
license under this chapter.

5. Must have had at least 2 years' experience, or special
training with respect to handling of loss claims under insurance
contracts, of sufficient duration and scope reasonably to make
him competent to fulfiil the responsibilities of an adjuster; or,
in lieu of such experience of training, is to be employed by and
subject to the immediate personal supervision of a licensed
adjuster in this State who has been so established in business for

not less than 3 years next preceding date of application for the

7 .
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license. f;ﬂ
6. Must post the bond required under section 1854 of this

chapter.

Ref.: Me. 2504: For adjuster license must be at least 21 years
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of age; resident of this State if to be licensed as resi-
dent adjuster; have good moral character; intend in good
faith to hold self out as an adjuster.

Comment: This fleshes out a bit the qualifications of an adjuster,
paralleling in general terms those of an agent or broker, and
requiring special conditions as to experience, etc., as in proposed
5. For consideration.

Query: Should there be '"grandfather" rights as to existing adjusters
who may not meet all the above qualifications?
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§ 1854, Adjuster's bond

1. Before issuance of an adjuster license the applicant
shall file with the commissioner and thereafter maintain in force
while so licensed, a surety bond in favor of the State of Maine
executed by an authorized surety insurer, and conditioned on the
due accounting and payment by the licensee of funds of others
received by him in connection with transactions under the license.

2. The bond shall be continuous in form, and aggregate
liability thereon may be limited to $10,000.

3. The bond shall remain in force until the surety is
released from liability by the commissioner, or until cancelled
by the surety. Without prejudice to any prior liability accrued,
the surety may cancel the bond upon 30 days' advance written
notice to the licensee and the commissioner.

4, The commissioner may waive the requirement of a separate
bond as to a licensee employed or to be employed by a licensed
firm or corporation adjuster which has posted with the commis-
sioner a general bond covering all such licensees in such aggre-
gate liability amount in excess of $10,000 as the commissioner

deems reasonable.

Comment: The adjuster is an independent contractor handling
large sums of money at times in connection with claim settle-
ments, and a bond is customarily required.
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§ 1855. Records

1. Each adjuster shall keep at his business address shown
on his license a record of all transactions consummated under the
license.

2. The record shall include:

A. A copy of all investigations or adjustments undertaken
or consummated.

B. A statement of any fee, commission or other compensa-
tion received or to be received by the adjuster on account of such
investigation or adjustment.

3. The adjuster shall make such records available for exam~
ination by the commissioner at all times, and shall retain the

records for at least 3 years.

Ref.:

Comment: This is mere housekeeping.
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Chapter 17
Subchapter V
INS. ADJUSTER LAW

§ 1856. Nonresident adjusters of special, catastrophe losses

No adjuster license is required as to any adjuster sent into
this State on behalf of an authorized insurer for the investiga-~
tion or adjustment of a particular unusual or extraordinary loss,
or of a series of losses resulting from a catastrophe common to

all such losses.

Ref.: Me. 2510: Commissioner may suspend adjuster license
requirement for not over 6 months when an emergency makes
it necessary for an adjuster from another state to adjust
losses in this State.

Comment: The proposed provision is somewhat different from exist-
ing law, above cited, but fulfills the usual requirements of such
a waiver. 'Emergency'" under the present law can be extremely
broad and difficult to interpret. For consideration.
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CHAPTER 47

ORGANIZATION, CORPORATE POWERS, PROCEDURES OF
DOMESTIC LEGAL RESERVE STOCK AND MUTUAL INSURERS

Subchapter I - Organization and general powers

§ 3301. Scope of chapter. This chapter applies only as to

domestic stock and mutual insurers transacting insurance on the
cash premium or legal reserve plan, and applies as to such
insurers in particular as follows:

1. To each such insurer hereafter organized.

2. To each such insurer heretofore organized under general
laws.

3. To each such insurer heretofore organized by special
Act of the Legislature, except where inconsistent with such

special Act as heretofore amended.

Ref.: Me. 538: Title not affect provisions enacted before June 1,
1967, in life imnsurer charters created by private and special
law inconsistent with this Title.

Maine Constitution, Art. IV, sec. 14: ™"Corporations shall
be formed under general laws, and shall not be created by
special Acts of the Legislature, except for municipal purposes,
and in cases where the objects of the corporation cannot other-
wise be attained; and, however formed, they shall forever be
subject to the general laws of the State.” (Emphasis supplied)

Comment: Domestic insurers organized under special Acts have only
such rights and obligations as are stated in the Act under which
organized, and new obligations cannot be imposed upon them except

by amendment of the respective Acts under which organized - and this
only with the consent of the respective insurers.

In State v. Noyes (1859), 47 Me. 189 it was held that such a corporate

charter is a private contract between the Government, acting in its

sovereign capacity, and the corporation, binding on both, and cannot
be changed or impaired by the Legislature, and is to be construed
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exclusively by the courts upon the same principles as apply to
contracts between private individuzls. This rule:follows that
laid down by the U. S. Supreme Court in the Dartmouth College
case, (1819), 4 Wheat (U.S.) 518.

General laws do not apply to charters previously granted: 98 Me.
114 (1903)

Query: Can an insurer organized under a special Act, by amendment
of such Act subsequent to enactment of this code, modify
the application of the code as to it? Presumably this can
done. '



§ 3302. Insurers to be organized under this code

All domestic stock and mutual insurers hereafter organized
shall be organized under the provisions of this code, and not

otherwise.

Ref.:

Comment: Declaration of public policy.
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§ 3303. Reservation of power

The Legislature shall have power to amend, repeal or modify

this code at pleasure.

Ref.: Maine Const., Art. IV sec. 1: Legislature shall have full
power to make and establish all reasonable laws and regula-
tions for the defense and benefit of the people of this
State.

Comment: Self-explanatory.
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§ 3304. Applicability of general corporation statutes

Domestic stock and mutual insurers shall be governed by
the applicable provisions of the general statutes of this State
relating to private corporations&: organized for profit, as such
statutes are now or hereafter may be constituted, except where
such general statutes are in conflict with the express provisions
of this code and the reasonable implications thereof, and in

which case the provisions of this code shall govern.

Ref.:

Comment: The present general corporation statutes of Maine are
in obvious need of revision, and I am informed that this is now
being done by Professor Halperin of the Law School of the
University of Maine, under the auspices of the Bar Association.
There should be a high degree of uniformity in procedures for
organization, etc., of all types of corporations, and we will
in this chapter provide for insurer corporations in respects
which should differ from treatment to be accorded ordinary
corporations, or where the general corporation statutes are apt
to be silent.
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§ 3305. "Stock," "mutual" insurers defined

1. A "stock" insurer is as defined in section 400 of this
code.
2. A "mutual' insurer is as defined in section 401 of

this code.

N,

Ref.:

Comment: For convenience of those using the code.
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§ 3306. Incorporation of domestic stock, mutual insurers

1. This section applies toc stock and mutual insurers here-—
after incorporated in this State. Such an insurer may be formed
for the purpose of transacting any kind or kinds of insurance,
as well as annuity business.

2. Incorporators. Three or more individuals, none of whom

is less than 21 years of age, may incorporate a:stock insurer;
10 or more such individuals may incorporate a mutual insurer.

At least a majority of the incorporators must be citizens of the
United States of America.

3. Certificate of organization. The incorporators shall

execuite a certificate of organization in quadruplicate, and

at least a majority of the incorporators shall acknowledge their
execution thereof under ocath. The certificate of organization
shall state and show:

A. The name of the corporation which must be generally
indicative of the business to be transacted and be subject to
section 408 (name of insurer) of this code; if a mutual, the
word "mutual' must be a part of the name. An alternative name or
names may be specified for use in foreign countries, or in juris-
dictions wherein conflict of name with that of another insurer .
or organization might otherwise prevent the corporation from
being authorized to transact insurance therein.

B. The duration of its existence, which may be perpetual.

C. The kinds of insurance, as defined in this code, which
the corporation is formed to tramsact.

D, If a stock corporation, its authorized capital and the

number of shares of stock into which divided. The capital stock
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shall consist entirely of common stock of one uniform class, par
value not less than $1.00 per share, each outstanding share of
which shall have equal rights in every respect with every other
such share, except that treasury stock shall not have dividend

or voting rights. Shares without par value shall not be authorized.

E., If a stock corporation the extent, if any, to which
shares of its stock shall be subject to assessment.

F. If a mutual corporation, the maximum contingent liability
of its members, other than as to nonassessable policies, for pay-
ment of losses and expenses incurred. Such liability shall be as
stated in the certificate of organization, but shall not be less
than 1 or more than 6 times the premium for the member's policy
at the annual premium?%gi a term of 1 year.

G. If a mutual corporation, the amount, if any, of its
guaranty capital, the number and par value of shares into which
divided, the voting and other rights of such shares, and the
conditions under which such shares shall or may be retired by
the corporation, all consistent with the provisions of section
3358 (guaranty capital) of this chapter.

H. The number of directors, not less than 3, who shall
constitute the board of directors and conduct the affairs of
the corporation; and the names, addresses and terms of the
members of the initial board of directors, who shall conduct
the corporations affairs for the term specified in the certifi-
cate, but for not more than 1 year after date of incorporation.

I. The city or town, and county in this State in which the
corporation's home office and principal place of business are

to be located.
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J. The name, residence address and national citizenship of
each incorporator.

K. Other provisions, not inconsistent with law, deemed
appropriate by the incorporators, and including, in the case
of life insurers, the power to act as trustee with respeét to
proceeds of maturity or death benefits payable under life insur-

ance or annuity contracts issued or assumed by it.

Ref.: Me. 502: 10 or more residents of Maine may incorporate an
insurer.

507: Incorporation agreement shall show name, class or
classes of insurance to be transacted, plan or principle
upon which to conduct business, town or city in which is
established or located; if a stock co., amt. of capital
stock; if mutual with guaranty capital, the amount thereof.
Capital stock of stock insurer organized after January,
1968, must have stated par value. Mutual insurer may fix
contingent liability of member for payment of losses and
expenses not provided for by its cash funds, which contingent
liability shall be not less than an amount equal to and in
addition to the cash premium written in the policy and in
no case less than 1% of the maximum liability of the co.
under the policy.

510: Any name not previously used by existing corporation
may be adopted, but must use one or more words "insurance,’
"surety," "fidelity,' "casualty,” "bonding® or "fire™ in
name; and "mutual™ if company is to operate on mutual plan.
Commissioner may refuse certificate if name adopted too
closely resembles name of existing corporation or likely

to mislead public.

514: President, secretary and majority of directors sign
and swear to a certificate setting forth copy of Articles
of Association, with the names 0f the subscribers thereto,
date of first meeting and any adjournment thereof.

652: Stockholders shall have one vote per share.

Comment: This is a somewhat standard provision as to contents of
articles of incorporation of an insurer, with special adaptation
to Maine. Requirement that incorporators must be residents of

Maine has been omitted; it is a fairly meaningless requirement.
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A one class of stock capital structure is provided for, with par
value not less than $1 per share, as per request of Commissioner
Hogerty. A certificate of organization prepared under the above
provision will give essential information and safeguards. "“Treas-
ury stock" is stock which has been issued and is outstanding, but
has been re-acquired by the corporation. The contingent liability
of mutual policyvholders has, I trust, been somewhat clarified and
modernized. It should operate equitably for all members, whether
premium is payable on a quarterly, annual, or less frequent basis.
The 1% of maximum liability could be harsh under modern high limit
liability policies.



§ 3307. Certificate of organization, approval and filing

1. The incorporators of a proposed insurer shall deliver
the quadruplicate originals of the certificate of organization
to the commissioner. The commissioner shall deliver one set of
such originals to the Attorney General of this State, and the
Attorney General shall examine the same., If the Attorney
General finds that the certificate of organization complies
with law, he shall so certify in writing and return the original
of the certificate of organization, so certified, to the commis-
sioner.

2. When the certificate of organization has been so approved
and returned by the Attorney General, the commissioner shall also
endorse his approval upon each set thereof and return the quad-
ruplicate originals of the certificate of organization to the
incorporators. The incorporators shall then file one of such
sets with the Secretary of State of this State, one set with the
commissioner bearing the certification of the Secretary of State,
one set for recording in the registry of deeds of the county in
this State in which the corporation's principal place of business
is to be located, and shall retain the remaining set in the
corporate records.

3. For filing the certificate of organization of a mutual
insurer the Secretary of State shall charge and collect a filing
fee of $25; except, that if it is a mutual insurance corporation
with provision for guaranty capital stock, the Secretary of State
shall charge and collect for the filing of the certificate of
organization the same amount as would be payable by a stock

insurance corporation having a like amount of authorized capital
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4. If the Attorney General finds that the proposed certi-
ficate of organization does not comply with law, he shall refuse
to approve the same and shall return the set thereof to the com-
missioner, together with a written statement of the respects in
which he finds that the certificate does not so comply. The com-
missioner shall thereupon return all sets of the proposed certi-
ficate of organization to the proposed incorporators together
with the Attorney General's written statement.

5. The Secretary of State shall not permit the filing in
that office of any such certificate unless the same bears the
commissioner's approval endorsed thereon as hereinabove provided.

6. The approval of the Attorney General or commissioner, as
hereinabove provided for, shall be deemed to relate only to the
form and contents of the certificate, and shall not constitute
approval or commitment as to any other aspect or operation of the
proposed insurer or relative to its entitlement, if any, to a
certificate of authority.

7. The commissioner and Attorney General shall perform all
duties required of them under this section within a reasonable
time after the certificate of organization has been submitted to

the commissioner as provided in subsection 1, above.

Ref.: Me. 53: Upon organization every domestic insurance
company shall inform the commissioner thereof.

514: Certificate and records of corporation shall be
submitted to the inspection of the commissioner, who

shall examine the same, and may require other evidence
as he deems necessary. If it appears that requirements
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have been complied with, commissioner shall so certify

and his approval of the certificate by indorsement thereon.
Certificate then filed with Secretary of State, to whom
shall be paid the fees or duties required by law.

Comment: The proposed section uses a procedure now commonly used
in the incorporation of insurers, which is generally coansistent
with existing Maine law.
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§ 3308. Certificate of Secretary of State

1. Upon filing with him of the certificate of organization
of a proposed insurer as provided in subsection 2 of section
3307 of this chapter and payment of the charges and fees there-
for, the Secretary of State shall issue to the corporation his

of organization
certificate/in the following form:
USTATE OF MAINE.
"Be it known, that whereas' (names of the incorporators)

""have associated themselves with the intention of forming a

corporation, under the name of ’

for the purpose" (here the purpose declared in the certificate
of organization shall be inserted,) "with a capital stock of

$ | , and have complied with the provisions

of the statutes of the State in such case made and provided,
as appear from the certificate of organization, duly approved
by the Insurance Commissioner and recorded in this office: Now,

therefore, I, , Secretary of State

of Maine, hereby certify that" (incorporators’ names) !'their
associates and successors, are legally organized and established
as, and are hereby made, an existing corporation under the name

of the company, with all the powers,

rights and privileges, and subject to the duties, liabilities
and restrictions which by law appertain thereto. Witness my
official signature, hereunto subscribed, and the seal of the

State of Maine hereunto affixed, this day of

A.D. 19 Y (In case of purely mutual companies, so much as

related to éapital stock shall be omitted.)

2. The Secretary of State shall sign the same, and cause
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the seal of the State to thereto affixed, and such certificate
shall have the force and effect of a special charter and be con-
clusive evidence of the organization and establishment of such
corporation. The certificate shall be duly recorded in the office
of the Secretary of State, and a duly authenticated copy of such

record may be used in evidence, with like effect as the original

certificate.

Ref.: Me. 514: as above, in substance.

Comment: This is the present law, adapted to proposed changes
in terminology.
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§ 3309. Completion of incorporation; general powers, duties

The incorporation of an insurer shall be effective as of
the date of issuance by the Secretary of State of his certificate
as provided for in section 3308 of this chapter; and thereupon
the corporation shall be vested with all the powers, rights and
privileges, and be subject to all the duties, liabilities and
restrictions applicable to insurer corporations; subject, however,
to qualification and application for, and issuance to the corpora-
tion of, a certificate of authority as an insurer by the commis-

sioner under the provisions of this code.

Ref.: Me. 502: Upon complying with sec. 514, corporation becomes
and remains a corporation with all powers, rights and
privileges and be subject to all the duties, liabilities
and restrictions set forth in all the general laws relative
to insurance corporations.

Comment: This is mostly housekeeping, but serves the useful
purpose of stating exactly when the corporate existence commences.
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§ 3310. Amendment of certificate of organization

1. A stock insurer may amend its certificate of organization
for any iawful purpose by authorization or vote of stockholders
as provided for business corporations in general under the laws
of this state applicable to such business corporations.

2. A mutual insurer may amend its certificate of organiza~
tion for any lawful purpose by affirmative vote of a majority of
those of its members present or represented by proxy at a lawful
meeting of its members of which the notice given members included
due notice of the proposal to amend and the substance of such
proposal, and by affirmative vote of the holders of at least 2/3
of the insurers outstanding guaranty capital shares, if any.

3. Upon adoption of such an amendment the insurer shall
make in quadruplicate under its corporate seal a certificate
(sometimes referred to as a '‘certificate of amendment') setting‘
forth such amendment and the date and manner of the adoption
thereof. The certificate shall be executed by the insurer's
president or vice-president and secretary or assistant secret-
ary and duly sworn to by one of them. The insurer shall deliver
to the commissioner the quadruplicate originals of the certifi-
cate for review, certification and agp{gxﬁiwggmggﬁgggxgy?}whzw

i

the Attorney General and the commissioner, and filing and record-
i;;t’all as provided for original certificates of organization

under section 3307 of this chapter. The Secretary of State shall
charge and collect for the use of the State a fee of $20 for fil-
ing and recording the certificate of amendment of a mutual insurer.

The amendment shall be effective when duly approved and filed with

the Secretary of State.
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Ref.: Me. 505: Mutual insurer may at annual or special meeting
of which notice contained notice of proposed action, change
or .enlarge purposes, or alter certif. of organization, in
any lawful way. Certificate of such changes submitted to
commissioner for his approval, endorsed thereon. Certifi-
cate thereupon filed with Secretary of State, fee $20, who
will record same and issue a certif. as provided in § 514.

518: Mutual fire insurer may change location of principal
office at any legal meeting of members. Amendment of
certificate of organization not required.

Comment: This is largely necessary because of mutuals, and to
cover the requirement of quadruplicate originals.

Query: Should we provide for change of principal place of business
without amendment of certificate of organization?
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§ 3311. Insurance business exclusive; exceptions

1, No domestic insurer heretofore or hereafter formed shall
engage directly or indirectly in any business other than the
insurance business and in business activities reasonably and
necessarily incidental to such insurance business.

2. Except that:

A. A title insurer may also engage in business as an
escrow agent;

B. Any insurer may also engage in business activities
reasonably related to the management, supervision, servicing of,
and protection of its interests as to its lawful investments,
and to the full utilization of its facilities; and

C. An insurer may own subsidiaries which may engage in
such businesses all as provided for in section 1115 (stocks of

subsidiaries) of this code.

Bef.:

Comment: This clarifies and makes definite the powers of
insurer corporations.
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SUBCHAPTER II

PROVISIONS APPLYING ONLY TO MUTUAL INSURERS

\W\
i

§ 3352. Mutual iasurers, initial qualifications

S

1. When hereafter newly organized, a mutual insurer may be
authorized to transact any one of the kinds of insurance listed
in the schedule contained in subsection 2, below.

2. When applying for an original certificate of authority,
the insurer must be otherwise qualified therefor under this code,
and must have received and accepted bona fide applications as to
substantial insurable subjects for insurance coverage of a sub-
stantial character of the kind of insurance proposed to be trans-
acted, must have collected in cash the full premium therefor at a
rate not less than that usually charged by other insurers for
comparable coverages, must have surplus funds on hand and depos;
ited as of the date such insurance coverages are to become effect-

....

ive, or, 'in lieu of such applications, premiums, and surplus, may

deposit and thereafter maintain surplus, all in accordance with
that part of the following schedule which applies to the one

kind of insurance the insurer proposed to transact:

(A) (8) (c) (D) (E) (F) (G) (H)
Max.Amt, Deposit Deposit
Min.No. Min., Noe Minimum  Minimum Inse Ea. MineSur- surplus
Kind of of Apps. subjects Premium Amt. Ins. Subject pls.Fund in lieud¥
Ins. Accepted covered Collected Ea, Subj. (5) (6) (7).
Life(1) 500 500 Annual  $ 2,000 $ 5,000 $100,000 $200,000
Health(2) 500 500 Quarterly$ 25 $ 50 $100,000 $200,000
(weekly (weekly
indem. ) indem, )
Property (3)100 250 Annual  § 3,000 $ 7,000 $100,000 $200,000

Casualty(&4) 250 500 Annual $ 5,000 $25,000 $200,000 $300,000
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Expendable surplus: In addition to surplus deposited and
thereafter to be maintained as shown in columns (G) or (H)
above, the insurer when first authorized must have on hand
surplus funds, which it can thereafter expend in the conduct
of its business, in amount not less than 50% of the applicable
deposited and maintained surplus requiredof it under the above
schedule. The following provisos are respectively applicable
to the foregoing schedule and provisions as indicated by like
numerals appearing in such schedule:

(1) No group insurance or term policies for terms of less
than 10 years shall be included.

(2) ©No group, blanket or family plans of insurance shall
be included. In lieu of weekly indemnity a like premium value
in medical, surgical, and hospital benefits may be provided.
Any accidental death or dismemberment benefit provided shall
not exceed $5,000.

(3) Only insurance of the owner's interest in real pro-
perty may be included.

(4) Must include insurance of legal liability for bodily
injury and property damage, to which the\maximum and minimum
insured amounts apply.

(5) The maximums provided for in this column (F) are net
of applicable reinsurance.

(6) The deposit of surplus in the amount specified in
columns (G) and (H) must thereafter be maintained unimpaired.

The deposit is subject to the provisions of chapter 15 (admin-

istration of deposits) of this code.
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§ 3353. Qualifying applications for insurance; bond
or deposit

1. Before soliciting any applications for insurance
required under section 3352 as qualification for the original
certificate of authority, the incorporators of the proposed
insurer shall file with the commissioner a corporate surety
.~ bond in the penalty of $15,000, in favor of the State of Maine
and for use and benefit of the State of Maine and of applicant
members and creditors of the corporation. The bond shall be
conditioned as follows:

A. For the prompt return to applicant members of all
premiums collected in advance;

B. For payment of all indebtedness of the corporation; and

C. For payment of costs incurred by the State of Maine in
event of any legal proceedings for liquidation or dissolution of
the corporation;
all in the event the corporation fails to complete its organiza-
tion and secure a certificate of authority within one year EXEBH
after the date of its certificate of ofganization.

2. In lieu of such bond, the incorporators may deposit
with the commissioner 315,000 in cash or United States govern-
ment bonds, negotiable and payable to the bearer, with a market
value at all times of not less than $15,000 to be held in trust
upon the same conditions as required for the bond.

3. The commissioner shall release and discharge any such
bond filed or deposit or remaining portion thereof held under
this section upon settlement and termination of all liagbilities

against it.

11
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Ref.:

Comment: Since no ""Blue Sky" regulations ordinarily apply to
solicitation of qualifying applications for insurance in a proposed
new mutual insurer, this provision - as well as those which follow -
are designed to provide some protection to the public.
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§ 3354. Qualifying applications for insurance; solicitation

1. Upon receipt of the commissioner's approval of the bond
or deposit as provided in section 3353, the directors and officers
of the proposed domestic mutual insurer may commence solicitation
of such requisite applications for insurance policies as they
may accept, and may receive deposits of premiums thereon.

2. All such applications shall be in writing signed by the
applicant, covering subjects of insurance resident, located or
to be performed in this State.

3. All such applications shall provide that:

A. 1Issuance of the policy is contingent upon the insurer
qualifying for and receiving a certificate of authority;

B. ©No insurance is in effect unless and until the certi-
ficate of authority has been issued; and

C. The prepaid premium or deposit, and membership or
policy fee, if any, shall be refunded in full to the applicant
if organization is not completed and the certificate of author-
ity is not issued and received by the insurer before a specified
reasonable date which date shall be not later than one year after
the date of the certificate of organization.

4, All qualifying premiums collected shall be in cash.

5. Solicitation for such qualifying applicants for insur-
ance shall be by licensed agents of the corporation, and the
commissioner shall, upon the corporation's application therefor,
issue temporary agent's licenses expiring on the date specified
pursuant to paragraph C above to individuals gualified as for

a resident agent's license except as to the taking or passing

of an examination. The commissioner may suspend or revoke any
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such license for any of the causes and pursuant to the sanme
procedures as are applicable to suspension or revocation of

licenses of agents: 1in general under chapter 17 of this code.

Ref.: Me., 509: Purely mutual insurer not to issue policy until
applications have been made in good faith for insurance
to the amount of $50,000.

Comment: This provides essential protection to the public.
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§ 3355. Deposit of qualifying premiums; effective date
of insurance
1. All sums collected by a domestic mutual corporation

as premiums or fees on qualifying applications for insurance
therein shall be deposited in trust in a bank or trust company
in this State under a written trust agreement counsistent with
this section and with subsection 3, paragraph C of section 3352,
The corporation shall file an executed copy of such trust agree-
ment with the commissioner.

2. Upon issuance to the corporation of a certificate of
authority as an insurer for the kind of insurance for which
such applications were solicited, all funds so held in trust
shall become the funds of the insurer, and the insurer shall
thereafter in due course issue and deliver its policies for
which premiums had been paid and accepted. The insurance pro-
vided by such policies shall be effective as of the date of the

certificate of authority or thereafter as provided by the res-

pective policies.

Ref.:

Comment: Self-explanatory.
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§ 3356. Failure to complete and qualify

If the proposed domestic insurer fails to complete its
organization and to secure its original certificate of authority
within one year from and after date of its certificate of

ga%iz%tionww its corporate powers shall cease, and the com-

or

missioner shall return or cause to be returned to the persons
entitled thereto all advance deposits or payments of premiumg offers

held in trust under section 3355.

Ref.:

Comment: A year should be long enough for completion of such an

organization; and premiums should not be held longer.
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Authority to transact additional kinds of insurance

After being authorized to transact one kind of insurance
a mutual insurer may be authorized by the commissioner to trans-
act such additional kinds of insurance as are permitted under
section 409 (combinations of insuring powers) of this code, while

otherwise in compliance with this code and while maintaining
surplus and/or guaranty capital
unimpaired/funds in an amount not less than the amount of paid-in
like
capital stock zndxguUXRiIng required to be maintained by a/domestic

stock insurer transacting the same kinds of insurance.

Ref.

Comment: The plan of these provisions is to enable formation of
a new domestic insurer for transaction of a basic kind of insur-
ance on a reasconable financial basis; but not permit such an
insurer to spread into other kinds of insurance until it is able
to qualify therefor on the same basis as a like stock insurer.
This provides some assurance that the insurer will be operated
successfully in its basic field before spreading out.

For consideration.
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§ 3358. Guaranty capital

1. & mutual insurer formed to transact or transacting any kind
of insurance shall have the right to establish by provision there-
for in its certificate of organization a guaranty capital in an
amount at aggregate par value not exceeding the minimum amocunt of
basic surplus required to be maintained by the insurer for author-
ity to tramsact such kind or kinds of insurance as provided in
section 410 (capital funds required) of this code.

2. Shares of guaranty capital stock shall have a par value
of 3100 each, and shall be paid for in cash. Nothing in this
code shall be deemed to prohibit the sale of such shares at a
price above such par value in order to provide the insurer with
capital surplus.

3. Only one class of such guaranty capital shares shall be
provided for, and each such share outstanding shall have equal
voting, dividend, retirement and other rights with every other
such share. Fach such share shall have one vote on matters coming
to a vote at meetings of the insurer's shareholders and members.
Policyholders of the insurer shall have the same voting rights
as would exist in the absence of such guaranty capital .

4, Noncumulative dividends not exceeding in any one year
7% of the amount paid to the insurer for the same, may be declared
and paid by the insurer omn outstanding guaranty capital shares
out of that portion of the insurer's expendable surplus represent-
ing net realized earnings from its operations; and may be so paid
even though the amount of the insurer's expendable surplus isﬁﬁzzs
in amount than any prior total of expendable contributed, borrowed,
or paid-in surplus. Such a dividend may be paid in cash or in

guaranty capital shares, or part in each. An amount equal to the
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par value of shares so distributed as dividend shall be trans-
ferred from the insurer's earned surplus account to its guaranty
capital account.

5. If the guaranty capital becomes impaired, the impairment
shall be cured as provided in section 3423 (impairment of
capital funds) of this chapter.

6. The insurer shall retire and cancel the guaranty capital
in part and in whole as soon as is reasonably possible, out of
expendable surplus resulting from net realized earnings from its
operations. The insurer shall retire and cancel the guaranty
capital in its entirety when such retirement would, in the com-
missioner's opinion, leave the EHXXZRX¥XEARXX insurer with

o surplus as to policyholders reasonably adequate to enable it to
continue to transact the kinds and volume of insurance business
transacted.

7. In any liquidation of the insurer outstanding guaranty
capital shares shall have the same rights and priority as to
the insurer's assets as are possessed by the stockholders of a like

stock insurer.

Ref.: Me. 505: Guaranty capital certificate holders shall have
...novoting rights. If mutual has been in business 20 yrs or
more and maintains surplus at least 60% of its unearned

premium reserve and has assets at least $125,000 after
deducting excess of its real estate investment over 10%
or premiums in force if on cash premium plan or 2% of bal-
ance of premium notes, if on the assessment plan, may
establish guaranty capital, paid in cash, divided into
$100 shares, and holders have voting rights so long as
surplgs 60% of unearned premium reserve and assets of
$125,000 maintained. Dividends not exceed 7% in any

one year, ocut of earnings above expeunses, losses, reserves
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and incurred liabilities. Guaranty capital may be retired

by vote of policyholders when surplus funds, over all liabil-
ities including guaranty capital, equal or exceed guaranty
capital. Net of risk on any one subject by such an
insurer not exceed 5% of policyholders' surplus.

507: Mutual transacting insurance other than fire, marine
or glass shall have guaranty capital. Dividends not exceed
7% any one year, only out of earnings over all liabilities.
Mutuals not limiting risk retention to $200 until assets ex-
ceed $2,000, and thereafter 10% of gross assets, shall estab-
lish guaranty fund or capital of not less than $10,000, in
shares not less than $100. Dividend not over 7% may be paid
any one year from net earnings. Shall be deposited with
Treasurer of State. When cash and other assets exhausted,
guaranty fund may be used, with commissioner's approval, to
pay losses. Directors must make good amount so drawn by
assessment on contingent funds or notes, and unless so
restored in 6 months, shareholders shall be assessed in
proportion to amt of stock owned by them, to restore capital,
Shareholders and members subject to same provisions relative
toright to vote as apply to stockholders in stock insurers
and members in mutuals, respectively. Guaranty capital may
be retired, by vote of policyholders, when surplus funds over
all liabilities, including guaranty capital, equals or exceeds
the guaranty capital, on any part thereof, provided the net
surplus and guaranty fund shall not be less than $10,000.
Guaranty capital shall be retired when net cash assets are
3 times amount of gularanty capital.

508: Holders of guaranty capital may receive dividends and
may be retired as provided in sec. 507.

515: Mutual insurer with guaranty capital may increase
guaranty capital by payment of stock dividend.

Comment: Much of the present law, above summarized, is obviously
obsclete. The proposed provision attempts to provide a reasonable
basis for use of guaranty capital by mutuals. This is especially
desirable in view of the increased financial requirements for the
gqualification of a mutual. Guaranty capital is one method by which
the imnsurer can acgquire its required capital funds; the other method
is through use of guaranty fund certificates o¥ "surplus' certificates
as provided for in section 3415 of this chapter. The provision
clarifies use of guaranty capital, and rights and retirement thereof.

We should determine whether the proposed provision will do
violence as to any existing domestic insurer.

In a sense use of guaranty capital could provide a mutual with

~"a built-in device for converting either to pure mutual or to a pure

stock insurer.
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§ 3359. Bylaws

1. A domestic mutual insurer shall have bylaws for the
government of its affairs. The insurer's initial board of
directors shall adopt original bylaws, subject to the approval
of the insurer's members at the next meeting of members.

2., The bylaws shall contain provisions, consistent with
this code, relating to:

A. The voting rights of members;

B. Election of directors, and the number, gqualifications,
terms of office and powers of directors;

C. Annual and special meetings of members;

D. The number, designation, election, terms and powers
and duties of the respective corporate officers;

E. Deposit, custody, disbursement and accounting for cor-
porate funds;

F., Fidelity bonds covering such officers and employees of

as handle

the insurer/kzxxAixg its funds, to be issued by a corporate surety
and to be in such amount as may be reasonable; and

G. Such other matters as ﬁay be customary, necessary,
or convenient for the management or regulation of corporate
affairs.

3. The insurer shall promptily file with the commissioner
a copy, certified by the insurer's secretary, of its bylaws and
of every modification thereof or addition thereto. The commissioner
shall disapprove any bylaw provision deemed by him, after a hear-
ing held thereon, tc be unlawful, unreasonable, inadequate, un-

fair or detrimental to the proper interests or protection of the

insurer's members or any class thereof. The insurer shall not,
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after receiving written notice of such disapproval and during

the existence thereof, effectuate any bylaw provision so dis-

approved.

Ref.:

Comment: Protection of the interests of mutual policyholders

is a special provimce of the State.
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§ 3360. Members are policyholders

1. ZEach policyholder of a domestic mutual insurer, other
than of a reinsurance contract, is a member of the insurer with
all rights and obligations of such membership, and the policy
shall so specify.

2. Any person, government or governmental agency, state
or political subdivision thereof, public or private corporation,
board, association, firm, estate, trustee or fiduciary may be a
member of a domestic, foreign, or aliem mutual insurer. Any
officer, stockholder, trustee or legal representative of any such
corporation, board, association or estate may be recognized as
acting for or on its behalf for the purpose of such membership,
and shall not be personally liable upon any contract of insurance
for acting in such representative capacity.

3. Any domestic corporation may participate as a member
of a mutual insurer as an incidental purpose for which such
corporation is organized, and as much granted as the rights and

powers expressly conferred.

Ref.: Greenlaw v. Aroostook County Patrons' Mutual Fire Ins. Co.,
117 Me. 514 (1918): One insuring in a mutual thereby becomes
a member thereof.

Comment: In some jurisdictions mutual policyholders may be divided
into members (generally those holding "participating' policies) and
nonmembers (those holding nonparticipating policies). Only members
have voting, etc. rights. In the 1930's, when Mr. Pink was Supt. of
Insurance of New York he liquidated a mutual casualty company with
business in many states, and brought suit against policyholders for
collection of their contingent liability for payment of losses and
expenses. The Supreme Court of one of the Southern States - I believe
Louisiana, held that the defendant was a policyholder, but was not a
"member."! Since then it has been advisable to express the nature )
of the policyholder's relationship to the insurer in the.statute. This
proposed provision is consistent with Maine law, above cited.
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§ 3361. Meetings of members, in general

l. Meetings of members of a domestic mutual insurer shall
be held in the city or town of its principal office in this State,
except as may otherwise be provided in the insurer's bylaws with
the commissioner's approval,

2, Each such insurer shall, during the first 6 mqnths of
each calendar year, hold the annual meeting of its members to
fill vacancies existing or occurring in the board of directors,
receive and consider reports of the insurer's officers as to its
affairs and transact such other business as may properly be
brought before it.

3. Written notice of the: time and place of the annual
meeting of members shall be given members not less than 30 days
prior to the mexing. Notice may be given by imprinting the
notice plainly on the policies issued by the insurer or in any
other appropriate manner. Any change of the date or place of
the annual meeting shall be made only by an annual meeting of
members. Notice of such change, among other appropriate methods
may be given:

A. By imprinting such new date or place on all policies
which will be in effect as of the date of such changed meeting; or

B. Unless the commissioner otherwise order, notice of the
new date or place need be given only through policies issued after
the date of the annual meeting at which such change was made
and in premium notices and renewal certificates issued during
the 24 months immediately following such meeting.

4, If more than 6 months are allowed to elapse after an

annual meeting of members is due to be held and without such

annual meeting being held, the commissioner shall, upon written
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request of any officer, director, or member of the insurer,
cause written notice of such meeting to be given to the insurer's

members, and the meeting shall be held as soon as reasonably

possible thereafter.

Ref.: Me. 518: Notice of meeting of members to vote on change
of principal place of business is to be mailed to all policy-
holders of record, postage prepaid, to last known post
office address at least 30 days prior to meeting date.

Comment: This is a further rounding out of provisions designed for
protection of mutual members and guidance of both the insurer and
the commissioner in these matters.

Foxr consideration.
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16. Chapter 47 (organization, corporate powers, procedures
of domestic legal reserve stock and mutual insurers), except as
1o the following sections:

A. Sections 3352 through 3358 (initial qualification, qualify-
ing applications for insurance, guaranty capital, and related
subjects); and

B. Sections 3364 through 3367 (provisions relative to contingent
liability and nonassessable policies).

17. Chapter 49 (continuity of management),

18. Chapter 59 (delinquent insurers; rehabilitation and
ligquidation).

19. Chapter 69 (transitory provisions).

Comment: Self-explanatory. Many of these inclusions give domestic
mutuals the advantages of accelerated insurance services and corporate
mobility which are among objectives of the revised code.
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§ 3362. Special meetings of members

1. A special meeting of the members of a mutual insurer may
be held for any lawful purpose. The meeting shall be called by
the corporate secretary pursuant to request of the insurer's
president or of its board of directors, or upon request in writing
signed by not less than 1/10 of the insurer's members. The meet-
ing shall be held at such time as the secretary may fix, but not
less than 10 nor more than 30 days after receipt of the request.

If the secretary fails to issue such call, the president, directors,
or members making the request may do so.

2. Not less than 10 days' written notice of the meeting shall
be given. Notice addressed to the insurer's members at their res-
pective post office addresses last of record with the insurer
and deposited, postage prepaid, in a letter depository of the
United States post office, shall be deemed to have been given
when so mailed. In lieu of mailed notice the insurer may publish
the notice in such publication or publications as shall afford
a madjority of its members a reasonable opportunity to have actual
advance notice of the meeting. The notice shall state the pur-
poses of the meeting, and no business shall be transacted at

the meeting of which notice was not so given.

Ref. Me. 504: ©Notice of special meeting of members to consider
merger is given by publishing once weekly on 3 successive
weeks in newspaper printed in each county of this State in
which insurer chartered to operate, last publication to be
at least 7 days prior to the meeting.

Comment: Self-explanatory.
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§ 3363. Voting rights of members

1. Each member of a mutual insurer is entitled to one vote
upon each matter coming to a vote at meeting of members, or to
such other vote as may be provided for on a reasonable basis in
the insurer's bylaws with the commissioner's approval.

2. A member shall have the right to vote in person or by
his written proxy filed with the corporate secretary not less
than‘ggdays prior to the meeting. No such proxy shall be made
irrevocable, nor be valid beyond the earlier of the following
dates:

A, The date of expiration set forth in the proxy; or

B. The date of termination of membership; or

€. 5 years from the date of execution of the proxy.

3. No member's vote upon any proposal to divest the insurer
of its business or assets, or the major part thereocf, shall be
registered or taken except in person or by proxy newly executed

and specific as to the matter to be voted upon.
Ref.:

Comment: Voting rights related strictly to the face amount of
insurance may be quite unfair, in view of the differences in
premiums, reserves, and earning possibilities under varying plans
of insurance. There have been instances in other states where
cheap term insurance in ""balloon™ amounts was suddenly procured
by management to affect an important policyholder vote under such
a face amount vote plan. The proposed provision provides for
necessary flexibility.

For comsideration.
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§ 3364. Contingent liability of members

1. Except as provided otherwise in section 3367 of this
chapter with respect to nonassessable policies, each member of
a domestic mutual insurer shall have a contingent liability,
prorata and not one for another, for the discharge of its
obligations, which contingent liability shall be in such
maximum amount -~ not less than 1 nor more than 6 times the gnnual
premium for the member's policy at the annual premium rate -
as shall be specified in the insurer's certificate of organiza-
tion, or bylaws.

2. Every policy issued by the insurer shall contain a
plain and legible statement of the contingent liability upon
either the face or £i3Ply back thereof.

3. Termination of the policy of any such member shall not
relieve the member of contingent liability for his proportion
of the obligations of the insurer which accrued while the policy
was in force.

4, Unrealized contingent liability of membkers does not
constitute an asset of the insurer in any determination of its

financial condition.

Ref.: Me. 507,.,: "The total amount of the liability of the policy-
holder shall be plainly and legibly stated upon the filing-back
of each policy." BSee also reference to this section in connec-
tion with proposed sec. 33086.

Comment: This is consistent with existing law. Proposed 4 is
informative and results from attempts in some other states to carry
such contingent liability as an "asset' of the insurer.
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§ 3365. Levy of contingent liability

1. If at any time the assets of a domestic mutual insurer
are less than its liabilities and the minimum amount of surplus
required to be maintained by it under this code for authority
to transact the kinds of insurance being transacted, and the
deficiency is not cured from other sources, its directors may,
if the same is approved by the commissioner as being reasonable
and in the best interests of the insurer and its members, levy an
assessment only on its members who held the policies providing
for contingent liability at any time within the 12 months next
preceding the date the levy was authorized by the board of
directors, and such members shall be liable tc the insurer for
the amount so assessed.

2. The levy of assessment shall be for such an amount as
is required to cure such deficiency and to provide a reasonable
amount of working funds above such minimum amount of surplus, but
such working funds so provided shall not exceed 5% of the sum of
the insurer's liabilities and such minimum required surplus as
of the date of the levy.

3. As to the respective policies subject to the levy, the
assessment shall be computed upon the basis of premium earned
during the periocd covered by the levy.

or counterclaim

4, No member shall have an offset/against any assessment
for which he is liable, on account of any claim for unearned
premium or loss payable.

5. As to life insurance, any part of such an assessment
upon a member which remains unpaid following notice of assessment,
demand for payment, and lapse of a reasonable waiting period as

specified in such notice, may, if approved by the commissioner
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as being in the best interests of the insurer and its members,
be secured by placing a lien upon the cash surrender values and
accunulated dividends held or to be held by the insurer to the

credit of the member's policy.

Ref.:

Comment: This is an up-dated provision, making reasonable
arrangements for use of contingent liability, and with desirable

clarifications.
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§ 3366, Enforcement of contingent liability

1. The insurer shall notify each member of the amount of
assessment to be paid, and the date - not less than 20 days after
mailing date -by which payment is to be made, by written notice
mailed to the member at his address last of record with the
insurer. Fallure of the member to receive the notice so mailed,
within the time specified therein for the payment of the assess-~
ment or at all, shall be no defense in any action to collect the
assessment.

2. If a member fails to pay the assessment within the
period specified in the notice, the insurer may iastitute suit

to collect the same.

Ref.:

Comment: Self-explanatory. Because of the possible small amounts
involved, such suits may be impratical in given circumstances.
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. Nonassessable policies

1. A domestic mutual insurer, by depositing through the

commissioner and thereafter maintaining unimpaired surplus funds

not lgss in amount than the minimum paid-in capital stock required
of a};ggestic stock insurer for authority to transact the same
kind or kinds of insurance, may, upon receipt of the commission-
er's order sc authorizing, extinguish the contingent liability
to assessment of its members as to all its policies in force
and, so long as such surplus and deposit are maintained, may
omit provisions imposing contingent liability in all policies
currently issued. Any deposit of the insurer made through the
commissioner as prerequisite to its certificate of authority
may be included as part of the deposit required under this
section.

2, The commissioner shall not authorize a domestic insurer
to extinguish the contingent liability of any of its members or
in any of its policies to be issued, unless it gqualifies to and
does extinguish such liability of all its members and in all
such policies for all kinds of insurance transacted by it.

3. The commissioner shall revoke the authority of a
domestic mutual insurer to issue policies without contingent
liability if

A. At any time the insurer's assets are less than the sum
of its liabilities and the surplus required for such authority,
or

B. The insurer, by resolution of its board of directors
requests that the authority be revoked.

4, Notwithstanding the foregoing provisions, mutual
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insurers heretofore issuing nonassessable policies under laws
heretofore in force shall have the right to continue such
issuance so long as qualified therefor under the same stand-

ards and requirements as pertained under such laws.

Ref.: Me. 520: Secs. 519, 1452 and 1454 shall not be construed
as limiting any rights existing on July 9, 1943, of any mutual
companies, other than mutual fire insurance companies, to
issue nonassessable pclicies.

Comment: Is the grandfather clause in proposed 4 necessary?
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SUBCHAPTER III

PROVISIONS APPLYING TO STOCK
AND MUTUAL INSURERS

§ 3408, Home office, records, assets to be in State;
exceptions

1. Every domestic insurer shall have and maintain its
principal place of business and home office in this State, and
shall keep therein accurate and complete accounts and records
of its assets, transactions, and affairs in accordance with the
usual and accepted principles and practices of insurance account-
ing and record keeping as applicable to the kinds of insurance
transacted by the insurer.

2., Every domestic insurer shall have and maintain its
assets in this State, except as to:

A. Real property and personal property appurtenant thereto
lawfully owned by the insurer and located outside this State,
and

B. Such property ofthe insurer as may be customary, nec-
essary, and convenient to enable and facilitate the operation
of its branch offices located outside this State as referred to
in subsection 4 below.

3. No person shall remove all or a material part of the
records or assets of a domestic insurer from this State except
pursuant to a plan of merger, consclidation, or bulk reinsur-
ance approved by the commissioner under this code, or for such
reasonable purposes and periods of time as may be approved by
the commissioner in writing in advance of such removal, or
conceal such records or assets or such material part thereof from

the commissioner. Any person who removes or attempts to remove
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such recordsor assets or such material part thereof from the
home office or other place of business or of safekeeping of
the insurer in this State with the intent to remove the same
from this State, or who conceals or attempts to conceal the
same from the commissioner, in violation of this section, shall
upon conviction thereof be guilty of a felony, punishable by a
fine of not more than $10,000, or by imprisonment in the peniten-
tiary for not more than 5 years, or by both such fine and impris-
onment in the discretion of the court. Upon any removal or
attempted removal of such records or assets)or upon retention
of such records or assets or material part thereof outside this
State Dbeyond the period therefor specified in the commissioner's
consent under which the records were so removed thereat, or upon
concealment of or attempt to conceal records or assets in viola-
tion of this section, the commissioner may institute delinquency
proceedings against the insurer pursuant to the provisions of
chapter 59 of this code.

4, This section shall not be deemed to prohibit or prevent
an insurer from:

A. Establishing and maintaining regional home offices or
branch offices in other states or countries where necessary or
convenient to the transaction of its business and keeping therein
the detailed records and assets customary and necessary for the
servicing of its insurance in force and affairs in the territory
served by such an office, as long as such records and assets are

made readily available at such office for examination by the

commissioner at his request.
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B. Having, depositing or transmitting funds and assets of
the insurer in or to jurisdictions outside of this State required

by the law of such jurisdiction or as reasonably and customarily
oF Covniln et

requiredfin the regular course of its business.

Ref.: Me. 517: All ins. cos. incorporated and organized under
the laws of this State shall have their principal place
of business in some city or town in the State.

538: "This title shall not be held to affect provisions
enacted before June 1, 1967, in life insurance company charters
created by private and special law inconsisteant with this
Title, but their principal place of business shall be located
within the State, unless prior written consent otherwise is
given by the commissioner.....'

Comment: This is a comprehensive provision providing desirable safe-
guards. In some states attempts of the Commissioner to safeguard
assets of a company in financial difficulty have been frustrated by

a night-time dash of officers across the state boundary with the
company's records and moveable assets. A felony basis is used in
order to assist in extradition. It appears from existing sec. 538 -
above - that some Maine insurer home offices may already be located
outside the State, or that there may be plans in that direction.

Some states - such as Delaware - do not require either home office

or records or assets to be kept within the state. There is no objec-
tion to such an arrangement so long as it is for a proper purpose

and does not deprive the domicile state of reasonable control and
access.

Should we provide for location of a home office outside Maine
on Commissioner's consent - with applicable standards for decision?
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§ 3409. Vouchers for expenditures

&

1. No insurer shall make any disbursement of $éﬁ or more,
unless evidenced by a voucher or other document correctly describ-
ing the consideration for the payment and supported by a check or
receipt endorsed or signed by or on behalf of the person receiving
the monevy.

2. If the disbursement is for services and reimbursement,
the voucher or other document, or some other writing referred
to therein, shall describe the services and itemize the expendi-
tures.

3. If the disbursement is in connection with any matter
pending before any legislature or public body or before any
public official, the wvoucher or other document shall also cor-
rectly describe the nature of the matter and of the insurer's
interest therein.

4, 1If in a particular instance such a voucher cannot be
obtained, the expenditure must be supported by an affidavit
executed by an officer of the insurer stating the reasons for
such inability and the particular of such expenditure as other-

wise hereinabove required.

Ref.

Comment: A "standard'" provision.
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§ 3410. Destruction of records

1. An insurer may destroy its obsoclete records after expira-
tion of such reasonable period after completion of the transact-
ions to which they relate as the insurer may deem proper. The
insurer may so destroy its closed files relating to losses and
claims arising under its policies after the first to occur of
the following events:

A, Completion of a regular examination of the insurer by
the commissioner and to which the closed file was subject; or

B. Expiration of %;years after the file was duly closed.

2. Records preserved on microfilm or other similar process
and freely retrievable shall not be deemed to have been destroyed.

3. This section shall not relieve the insurer of any res-

ponsibility or liability otherwise arising under law with res-

pvect to the existence and availability of any record.

Ref.:

Comment: The desirability of a section dealing with destruction
of records was suggested by Mr. Robert D. RBuss, of Union Mutual
Life Insurance Company, in his letter of March 29, 1968. The above
is presented as a basis of further discussion. The Maine statute

of limitations on contract actions is 6 years. (Title 14, sec. 752)

and this should be taken into consideration by the insurer before
disposing of possibl evidence.

Should we provide that the insurer shall prepare a proposed
schedule of various classes o0f records and the period after which
they could be destroyed, for consideration and approval by the
Commissioner? Might be desirable - especially - to have the Chief
Examiner take part in any such consideration.
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§ 3411. Directors

1. The affairs of every domestic insurer shall be managed
by a board of directors consisting of not less than 7 directors
-or more than 21 directors.

2. Directors (other than initial directors named in the
insurer's certificate of organization) shall be elected by the
members or stockholders of a domestic insurer at the annual meet-
ing of stockholders or members. Directors may be elected for
terms of not more than 3 years each and until their successors
are elected and have qualified; and if to be elected for terms
of more than 1 year the insurer's bylaws may provide for a
staggered term system under which the terms of a proportionate
part of the members of the board of directors shall expire on
the date of each annual meeting of stockholders or members. A
directorship becoming vacant before expiration of the term shall
be filled for the remainder of the term.

3. A director of a stock insurer shall be a stockholder
thereof, and a director of a mutual insurer shall be a policy-
holder thereof.

4., As to an insurer operating as an authorized insurer
only in the State of Maine, a majority of the members of the
insurer's board of directors shall be residents of and shall

actually reside in this State.

Ref.: Me. 517: Majority of directors shall be citizens of this
State.

538: Majority of directors of companies chartered under
special legislative Act shall at all times be citizens of
this State.

652: Incorporated insurers to be managed by not less than
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in
7 directors, chosen by stockholders as provided/bylaws.
Must be stockholders and hold office for one year and until
others chosen and qualified. Vacancies filled at a meeting
called for purpose.

653: Both stock and mutual insurers may, by bylaws, divide
their directors into 2 or 3 classes, to hold office for 2 or
three years, according to number of classes and until others
chosen in their stead, in such manner that one class thereof
shall go out of office annually. Vacancies shall be filled
for the remainder of the term of the class in which they
occur.

Comment: This summarizes material features of the present law and
leaves procedural matters to the general statutes or bylaws. It

has been suggested that the requirement that a majority of directors
be "citizens" of Maine be dispensed with. I do not believe that
there is state "‘citizenship.' We have used ''resident' instead. We
have modified the majority requirement so that it would apply only
to an insurer transacting business solely in Maine.

For consideration.
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§ 3412. Officers; notice of change

1. An insurer's board of directors shall elect one of their
number as president, and shall elect a corporate secretary and
such other officers as may be provided for in the bylaws or
otherwise required by law. Any such officer shall serve for
such term as may be fixed in the bylaws or by the board of
directors, but shall be subject to removal as an officer by
the "~board of directors at any time.

2. Each officer shall have such powers and duties as may be

prescribed by or pursuant to the insurer's charter or bylaws.

Ref.: 513: Directors shall elect president, secretary and other
officers which under the bylaws they are authorized to choose.

591: BStock co. or its directors, as often as once a year
shall, by ballot, elect a secretary, who shall be the clerk
of the co. and be sworn to faithful discharge of his duty.
(certain duties outlined) Directors may appoint such other
officers as they think necessary.

652: Business of incorporated insurersshall be managed by
not less than 7 directors, chosen by stockholders at time,
place, manner provided by bylaws. They shall be stockholders
and hold offices for one year and until others are chosen and
gqualified in their stead. Vacancies may be filled at a meeting
called for the purpose. The directors shall choose one of
their number president.

Comment: Self-explanatory.



§ 3413. Prohibited pecuniary interest of officials and
Others

\\\i‘l. Any officer or director, or any member of any committee or
any employee of a domestic insurer, having the duty or power of
investing or handling the insurer's funds, shall not deposit or
invest such funds except in the insurer's name; shall not borrow
the funds of the insurer; or be pecuniarily interested in any
loan, pledge, deposit, security, investment, sale, purchase,
exchange, reinsurance, or other similar tramnsaction or property
of the insurer except as a stockholder, member, employee, Or
director, unless the transaction is authorized or approved by
the insurer's board of directors, with knowledge and recording
of such pecuniary interest, by affirmative vote of not less than
2/3 of the directors; and shall not take or receive to his own
use any fee, brokerage, commission, gift, or other similar con-
sideration for or omn account of any such transaction made by or
on behalf of the imsurer.

2. ©No insurer shall guarantee the financial obligation of
any of its officers or directors.

3. This section shall not prohibit such a director, officer,
member of a committee, Oor employee from becoming a policyholder
of the insurer and enjoying the usual rights of a policyholder
or from participating as beneficiary in any pension trust, de-
ferred compensation plan, profit sharing plan, stock option plan
or similar plan authorized by the insurer and to which he may be
eligible; or prohibit any director or member of a committee from
receiving a reasonable fee for lawful services actually rendered

to the insurer.
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4, The commissioner may, by regulation from time to time,
define and permit additional exceptions to the prohibition con-
tained in subsection 1 of this section solely to emnable payment
of reasonable compensation to a director who is not otherwise
an officer or employee of the insurer, or to a corporation or
firm in which a director is interested, for necessary services
performed or sales or purchases made to or for the insurer in the
ordinary course of the insurer's business and in the usual pri-
vate professional or business capacity of such director, corpora-

tion or firm.

Ref.:

Comment: This ties in with conflict of interest concern reflected
in the annual statement form., Similar provisions are now in force
in many states.
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§ 3414. HManagement, commission, exclusive agency contracts

1. No domestic insurer shall hereafter make any contract
whereby any person is granted or is to enjoy in fact the manage-
ment of the insurer to the material exclusion of its board of
directors or to have the controlling or preemptive right to
produce substantially all insurance business for the insurer, or,
if an officer, director, or otherwise part of the insurer's
management, is to receive any commission, bonus or compensation
based upon the volume of the insurer's business or transactions,
unless the contract is filed with and not disapproved by the
commissioner. The contract shall become effective in accordance
with its terms unless disapproved by the commissioner within
20 days after date of filing, subject to such reasonable exten-
sion of time as the commissioner may require by notice given
within such 20 days. Any disapproval shall be delivered to the
insurer in writing stating the grounds therefor.

2, Any such contract shall provide that any such manager,
producer of its business, or contract holder shall within 90 days
after expiration of each calendar year furnish the insurer's board
of directors a written statement of amounts received under or on
account of the contract and amounts expended thereunder during
such calendar yvear, with specification of the emoluments received
therefrom by the respective directors, officers, and other prin-
cipal management personnel of the manager or producer, and with
such classification of items and further detail as the insurer's
board of directors may reasonably require.

3. The commissioner shall disapprove any such contract if

he finds that it:

A. Subjects the insurer to excessive charges; Or
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B. Is to extend for an unreasonable length of time; or

C. Does not contain fair and adequate standards of per-
formance; or

D, Contains other inequitable provision or provisions
which impair the proper interests of stockholders or members of
the insurer.

4, The‘cqmmissioner may, after a hearing held thereon,
disapprove any suchléoﬁfract theretofore permitted to become
effective, if he finds that the contract should be disapproved
on any of the grounds referred to in subsection 3 above.

5., This section does not apply as to contracts entered

into prior to the effective date of this Act, or-to-extensions
. ) . vy

Y A ]

or amendment of such ContraCtSé{LJA&ﬁééﬁﬁlyQi “Wﬁfszﬁwﬁ?w

Ref.:

Comment: Such contracts have a useful function under proper
circumstances and terms. Because of past abuses some states
prohibit them entirely. The proposed provision has safeguards
to prevent abuse.,

It has been suggested that such contracts not extend over
2 years and provide for compensation only out of profits - not
out of the gross. I believe that both these requrements would
be difficult to apply and still permit such contracts to fulfill
an often necessary and useful purpose. For discussion,
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§ 3415. Borrowed capital funds

1. A domestic stock or mutual insurer may borrow money
to defray the expenses of its organization, provide it with
surplus funds, or for any purpose of its business, upon a
written agreement that such money is required to be repaid
only out of the insurer's surplus in excess of that stipulated

in such agreement. }Tge agreement may provide for interest not
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exceedingﬁé% ﬁéf‘éﬁﬁum, which interest shall or shall not con-
stitute a liability of the insurer as to its funds other than

such excess of surplus, as stipulated in the agreement. No com-
mission or promotion expense shall be paid in connection with

any such loan,except. that if public offering and sale is made

EXEERX through established securities brokers or by

of the loan securities/the insurer may pay the reasonmable costs
thereof approved by the commissioner.

2. Money so borrowed, together with the interest thereon
if so stipulated in the agreement, shall not form a part of the
insurer's legal liabilities except as to its surplus in excess of
the amount thereof stipulated in the agreement, or be the basis
of any set-off or counterclaim; but until repaid, financial state-
ments filed or published by the insurer shall show as a footnote
thereto the amount thereof then unpaid together with any interest
thereon accrued but unpaid.

3. Any such loan shall be subject to the commissioner's
approval. The insurer shall, in advance of the loan, file with
the commissioner a statement of the purpose of the loan and a
copy of the proposed loan agreement. The loan and agreement
shall be deemed approved unless within 15 days after date of

such filing the insurer is notified of the commissioner's dis-

approval and the reasons therefor. The commissioner shall dis-

durxeryo orTand



o,

(Me)
Chap. 47
Subchap. III
STOCK/MUTUAL INSURERS

§ 3415 - p. 2

approve any proposed loan or agreement if he finds the loan is
unnecessary or excessive for the purpose intended, or that the
terms of the loan agreement are not fair and equitable to the
parties and to other similar lenders, if any, to the insurer,
or that the information so filed by the insurer is inadequate.
4, Any such loan to a mutual insurer or substantial portion
thereof shall be repaid by the insurer when no longer reasonably
necessary for the purpose originally intended. No repayment of
such a loan shall be made by a mutual insurer unless approved in
advance by the commissioner.
5. This section shall not apply to other kinds of loans
obtained by the insurer in ordinary course of business, 0or to

loans secured by pledge or mortgage of assets.

Ref.: Me. 1454: Any domestic mutual insurance company may,
without pledging any of its assets, receive advances or
borrow funds:necessary for the purpose of its business or
to enable it to comply with any surplus requirement or to
make good any impairment or deficiency or other requirement
of the laws of this State, or to defray the reasonable
expenses of its organization, or to provide any fund to be
voluntarily contributed to surplus, upon an agreement that
such moneys and such interest thereon as may be agreed upon,
said interest not exceeding 6% per year, shall be repaid
only out of free and divisible surplus of such insurer with
the approval of the commissioner whenever, in his judgment,
the financial condition of such insurer warrants it. Any
such sum or sums so advanced or so borrowed shall not form a
part of the legal liabilities of such insurer and shall not

be a basis of any counterclaim; but until repaid all statements
published by such insurer or filed with the commissioner shall
show, as a footnote thereto, the amount thereof then remaining
unpaid. No such contract or agreement shall be valid unless
first approved by the commissioner in writing as not uafair,
misleading or contrary to any law of this State.
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Comment: This is an amplified and more precise presentation

of the law as to this useful financing device. It is extended

to stock insurers as well as mutual insurers. In fact, such
financing could probably be effectuated by either type of insurer
in the absence of such a provision; but the provision does estab-
lish desirable safeguards and removes possible questions. Secur-
ities of this type can be desirable investments. As to a stock
insurer they would ordinarily represent a lien upon the capifal
stock. These securities can be made convertible into stock of
the insurer, and many variations are possible to f£it particular
needs and circumstances.
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§ 3416. Dividends to stockholders

1. A domestic stock insurer shall not pay any cash dividend
to stockholders except out of that part of its available and

accumulated surplus funds which is derived from realized net
net
operating profits on its business and/realized capital gains.

2. A cash dividend otherwise lawful may be payable out of
the insurer's earned surplus even though its total surplus is
then less than the aggregate of its past contributed or paid-in
surplus.

3. A stock dividend may be paid out of any available sur-
plus funds, other than"surplus’™ resulting from borrowed capital

funds such as provided for under section 3415 of this chapter.

Ref.: Me. 516: Stock insurer may pay cash dividends on stock;
and may pay stock dividends out of its profits and income
after providing for liabilities, expenses and reserves.
Stock dividend increase of capital requires certificate
thereof to be filed with commissioner, who shall certify
to the amount of capital stock so increased.

601: Directors, at such times as charter or bylaws prescribe,
shall make dividends of so much of profits as think advisable,
but moneys received and notes taken for premiums on risks,
which are undetermined at time of making dividends, shall

not be part of said profits.

602: If capital stock diminished by losses, depreciation
or otherwise, no dividend to be made until diminution is
cured.

603: Marine insurer may, by bylaws or votes duly passed

for the purpose, divide among the stockholders and the

persons insured therein, in proportion to stock owned and
amount of premiums paid on risks terminated, all clear profits
above 6% a year on its capital stock. Before such division

is made, all arrearages of dividends to stockholders required
to make their annual dividends equal to 6% a year shall first
be paid.
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Comment: This is a precise dividend provision compatible with
insurance corporate requirements. Proposed 2 answers a common
guestion. A stock insurer must start business with a large amount

of contributed surplus resulting from sale of its shares at a premium.
It invests most of this surplus in acguiring business. When that
business starts to show a net profit to the insurer, as demonstrated
by an increase of current surplus, the insurer may pay a dividend

out of the increase without waiting for restoration of the entire
contributed surplus.

Most of the existing Maine law, above cited, appears to be
obsolete. Are any insurers now using the sec. 603 facilities?
This would ordinarily be taken care of by issuance of participating
policies.

Modern insurance accounting makes unnecessary detailing in
the statute just how existence of net earned surplus is to be
determined.
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§ 3417. Participating policies

1. If provided for in its certificate of organization
or charter, a stock insurer or mutual insurer may issue any or
all of its policies or contracts with or without participation
in profits, savings, unabsorbed portions of premiums, or surplus;
may classify policies issued and perils insured on a participat-
ing and nonparticipating basis, and may determine thé right to
participate and the extent of participation of any class or
classes of policies. Any such classification or determination
shall be reasonable, and shall not unfairly discriminate as
between policies so classified.

2. A life insurer may issue both participating and non-
participating policies or contracts if the right or absence of
right to participate is reasonably related to the premium charged.

3. After the first policy year, no dividend, otherwise
earned, shall be made contingent upon the payment of renewal
premium on any policy or contract; except, that a participating
life or health insurance policy providing for participation at
the end of the first and/or second policy year may provide that
the dividend or dividends will be paid subject to payment of
premium for the next ensuing year.

Ref.: Me. 3503: Apparently authorizes marine insurers to
share profits between stockholders and policyholders.

Comment: In principle there is no reason why both stock and mutual
insurers should not be able to issue either participating or non-
participating policies, or both. There are stock fire-casualty
insurers which have issued participating policies for many years;

many stock life insurance companies issue participating policies.
Conversely, a mutual insurer should be allowed to issue nonparticipat-
ing policies. The above provision provides basic regulation and
safeguards.
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§ 3418. Dividends to policyholders

1. The directors of a domestic mutual insurer may from
time to time apportion and pay or credit to its members divid-
ends only out of that part of its surplus funds which represents
net realized savings, net realized earnings, and net realized
capital gains, all in excess of the surplus required by law to
be maintained by the insurer.

2. A dividend otherwise proper may be payable out of such
savings, earnings, and gains even though the insurer's total
surplus is then less than the aggregate of contributed surplus
remaining unpaid by the insurer.

3. A domestic stock insurer may pay dividends to holders
of its participating policies out of any available surplus funds.
4, No dividend shall be paid which is inequitable, or

which unfairly discriminates as between classifications of

policies or policies within the same classifications.

Ref.:

Comment: Under the above proposed provision stock insurers are
permitted to pay policy dividends out of contributed surplus
because the insurer has usually added a "loading” to the premium
to cover the dividend, and because further the stockholders,
rather than the policyholders, provide the necessary financial
"cushion'" for the insurer's operations.

Query: Do we want to prohibit payment of participation '‘dividends”
out of profits from nonparticipating business? This is being done
in some states as a means of discouraging ''special' and "'profit
sharing' 1life insurance policies.



(Me)
Chap. 47
Subchap. III
STOCK/MUTUAL INSURERS

§ 3419. Pension plans for employees and others

1. Pursuant to the terms of a pension plan or plans or any
modification thereof, heretofore or hereafter adopted by the
insurer's board of directors and approved by the commissioner,
any domestic stock or mutual insurer may pay the whole or any
part of the cost of retirement or disability pensions for such
of its officers, employees or full-time insurance agents as are
specified in such plan or plans or modifications thereof. If so
specified in the plan or plans, in lieu of such pensions actuar-
ially equivalent benefits may be paid to such officers, employees
or full-time agents or to their designated beneficiaries.

2. The commissioner shall approve any such plan unless
he finds the same not to be within the reasonable financial
resources of the insurer or not fair and equitable as between

the respective classifications of participants therein.

Ref.: Me. 1801l: As in 1 above, in substance.

Comment: Proposed 2 is added in order to provide necessary
standards for the Commissioner's approval or disapproval. It is
recognized that such plans would probably have to meet federal
standards for favorable income tax treatment, but this does not
dispense with the advisability of having standards also in the
statute.
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§ 3420. Insurance benefits for employees and others

Pursuant to vote of its board of directors heretofore or
hereafter made, any domestic stock or mutual insurer may provide
for its officers, employees or full-time insurance agents, a
plan or plans of life insurance, sickness, accident, hospital-
ization, medical, surgical and related imsurance benefits, to
be issued under group or individual policies. The insurer may
pay the cost, in whole or in part, of such insurance; or, if
duly authorized by its charter and bylaws, may itself provide
such benefits directly as the insurer thereof, without require-
ment of placement through a licensed insurance agent, and in
such case may adjust the premium rate for the insurance to
reflect such savings in expense as the insurer may deem appli-

cable.

Ref.: Me. 1802: As above, in substance.

Comment: This is the present law, with some editing.
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§ 3421. Solicitation, insuring in other states

1. No domestic insurer shall knowingly solicit insurance
business in any reciprocating state in which not then licensed
as an authorized insurer. This subsection shall nbt prohibit
advertising through publications and radio, television and
other media originating outside such reciprocating state, if
thé insurer is licensed in the state in which the advertising
originates and the advertising is not specifically directed to
residents of such reciprocating state. This subsection shall
not apply as to surplus line insurance, or prohibit insurance
covering persons or risks located in a reciprocating state,
under contracts solicited and issued in states inwhich the
insurer is then licensed, or insurance otherwise effectuated
in accordance with the laws of the reciprocating state. A
"reciprocating” state, as used herein, is one under the laws of
which a similar prohibition is imposed upon and enforced against
insurers domiciled in that state.

2, A domestic insurer duly authorized to transact insurance
in another jurisdiction may frame and issue policies for delivery
in such jurisidction pursuant to applications for insurance soli-
cited and obtained therein, in accordance with the laws thereof,
subject only to such restrictions, if any, as may be contained
in the insurer's certificate of organization or bylaws; and sub-
ject, in the case of health insurers, to the provisions of
section of this code (policies issued for delivery in

another state).
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Ref.: Me. 225: ©No insurance company domiciled in this State will be
permitted to insure persons, property or other risks in any
other state unless such company is authorized pursuant to the
laws of such state to transact such insurance therein. This
section shall not apply:

1. Class or kind of insurance written. To insurance comp-
anies organized in compliance with the insurance laws of this
State, which cannot be properly authorized in other states
because the laws of such states do not permit the writing of
the class or kind of insurance written by such companies;

2. Person insured is present. To contracts entered into
where the person insured or proposed to be insured is, when
he signs the application, personally present in a state in
which the insurer is authorized to transact business;

3. Group life, accident. To the issuance of certificates
under any lawfully transacted group life, group accident or
other group disability policy, entered into in a state in
which the insurer is then authorized to transact business;

4, Contracts otherwise lawful. To the renewal, reinstate-
ment, conversion oxr continuance in force, with or without
modification, of contracts otherwise lawful and which were
not originally executed in violation of this section;

5. Similar provision in other state. To insurance written
in any state which does not have a similar provision in its
insurance laws.

The commissioner shall annually mail to each domestic in-
surance company of this State notice specifying those states
having a similar law.

Comment: This somewhat more explicit and rounded provision is
offered in substitution for the existing law, above quoted. The
proposed provision covers the same area, except as to existing
subsection 1, and adds other facilities. Existing subsection 1

is highly ambiguous. Requirement that commissioner annually notify
all domestic insurers a list of reciprocating states is also omitted.
It is easy for the insurer to make the inquiry when thé question
arises,
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§ 3422. Purchase of own shares by stock insurer

A domestic insurer shall have the right to purchase or acquire
shares of its own stock only as follows:

1. For elimination of fractional shares.

2. Incidental to the enforcement of rights of the insurer
with respect to lawful transactions previously entered into in
good faith for purposes other than the acquisition of such shares.

3. For the ggrposes of a general savings and investment plan
for employeesggiﬁige insurer.

4, For mutualization of the insurer, as provided in section
3472 of this chapter.

5, For retirement of the shares under a plan submitted to
and approved in writing by the commissioner. The commissioner
shall not approve a plan unless found by him to be reasonable,
fair and equitable as to remaining stockholders of the insurer,
and not materially adverse to the protection of the insurer's

policyholders,

Ref.:

Comment: This is a desirable facility, for the purposes above
stated. Market value of shares of some insurers has been so
low in relation to liguidation value that some major insurers
have purchased and retired substantial blocks of stock.

For consideration.
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§ 3423, Impairment of capital funds

1. If a domestic stock insurer's paid-in capital stock
(as represented by the aggregate par value of its ocutstanding
capital stock) becomes impaired, or the assets of a domestic
mutual insurer are less than its liabilities and the minimum
amount of surplus required to be maintained by it under this
code for authority to transact the kinds of insurance being
transacted, the commissioner shall at once determine the amount
of deficiency and serve notice upon the insurer to cure the
deficiency and file proof thereof with him within the period
specified in the notice, which period shall be not less than
30 nor more than 90 days from the date of the notice. Such
notice may be so served by delivery to the insurer, or by mail-
ing to the insurer addressed to its registered office in this
State.

2. The deficiency may be made good in cash or in assets
eligible under chapter 13 (investments) of this code for the
investment of the insurer's funds or by amendment of the
insurer's certificate of organization to coyer only such kind
or kinds of insurance thereafter for which the insurer has
sufficient paid-in capital stock (if a stock insurer) or sur-
plus (if a mutual insurer) under this code; or, if a stock
insurer, by reduction of the number of shares of the insurer's
authorized capital stock or the par value thereof through
amendment of its certifficate of organization, to an amount of
authorized and unimpaired paid-in capital stock not below the
minimum required for the kinds of insurance thereafter to be
transacted.

3. If the deficiency is not made good and proof thereof

filed with the commissioner within the period required by the

Eotice as specified in subsection (a) above, the insurer shall
e deemed insolvent and the commissioner shall institute
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delinguency proceedings against it under chapter 59 of this

code.

Ref.: Me. 55: Any stock insurer, which does not within 3 months
after notice from the commissioner that its capital is
impaired, satisfy him that has fully complied with the law
relating yhereto, shall be proceeded against as per sec.

60 (Injunction and receivership).

605: If insurer sustains losses equal to capital stock, and
president or directors after knowing the same make any new
or further insurance, estates of all who made such insurance
or consented theretc shall be jointly and severally liable
for the amount of any loss which occurs under such insurance.

594: If net assets of stock insurer do not amount to more
than 3/4 of its capital stock, the insurer shall restore its
capital to legal amount. If capital impaired, insurer may

by majority vote of the stock, and stockholder meeting legally
called, reduce its capital by canceling its shares pro rata

to the number thereof, or it may reduce par value of its
shares; but shall not reduce its capital more than 20% thereof
nor to less than $100,000 if organized prior to Jan. 1, 1968;
and $500,000 if organized Jan. 1, 1968, or subsequently.

Comment: This is a comprehensive provision which follows the
general principle of the existing law. Existing sec. 605 deals
with insolvency, rather than impairment, and will be considered in
connection with a subsequent chapter.
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§ 3424, Restrictions during impairment; penalty

1. During the existence of impairment of the capital stock
or surplus of an insurer, as referred to in section 3423 of this
chapter, the commissioner shall require such restriction of, or
arrangements as to, operations of the insurer while the impair-
ment exists as he deems advisable for protection of policyholders,
the insurer, or the public.

2. Any officer, director, representative, or employee of
the insurer who knowingly violates or fails to comply with any
such restriction or requirement shall upon conviction thereof
be subject to fine of not less than $500 or more than $5,000,
or imprisonment for less than 1 year, or to both such fine and

imprisonment.

Ref.:

Comment: Self-explanatory. Adherence to reasonable restrictions
may make unnecessary revocation or suspension of certificate of
organization or commencement of delinquency proceedings.
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SUBCHAPTER IV

CONVERSION, AMALGAMATION, DISSOLUTION

§ 3471. Scope of subchapter

The applicable provisions of this subchapter IV apply as
to domestic stock and mutual insurers whether heretofore or
hereafter formed, and to such domestic insurers chartered under
special legislative Acts where feasible and not in conflict
with specific provisions of the Act, as heretofore amended,

under which the insurer was sO organized.

Ref.:

Comment: This is probably unnecessary in view of the general
"scope'' provision contained in proposed section 3301, but is
inserted for whatever it may be worth as an aid especially

to insurers formed under legislative charters. We cannot
permit or require them to do anything prohibited by their
charters, but there may be an undefined area of general law
to which they may have access where not in conflict.
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§ 3472. Mutualization of stock insurer

1. A stock insurer other than a title insurer may become
a mutual insurer under such plan and procedure as may be approved
by the commissioner after a hearing thereon.

Z. The commissioner shall not approve any such plan, pro-
cedure or mutualization unless:

A, It is equitable to stockholders and policyholders;

B. It is subject to approval by the holders of not less
than two-thirds of the insurer's outstanding capital stock having
voting rights, and by not less than two-thirds of the insurer's
policyholders who vote on such plan in person, by proxy or by
mail pursuant to such notice and procedure as may be approved
by the commissioner;

C. If a life insurer, the right to vote thereon is limited
to holders of policies other than term or group policies, and
whose policies have been in force for more than one year;

D. Mutualization will result in retirement of shares of the
insurer's capital stock at a price not in excess of the fair
market value therecf as determined by competent disinterested
appraisers;

E. The plan provides for the purchase of the shares of any
nonconsenting stockholder in the same manner and subject to the
same applicable conditions as provided by the general corpora-
tion law of the State as to rights of nonconsenting stockholders,
with respect to consolidation or merger of private corporations}

F. The plan provides for definite conditions to be fulfilled
by a designated early date upon which such mutualization will

be deemed effective; and
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G. The mutualization leaves the insurer with surplus
funds reasonably adequate for the security of its policyholders
and to enable it to continue successfully in business in the
states in which it is then authorized to tramnsact insurance,
and for the kinds of insurance included in its certificates
of authority in such states.

3. No director, officer, agent or employee of the insurer,
or any other person, shall receive any fee, commission or other
valuable consideration whatsoever, other than their customary
salaries or other regular compensation, for in any manner aid-
ing, promoting, or assisting in the mutualization, except as
set forth in the plan of mutualization as approved by the
commissioner.

4, This section shall not apply to mutualization under
order of court pursuant to rehabilitation or reorganization

of an insurer under chapter 59 of this code.

Ref.:

Comment: Mutualization is not an uncommon occurrence, and some
of the major mutual life insurers originally started out as stock
companies. A major Canadian life company -~ Manufacturers Life -
is now in process of mutualization.
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§ 3473, Conversion of stock insurer to ordinary business
corporation

1. A domestic stock insurer may convert to a Maine ordinary
business corporation through the following procedures:

A. The insurer must give the commissioner written notice
of its intent to convert to an ordinary business corporation;

B. The insurer must bulk reinsure all of its insurance, if
any, in force, with another authorized insurer under a bulk reinsur-
ance agreement approved by the commissioner as provided in section

3483 of this chapter. The agreement of bulk reinsurance may
be made contingent upon approval of stockholders as provided in
paragraph D below;

C. The insurer must set aside funds in a special reserve and
in such amount and subject to such administration as may be found
by the commissioner to be reasonable and adequate for the purpose,
for payment of all obligations, if any, of the insurer incurred
by it and remaining unpaid under its insurance contracts prior to
the effective date of such bulk reinsurance, or make other reason-
able disposition satisfactory to the commissioner for such payment;

D. The proposed conversion must be approved by affirmative
vote of not less than 2/3 of each class of outstanding securities
of the insurer having voting rights, at a special meeting of
holders of such securities called for the purpose; and at such
meeting and by a like vote the certificate of organization of
the corporation must be amended to remove therefrom the power
to transact an insurance business as an insurer, to provide for
such new powers and purposes authorized by the general corporation

laws of this State as may be counsistent with the purposes for
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which the corporation is thereafter to exist, and to make such
further alterations in the certificate of organization as may
be required under such general corporation laws of an ordinary
business corporation;

E. Security holders of the corporation who dissent from
such proposed conversion shall have the same applicable rights
as exist under such general corporation laws with respect to
dissent from a proposed merger of the corporation; and

F. Upon compliance with paragraphs A through D above, and
upon filing of the amendment of the certificate of organization
with the commissioner and otherwise as reguired by laws applicable
to ordinary business corporations, the conversion shall thereupon
become effective.

2. An insurer which has once converted to an ordinary business
corporation shall not have power thereafter to convert to an insurer;
and no ordinary business corporation shall have power to convert to

an insurer.

Ref.:

Comment: There is a bit of Alice in Wonderland here, in the 1light
of insurance tradition. But the ability to make such a conversion
could be advantageous. Where both insurance corporations and
ordinary corporations are formed under the same general law there

is little to prevent such a conversion. Here we are, in a sense,
providing for the movement of a corporation formed under special
insurance laws to a corporation governed by other laws. In a sense,
this is an "incorporation by adoption.'' However, since corporations
are completely the creatures of statute, and can be or do whatever
the statutes provide for, there is really no violation of the basic

principles of corporationlaw.
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It would be handy if we could provide for conversion of an
ordinary business corporation to an insurer, by a similar process.
One could thereby secure an ancient corporate charter.

The facility of this section would not be available to
specially chartered insurers, since they are bound in this respect
by the Acts under which formed.

All this is for consideration. No public interest 1is Jjeopard-
ized by such conversions, since in any event the corporation must
meet the requirements of the laws under which it . proposes to operate.
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§ 3474. Merger, consolidation of stock insurers

1. A domestic stock insurer may merge or consclidate with
one or more domestic or foreign stock insurers, by complying with
the applicable provisions of the statutes of this State governing
the merger or consolidation of stock corporations formed for
profit, but subject to subsections2 and 3 below. A domestic
stock insurer shall not merge or consolidate with any corporation
not formed for the purpose of transacting insuralX®as an insurer.

2. No such merger or consolidation shall be effectuated
unless in advance therecf the plan and agreement therefor have
been filed with the commissioner and approved in Writing by him
after a hearing thereon after notice to the stockholders of each
insurer involved. The commissioner shall give such approval
within a reasonable time after such filing unless he finds such
plan or agreement:

A. 1Is contrary to law; or

B. Unfair or inequitable to the stockholders of any insurer
involved; or

C. Would substantially reduce the security of and service
to be rendered to policyholders of the domestic insurer in this
State or elsewhere; or

D. Would materially tend to lessen competition in the
insurance business in this State or elsewhere as to the kinds
of insurance involved, or would materially tend toc create a
monopoly as to such business; or

E. Is subject to other material and reasomnable objections.

3. No director, officer, agent or employee of any insurer
party to such merger or consolidation shall receive any fee,

commission, compensation or other valuable consideration whatso-

ever for in any manner aiding, promoting or assisting therein
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except as set forth in such plan or agreement.
4, If the commissioner does not approve any such plan
or agreement, he shall so notify the insurer in writing speci-

fying his reasons therefor.

Ref.

Comment: Title 13, sec. 241 et seq. MBSA has merger and consolida-
tion provisions applying to ordinary business corporations, and

these provisions will probably be replaced by a more precise and
comprehensive set in the revised corporation statutes now in process.
The proposed provision contains desirable safeguards, and has worked
well in actual practice in those states with similar provisions.
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§ 3475. Exchange of securities between insurers

1. Upon application of any domestic insurer, the commissioner
is authorized to approve the fairness of the terms and conditions
of the issuance by the insurer of any shares of its capital stock
or of guaranty capital or bonds or its other securities or obliga-
tions in exchange for one or more bona fide outstanding securities,

or corporation
claims or property interest of any other insurer/, domestic or for-
eign, or partly in such exchange and partly for cash; but only
after a hearing has been held by the commissioner upon the fairness
of such terms and conditions at which all persons to whom it is
proposed to issue securities in such exchange shall have the right
to appear and be heard,

2. Notice of such hearing and conduct thereof shall be as

provided in chapter 3 (the insurance commissioner) of this code.

Ref.: Me. 54: As above, in substance, except as noted below.

Comment: This is a widely~adopted provision designed, in part, to
exempt such traunsactions from the registration requirements of the
Securities Act of 1933, administered by the Securities and Exchange
Commission. It hereby can save substantial time and money for the
issuing insurer. The provision has been extended to exchanges of
insurance shares for shares of any corporation.
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§ 3476. Acquisition of controlling stock

1. Any person proposing to acquire the controlling capital
stock of any domestic stock insurer and thereby to change the
control of the insurer, other than through merger or consolida-
tion or affiliation as provided for in sections 3474 and 3475
of this chapter, shall first apply to the commissioner in writing
for approval of such proposed change of control. The application
shall state the names and addresses of the proposed new owners of
the controlling stock and contain such additional information as
the commissioner may reasonably require.

2. The commissioner shall not approve the proposed change
of control if he finds:

A. That the proposed new owners are not qualified by charac-
ter, experience and financial responsibility to control and operate

the insurer, or cause the insurer to be operated, in a lawful and

proper manner; or

B. That as a result of the proposed change of control the

insurer may not be qualified for a certificate of authority under
(ownership,)

the provisions of section 407 (management) of this code; or

C. That the interests of the insurer or other stockholders
of the insurer or policyholder would be impaired through the
proposed change of control; or

D. That the proposed change of control would tend materially
to lessen competition, or to create any monopoly, in a business
of insurance in this State or elsewhere,

3. If the commissioner does not by affirmative action

approve or disapprove the proposed change of control within 30

days after the date such application was so filed with him, the
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proposed change may be made without such approval., Except, that
if the commissioner gives notice to the parties of a hearing to
be held by him with respect to the proposed change of control,
and the hearing is held within such 30 days or on a date mutually
acceptable to the commissioner and the parties, the commissioner
shall have 10 days after the conclusion of the hearing within
which to so approve or disapprove the proposed change; and if not
so approved or disapproved, the change may thereafter be made
without the commissioner's approval,

4, If the commissioner disapproves the proposed change he
shall give written notice thereof to the parties, setting forth
in detail the reasons for disapproval.

5. The commissioner shall suspend or revoke the certificate
of authority of any insurer the control of which has been changed

in violation of this section.

Ref.:

Comment: Commissioners have become increasingly concerned with

such changes of control, which in some instances have been followed
by a substantial '""looting'' of the acquired insurer. It is recognized
that the problem is deepening in this era of holding company and
conglomerate acgquisitions of insurers.

Query: Should this also be made applicable as to the guaranty
capital stock of a mutual?
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§ 3477. Conversion of mutual to stock insurer

1. A mutual insurer may become a stock insurer under such
reasonable plan and procedure as may be approved by the commis-
sioner after a hearing thereon o0f which notice was given to the
insurer, its directors or trustees, its officers, employees and
its members, all of whom shall have the right to appear and be
heard at the hearing. '

2. The commissioner shall not approve any such plan or
procedure unless:

A. Its terms and conditions are fair and equitable;

B. It is subject to approval by vote of not leﬁs thani

three-fourths of the insurer's current members/voting thereon

EuTin

in person, by proxy, or by mail at a meeting of members{éaliédw
for the purpose pursuant to such reasonable notice and procedure
as may be approved by the commissioner; if a life insurer, right
to vote shall be limited to members who hold policies other than
group policies or term policies for terms of less than 20 years,
and whose policies have been in force for not less than one year;
C. The equity of each member in the insurer is determinable
under a fair and reasonable formula approved by the commissioner,

which such equity shall be based upon the insurer's entire sur-

Py
b

{ et

plus, incluéing all voluntary reserves but excluding contingently
repayable funds, and without taking into account the value of
nonadmitted assets or of insurance business in force;

D. The plan gives to each member of the insurer as speci-
fied in subdivision E below, a pre-emptive right to acquire his
proportionate part of all of the proposed capital stock of the
insurer within a designated reasonable period, as such part is

determinable under the plan of conversion, and to ap
ply upon the
purchase thereof the amount of his equity in the insurer as

wia e Eas
S B
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determined under subdivision C above;

E. The members entitled to participate in the purchase of
stock or distribution of assets shall include not less than all
current policyholders of the insurer and each existing person
who had been a policyholder of the insurer within 3 years prior
to the date such plan was submitted to the commissioner;

F. Shares are to be offered to members at a price not
greater than to be thereafter offered under the plan to others;

G. The plan provides for payment to each member not elect-
ing to apply his equity in the insurer for or upon the purchase
price of stock to which pre-emptivelyentitled, of cash in an amount
found to be reasonable by the commissioner but not in excess of
50% of the amount of his equity not so used for the purchase of
stock, and which cash payment together with stock so purchased,
if any, shall constitute full payment and discharge of the
member's equity or property interest as an owner of such mutual
insurer;

H. The plan, when completed, would provide for the converted
insurer paid-in capital stock in an amount not less than the
minimum paid-in capital stock required of a/ggzestic stock insurer
upon initial authorization to transact like kinds of insurance,
together with expendable surplus funds in amount not less than
one-half of such required capital stock; and

I. The commissioner finds that the insurer's management has
not, through reduction in volume of new business written, or can-
cellation or through any other means sought to reduce, limit, or
affect the number or identity of the insurer's members to be

entitled to participate in such plan, or to secure for the indiv~

iduals comprising management any unfair advantage through such plan.
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3. Subsection 2 shall not be deemed to prohibit the inclu-
sion in the mutualization plan of provisions under which the
individuals comprising the insurer's management and employee
group shall be entitled to purchase for cash at the same price
as offered to the insurer's members, shares of stock not taken
by members on the pre-emptive offering ito members, in accordance
with such reasonable classification of such individuals as may be
included in the plan and approved by the commissioner.

4. ©No director, officer, agent or employee of the insurer,
or any other person, shall receive any fee, commission or other
valuable consideration whatsoever, other than their usual regular
salaries and compensation, for in any manner aiding, promoting,
or assisting in such conversion except as set forth in the plan
approved by the commissioner. This provision shall not be deemed
to prohibit the payment of reasonable fees and compensation to
attorneys at law, accountants, and actuaries for services performed
in the independent practice of their professions, even though also

directors of the insurer.

Ref.:

Comment: A number of states now provide for conversion of mutuals
into stock insurers, using procedures somewhat similar to the above.

A basic practical problem in such a conversion is disposed of in the
proposed provision through valuing the policyholder's equity and
hence the shares of proposed stock, on the basis only of the insurer's
surplus. If a value is placed upon insurance in force such a conver-
sion in many cases would be practically impossible. Permitting
management to acquire some of the stock is only fair, since manage-
ment has been responsible for the growth of the insurer. The shares

or cash equity received by the policyholder is usually a windfall
for the policyholder, whose ownershibp of the mutual is otherwise
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only theoretical and one not convertible intc actual cash. I am

informed that some states are now definitely encouraging such
conversions.
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§ 3478, Merger, consolidation of mutual insurers authorized

1. Any one or more mutual insurers existing under any of
the laws of this State, may absorb by merger or consclidation,
cr be merged into or consolidate with, any one or more domestic
or foreign mutual insurers either authorized to traansact insur-
ance in this State or qualified for such authority. The procedure
for effectuation of such merger or consolidation shall be as set
forth in sections 3479 through 3485 of this chapter.

2. Nothing in this section shall authcrize the merger or

consolidaticn of a mutual insurer with a stock insurer.

Ref.: Me. H504-A: As above, in substance.

Comment: This is the existing law, boiled down somewhat, and author-
izing in addition merger or consolidation with another insurer quali-
fied for admission but not admitted. Usually the surviving insurer
will be an admitted insurer, but there can be circumstances where this
is not practical or necessary. At any rate, the commissioner can
require admission if deemed desirable.

The extensive following sections dealing with merger, consolida-
tion of mutuals are necessary because the general corporation
statutes deal only with merger, etc. of stock corporations.

Sec. 504 of Maine insurance code was apparently superseded by
504-A, enacted in 1966,
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§ 3479. Same - Plan, agreement of merger, consolidation’
approval by corporations

1. The plan and agreement for a merger or comnsclidation
referred to in section 3478 of this chapter shall be in writing
signed by the duly authorized officers and under the corporate
seals of the respective insurers; and shall be acknowledged to
be the act, deed and agreement of the insurer by one of the
executing officers of the respective insurers before an officer
authorized by law to take acknowledgments of deeds. The plan
and agreement shall be approved and authorized by vote of the
majority of the directors of the respective insurers, and

approved by vote of at least 2/31§f such pollcvholders of the

respective insurers Who%vote théreon in person or by proxy at
a special meeting of such members called for the purpose.

2. Notice of such special meeting of members shall be
given by publishing the same once weekly for 3 consecutive weeks
in a newspaper circulated in each county of this State dn.whiech
the~donesiic..insvrer-el -LasUrers. Are-respectivedy-chartered-ta
eoperate, the last such publication to be at least 7 days prior to
such meeting. Notice to its members by a foreign insurer shall
be in accordance with the laws of its domiciliary Jjurisdiction.

3. All of the members of the insurer shall be bound by the
vote of policyholders as above provided for, and shall not have

thereafter any right as to dissent or appraisal.

Ref.: Me. 504-A: As above, in part, except as noted below.
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Comment: This is an edited version of part of the above existing
law, changed to permit acknowledgment of a signature to be made
R also in a foreign jurisdiction, which may be necessary where
a foreign insurer is involved.

Proposed 3 is added as a desirable clarification of the law.
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§ 3480. Same - Approval by commissioner

1. The plan and agreement referred to in section 3479 of
this chapter shall not be effectuated until filed with and
approved by the commissioner in writing. The insurers shall
furnish the commissioner such additional information in relation
to the proposed merger or consolidation as the commissioner may
reasonably require.

2. The commissioner shall approve the plan and agreement
unless he finds that it is:

A, Contrary to law; or

B, Inequitable to the policyholders of any domestic insurer
involved; or

C. Would substantially reduce the security of and service
to be rendered to policyholders of the domestic insurer; or

D. VWould materially tend to lessen competition in the insur-~
ance business in this State or elsewhere as to the kinds of insur-
ance involved, or would materially tend to create a monopoly as to
such business; or

E. Subject to other material and reasonable objections.

3. If the commissioner does not approve the plan and agree-
ment he shall so notify the insurers parties thereto in writing,

specifying his reasons thereifor.

Ref.: Me. 504-A: Part, as above, except as noted below.

Comment: This is a contipuation of present law, above cited. To
the grounds for failure of approval, we have added proposed C, D,

and E. These parallel like grounds as to stock insurer mergers, etc.,

and are desirable vis-a-vis federal antimonopoly considerations.
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§ 3481, PSame - Review by Attorney General; filing with
Secretary of State ‘

1. Upon approval by the commissioner as provided in section
3480 of this chapter, the plan and agreement of merger or consolida-
tion shall be submitted to the Attorney General and be examined by
him. If the Attorney General finds the plan and agreement to be
properly drawn and signed and otherwise in conformity with the
Constitution and laws of this State, he shall so certify thereon
in writing.

2. Within 60 days from date of approval by the commissioner,
both an original and a copy of the plan and agreement showing thereon
the certificate of the Attorney General, shall be delivered to the
office of the Secretary of State. The Secretary of State shall
file such copy and enter the date of filing on both the copy and
the original, shall record the copy and return the original to the
surviving merged or consolidated corporation.

3. From time of filing the copy of the plan and agreement in
the office of the Secretary of State, the agreement shall be deemed
to be the agreement and act of merger or consolidation of the insurers,
and the original of such agreement or a certified copy thereof shall
be evidence of the existence of such merged or cqnsolidated corpora-
tion and of the performance of all acts and Wwcenditions necessary
for the effectuation of such merger or comnsclidation.

4., If a domestic insurer is merged into or consolidated with
a foreign insurer, the foreign insurer shall not tramnsact insurance
in this State until it has procured a certificate of authority from

the commissioner therefor under this code.

Ref.: Me. 504-A: 1In part, as above.
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Comment: We have edited the existing provisions. Proposed 4,
taken in substance from existing law, indicates that under the
existing law merger or conscolidation with a non-admitted foreign
insurer was probably intended under the present law, as we have
provided in proposed section 3478.
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§ 3482, Same -~ Effective date of merger, consolidation;
effect as to assets, liabilities, rights and powers

1. When the plan and agreement for merger or consolidation
has been so signed, acknowledged, approved, authorized, certified,
filed and recorded as provided in sections 3478 through 3481 of
this chapter, then the separate existence of all of the constituent
corporations other than the surviving corporation intoc which the
other corporation or corporations parties have merged or consolida~
ted, shall cease.

2. The surviving corporation shall be the merged or consocli-
dated corporation by the name provided for in the agreement; and
shall thereby possess all the rights, privileges, powers, franch-
ises and immunities as well of a public as of a private nature, and
shall thereby be subject to all the liabilities, restrictions and
duties, of each of the merged or consolidated corporations, and
have all and singular the rights, privileges, powers, franchises
and immunities of each of such corporations, together with all
property, real, personal and mixed, wheresoever located, and all
debts due to any of such constituent corporations on whatever
account; and all other things in action of each of such corpora-
tions, are by virtue of such merger or consolidation automatically
vested in such surviving corporation.

3. All such property, rights, privileges, powers, franchises
and immunities and all and every other such interest shall be
thereafter as effectually the property of the surviving corporation
as they were of the respective constituent corporations; and title
to any real estate, whether by deed or otherwise, under the laws
of this State, vested in any of such constituent corporations shall

not revert or be in any way impaired by reason of such merger or
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consolidation. All rights of creditors and all liens upon the
property of any of such constituent corporations shall be preserved
unimpaired, limited to the property affected by such liens at the
time of the merger or consolidation; and all debts, liabilities

and duties of the respective constituent corporations shall thence-

forth attach to the surviving corporation and may be enforced against

it to the same extent as if such debts, liabilities and duties had

beerfincurred or contracted by it.

Ref.: Me. 504-A: As above, in substance.

Comment: We have edited this existing material, without attempting
to change it much as to general style - realizing that this law was
enacted in 1966 and probably represents an extensive understanding
of the requirements of Maine law and practice in such matters.
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§ 3483. Bulk reinsurance

1. A domestic insurer may reinsure all or substantially all
of its business in force, or all or substantially all of a major
class thereof, with another insurer, stock or mutual, by an agree-
ment of bulk reinsurance after compliance with this section. No
such agreement shall become effective unless filed with the commis-
sioner, or if disapproved by him.

2. The commissioner shall disapprove such agreement within
a reasonable time after filing if he finds:

A. That the plan and agreement are unfair and inequitable to
any insurer or to policyholders involved;

B. That the reinsurance, if effectuated, would substantially
reduce the protection or service to the policyholders of any domes-
tic insurer involved;

C. That the agreement does not embody adequate provisions
by which the reinsuring insurer becomes liable to the original
insureds for any loss or damage occurring under the policies
reinsured in accordance with the original terms of such policies,
or does not require the reinsuring insurer to furnish each such
insured with a certificate evidencing such assumption of liability;

D. That the assuming reinsurer is not authorized to transact
such insurance in this State, or is not qualified as for such
authorization or will not appoint the commissioner and his succes-
sors as its irrevocable attorney for service of process, so long
as any policy so reinsured or claim thereunder remains in force
or outstanding;

E. That such reinsurance would materially tend to lessen

competition in the insurance business in this State or elsewhere
as to the kinds of insurance involved, or would materially tend
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to create a monopoly as to such business;

F. That the proposed bulk reinsurance is not free of other
reasonable objections.

3. If the commissioner disapproves the agreement he shall
forthwith notify in writing each insurer involved, specifying
his reasons therefor.

4. If for reinsurance of all or substantially all of the
business in force of an insurer at a time when the insurer's capital
(if a stock insurer) or surplus (if a mutual insurer) is not im~
paired, the plan and agreement of such reinsurance must be approved
by a vote of not less than 2/3 of the insurer's outstanding stock
having voting rights (if a stock insurer), or of members (if a
mutual insurer), voting thereon, at a meeting of stockholders or
members called for the purpose, pursuant to such reasonable notice
and procedure as is provided for in the agreement. Ifra @utugaiﬁ .
life insurer, right to vote may be limited to memberéﬁgiﬁgz ;ﬁii;ies
are other than term policies for terms of less than 20 years, or
group policies, and have been in effect for more than one year.

5. ©No director, officer, agent or employvee of any insurer
party to such reinsurance, or any other perscon, shall receive
any special compensation for arranging or with respect to, any
such reinsurance except as is set forth in the reinsurance agree-

ment filed with the commissioner.

Ref.:

Comment: A bulk reinsurance is a form of merger or consolidation,
or could be a prelude to conversion of the insurer to an ordinary

business corporation, or to liquidation and dissolution.
Provision is largely self-explanatory.

T un
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§ 3484, Voluntary dissolution

1. A solvent domestic stock or mutual insurer, which then
is not the subject of a delinguency proceeding under chapter 59
of this code, may voluntarily dissolve under a plan therefor in
writing authorized by its board of directors and filed with and
approved by the commissioner. The plan shall provide for the
disposition, by bulk reinsurance or other lawful procedure, of
all insurance in force in the insurer, for full discharge of all
obligations of the insurer, and designate or provide for trustees
to conduct and administer the settlement of the insurer's affairs.

2. The commissioner shall approve the plan unless found by
him to be unlawful or unfair or inequitable or prejudicial to the
interests of any stockholder, policyholder or creditor.

3. If a mutual insurer, the plan must have been approved by
vote of not less than 2/3 of the policyholders voting thereon at a
special meeting of such policyholders called and held for the pur-
pose pursuant to such reasonable notice and information as the
commissioner may have approved.

4, If a stock insurer, the plan must have been adoptéd by
vote of mpt less than 238 of all outstanding voting securities of
the insurer at a special meeting of such security holders called
and held for the purpose.

5. Following approval of the dissolution and plan therefor
by members or adoption thereof by stockholders as above provided,
and approval by the commissioner, the trustees designated or
provided for in the plan shall proceed to execute the plan. When
all liabilities of the corporation have been discharged or other-

wise adequately provided for, and all assets of the corporation
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have been liquidated and distributed. in accordance with the plan,
the trustees shall so certify in quadruplicate under oath in writing.
The trustees shall deliver the original and the 3 copies of such
certificate to the commissioner. The commissioner shall make such
examination of the affairs of the corporation, and of the liquid-
ation and distribution of its assets and discharge of or provision
for its liabilities as he deems advisable. If upon such examina-
tion he finds that the facts set forth in the certificate of the
trustees are true, he shall inscribe his approval on the certificate,
file the original thereof so inscribed in the office of the Secretary
of State, file a copy thereof in the department, and return the
remaining two copies to the trustees. The trustees shall file one
of such copies for recording in the registry of deeds of the county
in this State in which the corporation's principal place of business
is located, and retain the fourth copy for the corporate files.

6. Upon filing the certificate of the trustees with the
Secretary of State as provided in subsection 5 above, the Secretary
of State shall issue to the trustees his certificate of dissolution,
and the corporate existence of the corporation shall thereupon for-
ever terminate. The Secretary of State shall charge and collect
a fee of $25 for the filing of the trustee's certificate, and

shall deposit the same with the Treasurer of State for credit to

the general fund.

Ref.: Me. 506: Whenever at any meeting of the policyholders of a
domestic mutual insurance company, except life, called for the
purpose by notice published once weekly on 3 successive weeks
in a newspaper printed in each county of the State in which the
company is chartered to operate, the last publication being at
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at least 7 days prior to such meeting, the majority of the
policyholders and shareholders present and voting, vote to
dissolve such company, a complaint against the same for
dissolution thereof may be filed by any officer, shareholder,
member or creditor in the Superior Court in the county in which
it has its principal place of business. Upon said complaint,
notice shall be given by the clerk of courts to the Attorney
General and the commissioner and such notice shall be given to
others as may be ordered by the court, and upon proof thereof,
such proceedings may be had according to the usual course of
civil actions that said corporation be dissolved and terminated.
Upon proof that there are no existing liabilities against said
corporation and no existing assets thereof requiring distribution
among the shareholders, said court may dissolve said company with-
out the appointment of trustees or receivers. Assets remaining
after payment of the costs of dissolution, claims against the
company and repayment of the guaranty capital shall be paid to
the Treasurer of State for the use of the State.

Comment: This is in response to Commissioner Hogerty's suggestion
for a voluntary dissolution provision under which the dissolution
could be effectuated without court intervention - as at present
required. The proposed trustee procedure is similar to voluntary
dissolution procedures now authorized under general corporation
statutes in many states.

Should we provide for recording of a certified copy of the
Certificate of Dissolution in the county register of deeds also?
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§ 3485. Mutual member's share of assets on liquidation

1. TUpon any liquidation of a domestic mutual insurer, its
assets remaining after discharge of its indebtedness, policy oblig-
ations, repayment of contributed or borrowed surplus, if any, retire-

payment of
ment of guaranty fund capital and/expenses of administration and of
the dissolution and liquidation procedure, shall be distributed to
currently existing persons who had been members of the insurer for
at least a year amd who were its members at any time within 36
months next preceding the date such liquidation was authorized or
ordered, or date of last termination of the insurer's certificate
of authority, whichever date is the earlier; except, that if the
commissioner has reason to believe that those in charge of the
insurer's management have caused or encouraged the reduction of
the number of members of the insurer, or changed the identiiy
thereof, in anticipation of liguidation and for the purpose of
reducing or controlling thereby the number or identity of persons
who may be entitled to share in distribution of the insurer's
assets, he may enlarge the qualification period in such manner
as he deems to be reasonable.

2, The insurer shall make a reasonable classification of its
policies so held by such members, and a formula based upon such
classification for determination of the equitable distributive
share of each such member. Such classification and formula shall
be subject to the approval of the commissioner, who shall approve

the same except for reasonable cause.
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Ref.: Me. 506: Assets remaining after payment of costs of disso-
lution, claims against the company and repayment of the guaranty
capital shall be paid to the Treasurer of State for the use of
the State.

Comment: The proposed provision is presented for consideration, and
for use in lieu of the existing escheat provision, above quoted.
Escheat was possibly resorted to in the beginning in view of the
complications of determining who is to share in the assets and on
what basis. However, in principle the State is no more entitled

to the residual assets of a mutual insurer than to those of a stock

corporation.
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Chapter 47 - Organization, corporate powers, etc.

NOTES AS TO OMISSIONS

(1) Increase, decrease of capital. Provisions of present
sec. 515 are omitted from this chapter since they deal with
matters already handled in the general corporation statutes, and
certainly to be handled in the revision of those statufes in pro-
gress. Between these general statutes - by which the corporate
procedure is covered - and the routine reporting of the insurer
via its annual financial statement together with power of the
commissioner to examine and require special reports - we do not
need this law.

(2) Procedural provisions. Sections 518 and 592 relative
to the meetings, etc. procedure for change of location of its
principal place of business from one town to another, and to
special meetings of stockholders of stock insurers, are omitted,
since will be covered under general provisions in this chapter
or under general statutes applying to stock corporations.

(3) Reports to stockholders. Section 604 of the existing
insurance code is omitted, for consideration. It requires tri-
ennial reports, or oftener, to stockholders of the company's
affairs and of profits after losses and dividends. Federal proxy
regulations now cover this same area as to most insurers, and
usual corporate procedure calls for annual reports to stockholders.
The insurer's annual statement filed with the commissioner must
disclose whether such information has been furnished stockholders.




CHAPTER 51

DOMESTIC MUTUAL PROPERTY INSURERS

§ 3601. Scope of chapter

1. This chapter applies only as to:

A. Domestic mutual insurers heretofore organized and
authorized to transact and transacting fire and related insur-
ances in this State on the cash premium plan, as defined in
section 3603 of this chapter;

B. Domestic mutual insurers heretofore or hereafter
organized and authorized to transact and transacting fire and
related insurances in this State on the assessment plan, as
defined in section 3603 of this chapter.

2. Domestic mutual insurers hereafter organized to trans-
act insurance on the cash premium plan shall be formed under and
governed by chapter 47 (organization, corporate powers, proced-
ures of domestic legal reserve stock and mutual insurers) and
other applicable chapters and provisions of this code.

3. The insurers which are subject to this chapter may in

this chapter be referred to as%mutual property insurers.”

Ref.:

Comment: We will attempt in this chapter topreserve essential
rights and privileges of the existing insurers above referred to,
and provide for the continuing formation of new mutual assessment
property insurers, likewise to be governed by this chapter. There
is some confusion in the existing statutes, and it is not clear
from the present law just what lines of demarkation exist between
cash premium and assessment plan insurers. Although referred to

in various statutes as "mutual fire insurance companies™ or "mutual
assessment fire insurance companies’ it is not clear whether they

may not also be writing additional lines of insurance. The statute
appears to authorize all lines, other than life.
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Although eash premium mutuals now write all kinds of insurance
throughout the country, mutual assessment companies usually restrict
themselves to the property insurance field, where they have been
guite successful - especially as to insurance of farm, town resi-
dential and small business properties. This chapter, as presented,
will be as a basis of discussion and consideration, and without any
intent or desire to impose a prejudged pattern of law. Most of all
we will want a clear enunciation of the law ~ whatever it may be.
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§ 3602. Chapter exclusive

Nothing in this code shall eitherwdirectly or indirectly
apply to such mutual property insurers except as contained or

referred to in this chapter.

Ref.:

Comment: Because of the somewhat unique character and possibilities
of such insurers under existing law, and the various exemptions
granted them from fees, etc. applicable to insurers in general, it
is desirable to present for them a chapiter in which all provisions
applicable to them are contained or referred to., This makes it
more convenient for the insurers, as well as for the commissioner
and others interested, and is an aid to the organization of the
code.

Note: We need to know much more about the present character and
operations of these companies, in order to provide a suitable law.
This tentative chapter will, therefore, provide an initial basis for
consideration, with the expectation that we will make such further
provisions and adaptations as may be desirable when more is known
and the matter has been more fully discussed.
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§ 3603. Cash premium or assessment plans; definitions

1. An insurer may transact business either on the cash premium
plan altogether, or on the assessment plan altogether, whichever
plan is provided for in its certificate of organization or bylaws.
An insurer shall not transact part of its business on one such plan
and the remainder of its business on the other such plan.

2. 1If transacting business on the cash premium plan, the
insurer shall collect from each member before or at the time of
effectuation of the member's insurance the premium in cash in such
amount as the insurer deems adequate T0 cover 1losses and expenses
to be incurred in the class or classes of risk insured and during
the term of such insurance. Such an insurer is referred to as a
""cash premium insurer.'

3. If transacting business on the assessment plan, the insurer
shall depend for payment of losses and expenses principally or in
part upon assessments from time to tTime levied upon members either
before or after such losses or expenses have been incurred; and
whether or not the liability of the member for such payment is
represented in whole or part by a promissory note or other form
of obligation. This provision shall not be deemed to prohibit
the acguisition, accumulation and maintenance of surplus or una-
llocated funds. Such an insurer is referred to as an "assessment
plan insurer.”

4, An insurer transacting business on the cash premium plan
may nevertheless provide in its bylaws and policies for the con-
tingent liability to assessment of its members for the curing of
any impairment of the insurer's required surplus or assets. The

bylaws shall provide a specific limit of the amount so assessable

as to any one policy year, such amount to be not less than one or



(Me)

§ 3603 - page 2

more than €6 times the premium charged on the member's policy at
the annual rate for a term of one year. This provision shall not
brohibit issuance by the insurer of nonassessable policies, as

provided in section 3622 of this chapter.

Ref.:

Comment: This is to establish clear definitions of the two basic

plans for transacting insurance on the mutual plan, and to provide
convenient terms of reference for the remainder of the chapter.

Under present law we appear to have "mizxed mutuals'™ - issuing
nonassessable policies as to some classes and contingent liability
policies as to others. Is this true?
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§ 3605. TFormation of new assessment plan insurers

Assessment plan insurers shall hereafter be formed under
the applicable provisions of sections 3306 (incorporation of
domestic stock, mutual insurers) through 3309 (completion of
incorporation; general powers, duties) of this code; except,
that the certificate of organization of the corporation shall
stipulate that the corporation is formed to transact insurance
on the assessment plan, and other provisions contained in the
certificate shall be consistent with the applicable provisions

of this chapter.

Ref.:

Comment: There should be substantial uniformity in the procedures
for incorporation of domestic insurers of all types.

Query: Are such insurers to be limited to transaction of insurance
in particular counties of the State?
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. § 3606. Certificate of authority required

No such insurer shall transact insurance in this State

except as authorized by a subsisting certificate of authority

issued to the insurer by the commissioner.

Ref.: See references to proposed section 404,

Comment: Certificate of authority procedures as contained in
chapter 5 of proposed code will be made applicable to these
insurers under the final reference section of this chapter.
It is better to avoid duplication of these provisions both to
save space and to avoid unintended divergencies in the future.
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§ 3607. Capital funds required - Existing insurers

1. Mutual insurers heretofore organized to transact and
transacting only fire, marine and glass insurance shall not have
a net retention of liability on any one risk in excess of $200
until its gross assets exceed $2,000, after which its net reten-
tion of liability on every risk shall not exceed 10% of its gross
assets, including the amount at any time due on its premium notes.

2. Mutual insurers heretofore organized to transact and
transacting kinds of insurance other than fire, marine and glass
shall have a guaranty capital of not less than $100,000 if organ-
ized prior to January 1, 1968, and $500,000 if organized on or
after January 1, 1968, Such an insurer shall not be authorized
to transact insurance until at least one-fourth of its guaranty
capital has been paid in, in cash, and invested in such manner
and in such funds, stocks and bonds as savings banks of this State
may invest, as provided in Title 9, chapter 351, Maine Revised
Statutes Annotated.

3. Any mutual insurer other than an insurer referred to in
subsection 2 above, which changes its purpose to include the
writing of any class or kind of insurance other than fire, marine
or glass shall either

A. have been doing business for not less than 20 years, and

B. have a surplus of at least 60k of its unearned premium
reserve as appears in its last annual statement filed with the
commissioner, and

C. have admitted assets of at least $125,000, after deduct-
ing therefrom the amount by which the net investment of the insurer

in.-real estate owned exceeds, if it operates on the cash premium
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basis, 10% of its premiums in force or, if it operates on the
assessment plan, 2% of the balance of its premium notes, both as
appear in such statement, or

D. 1in lieu of the requirements under paragraphs A, B, and C
above, have a guaranty capital of not less than $100,000 if
organized prior to January 1, 1968, and $500,000 if organized on
or after January 1, 1968. Such an insurer shall not be author-
ized to transact such insurance until at least one-fourth of its
guaranty capital has been paid in, in cash, and invested in the
same manner as provided in subsection 2, above. If an insurer
operating under this subsection fails to comply With the commis-
sioner's request to increase its paid-in guaranty capital, it
shall cease to write any class or kind of insurance other than
fire, marine or glass until such time as the commissioner's request

has been complied with.

Ref.: Me. 505: As last amended in 1967: As in proposed 3,
in part.

507: DPart, as in proposed 1 and 2, in substance.

508: Fixes amount of guaranty capital, as in proposed 2.

Comment: It is most difficult to untangle the present law for
determination of just what the law is. Complete copies of present
sections 505, 507, and 508 follow this section. The proposed pro-
vision is an attempt to present the existing law without change of
substance or intent, but in more usable short provisions.

The subject is treated as though existing 508 - fixing amount of
guaranty capital - is the controlling provision, except as to
proposed 1.
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- PRESENT SECTIONS 505, 507, and 508

Because of the importance of these sections to this chapter
they are here presented in full for reference, for the convenience
of the members of the Commission.

§ 505. Change of purposes

Any mutual insurance company organized for one or more of the
purposes set forth in section 502 may at an annual meeting, or at a
special meeting the call for which shall give notice of the proposed
action, change its purposes by altering or abridging the same or by
enlarging the same to include one or more of the purposes set forth
in section 502, or make any other change or alteration in its certi-
ficate of organization as originally filed or subsequently amended
that may be desired, provided such change or alteration is not other-
wise specifically provided for and would be proper to insert in an
original certificate of organization. A certificate of such changes
shall be submitted to the commissioner who, if it appears that the
provisions hereinafter recited have been complied with, shall certify
that fact and his approval of the certificate by endorsement thereon.
Such certificate shall thereupon be filed with the Secretary of State
together with a fee in the sum of 320 for the use of the State, where-
upon the secretary shall cause the same with his endorsement thereon
to be recorded and shall issue a certificate as provided in section
514. Any such mutual company which changes its purposes to include
the writing of any class or kind of insurance other than fire, marine
or glass shall either have been doing business for a period of not
less than 20 years, have a surplus of at least 60% of its unearned
premium reserve as appears in its last annual statement filed with
the commissioner and have admitted assets of not less than $125,000
after deducting therefrom the amount by which the net investment of
such company in real estate owned exceeds, if it operates on the pre-
paid basis, 10% of its premiums in force, or, if it operates on the
assessment plan, 2% of the balance of its premium notes, both as
appear in such statement, or shall have a guaranty capital of not
less than $100,000, if organized prior to January 1, 1968 and
$500,000 if organized on January 1, 1968 or subsequent thereto,
divided into shares of $100 each, and no policy shall be issued
until 1/4 at least of its guaranty capital has been paid in, in cash,
and invested as provided in section 596. If a company operating under
this section fails to comply with a request of the commissioner to
increase its paid-in guaranty capital, it shall cease fto write any
class or kind of insurance other than fire, marine or glass until
such time as the commissioner's request has been complied with.

Whenever any such mutual company shall be required by this Title
to have a guaranty capital, the holders of certificates of such guaranty
capital shall have no voting rights,.

Any such mutual insurance company which shall have been doing
business for a period of not less than 20 years, and shall maintain
a surplus of at least 60% of its unearned premium reserve as appears
in its last annual statement filed with the commissioner and shall
maintain admitted assets of not less than $125,000 after deducting
therefrom the amount by which the net investment of such company in
real estate owned exceeds, if it operates on the prepaid basis, 10%
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of its premiums in force or, if it operates on the assessment plan,

2% of the balance of its premium notes, both as appear in such state-
ment, may establish a guaranty capital, paid in, in cash, and invested -
as provided in section 596, divided into shares of $100 each, and

the holders of these certificates of guaranty capital shall have voting.
rights so long as such mutual insurance company shall continue to
maintain a surplus of at least 60% of its unearned premium reserve as
above provided and continues to have admitted assets of at least
$125,000 as provided in this section.

The holders of certificates of guaranty capital shall not
receive dividends in excess of 7% in any one year and in no case
unless such dividends are properly earned after providing for all
expenses, losses, reserves and liabilities then incurred. Said
guaranty capital may be retired by vote of the policyholders when
the surplus funds of the company, over and above all liabilities
including guaranty capital, shall equal or exceed the amount of such
guaranty capital. The net retention of liability on any one risk
written by any company operating under this section shall not exceed
5% of its policyholders' surplus.

1966, c. 467,88 2, 3; 1967, c. 92, § 1.

§ 507. Articles of agreement; capital and guaranty fund; liability
of policyholders and stockholders

The agreement described in section 502 shall set forth the
fact that the subscribers thereto associate themselves with the
intention to constitute a corporation, the name by which it shall
be known, the class or classes of insurance for the transaction of
which it is to be constituted, the plan or principle upon which its
business is to be conducted, the town or city in which it is estab-
lished or located, and if a stock company, the amount of its capital
stock, and if a mutual company with a guaranty capital, the amount
thereof. The capital stock of a stock company organized for any of
the purposes mentioned shall not be less than $100,000, if organized
prior to January 1, 1968 and $500,000 divided into shares with a stated
par value if organized on January 1, 1968 or subsequent thereto. A
mutual company incorporated to transact any class or kind of insurance
other than fire, marine or glass shall have a guarantiy capital as
provided in section 508 and holders of certificates of such guaranty
capital shall not receive dividends in excess of 7% in any one year,
and in no case unless such dividends are properly earned after deter-
mining all liability as required by the commissioner. Mutual companies
may be incorporated to transact fire, marine and glass insurance and
may operate in accordance with section 1434 and other laws of this
State relating to such companies, provided the net retention of
liability by any company on any one risk shall not exceed $200 until
its gross assets exceed $2,000, after which its net retention of
liability on every risk shall not exceed 10% of its gross assets,

companies which do not so limit their business may ianrporate fqr
any of the foregoing purposes but before doing any business
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they shall establish a guaranty fund or capital of not less than
$10,000 which may be divided into shares of not less than $100 and
certificates issued therefor. A dividend not exceeding 7% in any
one calendar year may be paid from the net earnings of the company
after providing for all expenses, losses, reserves and liabilities
then incurred. Such guaranty fund or capital shall be invested as
provided in section 596 and shall be deposited with the Treasurer

of State. When the cash and other available assets of the company
are exhausted such part of said fund as may be required shall, with
the approval of the commissioner, be drawn and used to pay losses
then due. When such fund is so drawn upon, the directors shall

make good the amount so drawn by assessments upon the contingent
funds or notes of the company and unless such fund is restored
within 6 months from date of withdrawal, the shareholders shall

be assessed/proportion to the amount of stock owned by them for

the purpose of restoring said capital. Shareholders and members

of such companies shall be subject to the same provisions of law
relative to their right to vote as apply respectively to share-
holders in stock companies and policyholders in purely mutual
companies. Said guaranty capital may be retirmed, by vote of the
policyholders, when the surplus funds of the company over and above
all liabilities, including guaranty capital, shall equal or exceed
the amount of such guaranty capital, or any part of said guazranty
capital may be retired, provided the amount of net surplus and
guaranty fund shall not be less than $10,000. Said guaranty capital
shall be retired when the net cash assets of the company are equal
to 3 times the amount of guaranty capital. Any mutual fire, marine
or glass insurance company, which has established a guaranty capital
as provided and has obtained applications for insurance as required
by section 508, shall be authorized by the commissioner to write
business and such company may take a premium note as provided in
section 1454, or in lieu of said note it may charge and collect a
premium in cash and by its bylaws and policies fix the contingent
mutual liability of its members for the payment of losses and
expenses not provided for by its cash funds; but such contingent
liability of a member shall not be less than an amount equal to and
in addition to the cash premium written in his policy and in no case
less than 1% of the maximum liability of the company under said policy.
The total amount of the liability of the policyholder shall be plainly
and legibly stated upon the filing-back of each policy. Whenever any
reduction is made in the contingent liability of members, such reduc-
tion shall apply proportionally to all policies in force.

1967. c. 92, § 2.
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§ 508. Organization of mutual companies; policies

Any mutual insuranc¢e company may be organized under sections
502 to 517 with a guaranty capital of not less than $100,000, if
organized prior to January 1, 1968 and $500,000 if organized on
January 1, 1968 or subsequent thereto, divided into shares of
$100 each. No policy shall be issued by such corporation until
1/4, at least, of its guaranty capital has been paid in, in cash,
and invested as provided in section 596. The remainder of the
guaranty capital shall be paid in and invested as provided in
section 596, in such amounts and at such times as in the opinion
of the commissioner is necessary for the adequate protection of
the policyholders. The holders of such guaranty capital may
receive dividends for the like amount provided for the guaranty
capital of mutual fire insurance companies in section 507, and
said guaranty capital may be retired in the same manner as provided
in said section.

1967, c. 92, § 3.



§ 3608, Capital funds required - New assessment plan insurers

A mutual insurer hereafter organized to transact property
insurance on the assessment premium plan shall not be authorized
to transact insurance unless it:

1. Establishes and maintains a guaranty capital of at least
$25,000, all of which shall have been paid in, in cash, and

2. Receives not less than 25 bona fide written applications
from not less than 235 persons for insurance of the kind proposed
to be transacted, of not less than $100,000 in amount at risk as
to principal hazards to be insured, and

3. Receives or collects the initial payment on the premium
for the insurance applied for, together with such premium notes
as it is contemplated to use in connection with applications Ifor
insurance in general, and

4, Is otherwise qualified for such authority under this

chapter.

Ref.: Me. 507: Apparently authorizes new mutual fire, marine,
glass insurer to commence with $10,000 of guaranty capital.

509: ©No policy shall be issued by a purely mutual company
until applications have been made in good faith for insurance
to the amount of $50,000.

Comment: This is an attempt to provide for formation of new assess-
ment plan insurers on a modest basis. The existing law - above cited,
is apparently quite old. The higher amounts are suggested for con-
sideration in-view of the higher monetary values now being dealt with.
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§ 3609. New assessment plan insurers -~ Conversion

Mutual insurers hereafter organized to transact insurance on
the assessment plan shall not be authorized to transact any kind
of insurance other than property insurance, or to transact
insurance of any kind on the cash premium plan, unless the
insurer qualifies for such authority in accordance with the
requirements of domestic mutual insurer hereafter organized
undeyr chapter 47 (organization, corporate powers, procedures
of domestic legal reserve stock and mutual insurers) of this
code, and by appropriate amendment to its certificate of organ-

ization converts to such a legal reserve insurer.

Ref.:

Comment: This is an attempt to separate the new insurers into
assessment plan and cash premium (legal reserve) companies.
Under the present law it is difficult to tell which is which,
if any.
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§ 3610. Guaranty capital - Shares, Dividends, investment,

1.

deposit, voting rights

Where the insurer is permitted or required to have a

guaranty capital, such capital shall be divided into shares of

$100 each and certificates shall be issued therefor.

2.

may
The holders of guaranty capital shares/receive dividends

not exceeding 7% in any one calendar year from the net earnings of

the insurer after providing for all expenses, losses, reserves

and liabilities then incurred.

3.

The guaranty capital shall be invested in such manner

and in such funds, stocks and bonds as savings banks of this State

may invest, as provided in Title 9, Chapter 51, Maine Revised

Statutes
with the
4.
shall be
right to
insurers
that the
referred

existing

Annotated, and be deposited through the commissioner
Treasurer of State.

Guaranty capital shareholders and members of the insurer
subject to the same provisions cf law relative to their
vote as apply respectively to stockholders in stock

and policyholders in purely mutual insurers; except,

holders of guaranty capital shares issued by an insurer

to in subsection 3 of section 3607 (capital funds required -

insurers) of this chapter shall have voting rights only

so long as the insurer maintains a surplus of at least 60% of

its unearned premium reserve and has admitted assets of at least

$125,000,

as provided in such subsection 3 of section 3607.

Ref.: Me. 505: When mutual insurer required by this Title to have
a guaranty capital, holders thereof have no voting rights; but
if insurer maintains surplus of at least 60% of unearned premium
reserve and admitted assets of not less than $125,000, holders
have voting rights. Holders not receive dividends over 7% any

one
for

year and in no case unless properly earned after providing
all expenses, losses, reserves, and liabilities then incurred.
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5307: Insurer incorporated to transact any class or kind of
insurance other than fire, marine or glass shall have a
guaranty capital, holders of which not to receive over 7%
dividends in any one year, out of earnings after determining
all liability as required by the commissioner; mutuals which

do not so limit their insuring powers, may have guaranty
capital and pay dividend not exceeding 7% in any one calendar
year after providing for all expenses, losses, reserves and
liabilities then incurred. Fund shall be invested as provided
in sec. 596 (same as savings banks) and shall be deposited

with the Treasurer of State. Shareholders and members of such
companiesshall be subject to the same provisions of law relative
to their right to vote as apply respectively to shareholders

in stock companies and policyholders in purely mutual companies.

Comment: The existing law is much confused on this subject, and
the proposed section is designed to bring some uniformity into
the treatment of the subject - without - it is hoped - doing
violence to any existing situation.
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§ 3611. Guaranty capital - Increase of paid-in capital

If an insurer heretofore or hereafter has been authorized
to transact insurance upon the basis of guaranty capital not
100% paid-in, the unpaid portion of such guaranty capital or
so much thereof as the commissioner deems necessary, shall be
paid in at auch times as in the opinion of the commissioner is

necessary for the adequate protection of the policyholders.

Ref.: Me. 508: as above in substance.

Comment: This appears to be the present law.
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§ 3612. Guaranty capital - Deficiency and assessment

When the cash and other available assets of an insurer with
guaranty capital are exhausted, such part of the guaranty capital
fund as may be required shall, with the approval cf the commissioner,
be drawn and used to pay losses then due. When such fund is so
drawn upon, the directors of the insurer shall make good the amount
so drawn by assessments upon the contingent funds or notes of the
insurer; and unless such fund is restored within 6 months from the
date of withdrawal, the holders of guaranty fund shares shall be
assessed in proportion to the amount of such shares owned by

them for the purpose of restoring such capital.

Ref.: Me. 507: As above, in part.

Comment: This is lifted from the above existing section, but I

am not sure that it is intended to apply to guaranty capital in general,
or just to the particular insurers permitted formerly to do business
with only $10,000 of guaranty capital. This $10,000 provision appears
to have been superseded by sec. 508, as amended in 1967, raising

the guaranty capital to $100,000. At any' rate, we should be clear

on the matter. Where the holders of guaranty capital have only paid
in part of the $100 per share par value, it is easy to justify an
assessment where necessary. Where the shares have been paid for in
full, it would seem that the responsibility for losses should fall
upon policyholders. All for consideration.
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§ 3613. Guaranty capital - Retirement

Guaranty capital may be retired by vote of the policyholders
of the insurer when the insurer's surplus, over and above all
liabilities including guaranty capital, equals or exceeds the
amount of the guaranty capital. The guaranty capital may be
retired in part when the insurer's remaining net surplus and
guaranty fund will not thereby be reduced below the amount of
original guaranty capital. The guaranty capital shall be retired
when the insurer's net cash assets are equal to 3 times the amount

of guaranty capital.

Ref.: Me. 305: As in first and second sentences above,

507: As in third. sentence above.

Comment: This is further effort to standardize treatment of
guaranty capital under existing law.
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§ 3614. Premium plans; notes, cash premiums and contingent
liability; acceptance of contract

1. An insurer may take a premium note, and the insured,
before receiving his policy, shall deposit his note for the sum
determined by the directors, which shall not be less than 5% of
the amount insured, and such part of it as the bylaws require
shall be immediately paid and indorsed thereon. The remainder
shall be assessed in such installments as the directors from
time to time require for the payment of losses, accrued expenses
and a reasonable overlay, to be assessed on all who are members
when such losses or eXpenses happen, in proporiion to the amounts
of their notes.

2, In lieu of a premium note, the insurer may charge and
collect a premium in cash and by its bylaws and policies fix the
contingent liability of its members for the payment of losses and
expenses not provided for by its cash funds.

3. In lieu of the note referred to in subsections 1 or 2
above, the insurer may provide in the policy, as a condition of

the insurance thereunder, that the insured and legal representa-
tives shall pay in addition to the stipulated premium of the
policy such sum as may be assessed by the insurer's directors
pursuant to the contingent liability of the insured and as pro-
vided in this chapter.

4 A mutual insurer which collects a cash premium of not

- o

iess than the tariff rate charged by stock insurers may take a
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premium note for an equal amount.

5. VWhere contingent liability of policyholders is provided
for, such liability shall not be less than an amount egual and in
addition to the cash premium written in the member's policy, and
in no case less than 1% of the maximum liability of the insurer
under the policy. The total amocunt of liability of the policy-
holder shall be pliainly and legibly stated upon the filing back
of each policy. Whenever any reduction is made in the contingent
liability of members, the reduction shall apply proporticonally to
ail policies in force.

6. The delivery of the policy and payment of the premium by

the insured shall be deemed an acceptance of the contract.

Ref.: Me. 507: As in proposed 2, 5, and 6, in substance.

1454: As in proposed 1, 3 and 4, in substance.

Comment: This is an effort to conscolidate and reconcile somewhat
similar, yet divergent, provisions of the two sections of the
existing law above cited.

It is to be noted that all of the premium plans are optional with
the insurer.

The minimum contingent liability of 1% of the maximum liability
of the insurer under the policy - as in proposed 5, taken from

existing sec. 507 as amended - may be gquite unrealistic - expecially

when dealing with high-1imit auto 1iability policies. No such
minimum is expressed in existing sec. 1454. Which should govern?
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§ 3615. ZEndorsements on policies

Except as to nonassessable policies, insurer shall have
printed or writien on the outside of every policy issued by it,
under the policy number, name of the insured and date of expira-
tion, the words "Total l1iability to assessment” and the figures

showing such 1iability.

Ref.: Me. 1452: As above, except as noted below.

Comment: The exXisting law applies to "mutual fire insurance
company.' Under the structure of the present law it appears
that such an insurer could be writing other lines as well; and
whatever kinds of insurance is being written, the policy should
carry notice of the total liability.
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§ 3616. Assessment - Remedy if not paid

If any assessment made as provided in section 3614 (premium
plans; notes, cash premiums and contingent 1liability; acceptance
of contract) of this chapter, is not paid by some person liable .
to pay the note, within 30 days after written demand by the insurer
or its agent, the directors may declare the policy suspended until
the assessment is paid or may at their option sue for and collect
the amount due on such note. The full amount collected may remain
in the treasury of the insurer subject to the payment of such sums
as might otherwise be assessed on the note. The overplus at the
termination of the policy shall be returned to the insured. For-
warding such notice to the insured by mail to his last known address,
or delivering it to him in hand by an authorized agent or officer
of the insurer, shall be deemed conclusive proof that notice has

been duly given.

Ref.: Me, 1458: As above, in substance.

Comment: This is the present law.



S

(me)

§ 3617. Assessment - Court review; adjustment of claims
where no assessment made

1. Whenever the directors of a mutual fire insurer or a
mutual marine insurer make an assessment or call on its members
for money, or by vote determine that there exists a necessity
for such assessment or call, they, or any person interested in
the insurer as an officer, policyholder or creditor, may file in
the Superior Court in any county, a complaint, praying the court
to examine the assessment or call or to determine the necessity
therefor and all matters connected therewith, and to ratify,
amend or annul the assessment or call or to order that the same
be made as law and justice may reguire.

2, The decision on such complaint, when filed by any party
except the insurer, or a receiver or the commissioner, shall rest
in the discretion of the court.

3. Whenever the directors unreasonably neglect to make an
assessment or call, to satisfy an admitted or ascertained claim
upon the insurer, any judgment creditor, or any person holding
such admitted or ascertained claim or the commissioner may make
the application. Upon such application, if made by the directors,
or upon order of court if made by application of any other party,
the directors shall set forth the claims against the insurer, its
assets and all other facts and particulars appertaining to the

matter.

Ref.: Me. 1462: As above.

Comment: Present law.
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§ 3618, BSame ~ Order of notice to parties interested, and
proceedings

The court before which the complaint described in section
3617 of this chapter is filed shall order notice to all parties
interested, by publication or otherwise. Upon the return thereof,
the court shall proceed to examine the assessment or call, the
necessity therefor and all matters connected therewith. Any
parties interested may appear and be heard thereon, and all gques-
tions that may arise shall be heard and determined as in other
civil actions in which equitable relief is sought. The court may
refer the apportionment or calculation to any competent person,
and upon the examination may ratify, amend or annul the assessment
or call, or order one to be made. In case the assessment or call
is altered or amended, or one is ordered, the directors shall
forthwith proceed to vote the same in legal form and the record

of such vote shall be set forth in a supplemental answer.

Ref.: Me. 1463: As above.

Comment: This is present law.
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§ 3619. BSame - Proceedings before master or auditor

Whenever the court appoints a master or auditor to make the
apportionment or calculation for an assessment, such master or
auditor shall appoint a time and place to hear all parties inter-
ested in the assessment or call, and shall give personal notice
thereof, in writing, to the commissioner, and through the post
office or in such other manner as the court directs, so far as
he is able, to all persons liable upon the assessment or call.
The auditor or master shall hear the parties and make report to
the court of all his doings respecting such assessment or call,
and all matters connected therewith, and all parties interested
in such report or assessment have a right to be heard by the court,

respecting the same, in the same manner as is provided.

Ref: Me. 1464: As above.

Comment: Present law.



(me)

§ 3620. ©Same -~ When assessment final; control of funds
and payment of assessments

When an assessment or call has been ratified, ascertained or
established as provided for in sections 3617 to 3619 of this
chapter, a decree shall be entered which shall be final and con-
clusive upon the insurer and all parties liable to the assessment
or call as to the necessity of the same, the authority of the
insurer to make or collect it, the amount thereof and all formali-
ties connected therewith. Where an assessment or call is altered
or amended by vote of directors and decree of the court thereon,
such amended or altered assessment or call is binding upon all
parties who would have been liable under it as originally made,
and in all legal proceedings shall be held to be such original
assessment or call. All proceedings shall be at the cost of the
insurer, unless the court for cause otherwise orders. In all
cases the court may control the disposal of the funds collected
under these proceedings, and may issue all necessary processes to
enforce the payment of such assessments against all persons liable

therefor.

Ref.: Me. 1465: As above.

Comment: Present law.
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§ 3621, Same -~ Assessment not sufficient; collection
stayed by court

WVhenever it shall appear to the court before which the com-
plaint provided for in section 3617 of this chapter is pending,
that the net proceeds of any assessment or call will not be suffi-
cient to furnish substantial relief to those having claims
against the insurer, it may decree that no assessment shall be
collected. When, on application of the commissioner or any person
interested, the court is of opinion that further attempts to
collect an assessment then partially collected will not benefit
those having claims against the insurer, it may stay its further

collection.

Ref.: Me. 1466: As above.

Comment: Present law.
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§ 3622. Nonassessable policies; assessable, nonassessable
liability

1. A mutual insurer transacting only property insurance,
from and after July 9, 1943 may issue nonassessable advance cash
premium policies in this State upon compliance with either of
the following requirements, notwithstanding any special law or
charter previously enacted by the Legislature:

A, Surplus. The insurer shall have and maintain a surpius
to policyholders, as determined by its last annual statement filed
with the commissioner, of not less than $100,000, or

B. Surplus and unearned premium reserve. The insurer shall

have and maintain a2 surplus to policyholders, as determined by

its latest annual statement filed with the commissioner, of not
less than $75,000, provided its unearned premium reserve is at all
times less than its surplus to policyholders.

2. If such an insurer, after qualifying to issue a nonassess-
able cash premium policy, fails to maintainone of the above require-
ments it shall cease to issue a nonassessable policy until it has
again met and maintained the requirements for a period of one year.

3. If the insurer issues both assessable and nonassessable
advance cash premium policies, any assessment levied under the
contingent liability provisions of this chapter shall be for the
exclusive benefit of holders of policies subject to assessment
and such policyholders shall not be liable to an assessment in an
amount greater in proportion to the total deficiency than the
ratio that the deficiency attributable to the assessable business

bears to the total deficiency.
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Ref.: Me. 1454: The last four paragraphs of sec. 1454 are as
above, in substance.

Comment: This is the present law. Is it proper to limit this
provision to property insurers? On what basis can these insurers
issue nonassessable automobile liability policies? Are any such

policies being issued?



§ 3623. Limit of risk

1. An insurer transacting property insurance and other
kinds of insurance, pursuant to subsection 3 of section 3607
(capital funds required - existing insurers) of this chapter,
shall not have net retention of liability on any one risk in
excess of 5% of the insurer's surplus as to policyholders.

2. Except as provided in subsection 1 of section 3607 of
this chapter, any insurer other than an insurer which is subject
to subsection 1, above, shall not accept insurance of any one
risk in an amount exceeding 25% of its gross assets, including
the amount at any time due on its premium notes, and shall not
retain liability as to any one risk in an amount exceeding 10%
of such gross assets.

3. Valid reinsurance ceded by the insurer and then in force
shall be deducted from the gross risk assumed in determining net

risk retained.

Ref.: Me. 505: As in 1, above, in substance.
507: As in 2, above, as to the 10% net retention limit.
1454: As in 2, above, as to the 25% gross assets limit,

and as to the 10% net retention by reference to sec. 507.

Comment: Under proposed 1 - how is surplus as to policyholders
computed? Are premium notes or contingent liability considered
as assets?

Proposed 3 is added for information.

Could we have a uniform provision?
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§ 3624, Unearned premium reserve

An insurer which collects a cash premium of not less than
the tariff rate charged by stock insurers for like coverage
shall maintain a premium reserve equal to 50% of the cash premium

on its policies in force.

Ref.: Me. 1454, as above, in substance.

Comment: This is similar to the usual unearned premium reserve,
but could be less if much business is written for terms of more
than one year, or written on marine transportation risks.
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8§ 3625. Insured a member

Other than under reinsurance accepted by the insurer, every

person insured by a mutual insurer, or his legal representatives

or assigns, continuing to be insured therein, is a member of the

insurer and subject to its bylaws during the term of insurance

specified in the policy.

Ref.: Me. 1453: As above, in substance, except as to reinsurance.

Comment: Persons insured pursuant to reinsurance accepted are
not usually thereby deemed to be members.
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§ 3626. Voting rights of members; proxy limit
1. Members of an insurer shall have such voting rights, but
not less than one vote, as may be fixed by the insurer's bylaws.

2. No person shall be allowed more than 15 votes by proxy.

e,

Ref.: Me. 1461: As in 2, above, in substance.

Comment: Proposed 1 is added for consideration. It is presumed
that all members have at least one vote.
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§ 3627. Directors'; residence, compensation

1. A majority of the board of directors of the insurer
shall be residents of and actually reside in, this State.

2. The salary or compensation for services of the directors
of the insurer shall be fixed by the policyholders at their annual

meeting.

o Ref.: Me. 517: A majority of the directors shall be citizens
of this State.

1461: As in 2, above.
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§ 3628, Annual statement by directors

The directors of every insurer shall cause a detailed
account of its expenses for the year preceding, the amount of
property actually insured at that time, the amount due on its
premium notes and the amount of all debts due to and from the

insurer to be laid before the policyholders at the annual meet-

ing.

Ref.: Me. 1460: As above.
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§ 3628. Agents; liability

Any person who solicits insurance on behalf of any insurer
or transmits for a person other than himself an application for,
or a policy of insurance to or from such company, or in any
manner acts in the negotiation of such insurance, or in the
inspection or valuation of the property insured shall be deemed
and except
the agent of the insurer/ as otherwise provided, shall become liable

to all the duties, requirements, liabilities and penalties to

which an agent of any insurer is subject.

Ref.: Me. 1455: As above, in substance.

Comment: This is the present law.

Query: Do these agents also represent other insurers? Should

we provide a special license for them - outside the proposed
permanent agent licensing system? Should the exemption from fee
extend only to the appointment fee, or should it extend to all
charges for such an agent's licensing and appointment? If so,

we should qualify the licensing system to prohibit use of such

an agent's license to represent other insurers. For consideration.
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§ 3630. Agents -~ Licensing

All agents of insurers subject to this chapter shall be
subject to the applicable requirements of chapter 17 (agents,
brokers, consultants, adjusters) of this code, except that:

1., No personal examination shall be required of the appli-
cant and no examination fee shall be charged, as to an applicant
for an agent's license only for the sale of insurance written on
the assessment basis.

2. No fee shall be required by the commissioner for license
as resident agent issued as to any insurer which is subject to

this chapter.

Ref.: Me. 371: ©No agent (individual or organization) license
fee to be paid by agent of domestic mutual fire insurer.

1435: '"Said companies shall procure licenses for their
agents as provided in section 2502, but no fee shall be
required by the commissioner for licenses issued to the
agents of such companies.’

2504 - 7 - C: "A personal examination and examination
fee are not required of an applicant for an agent's
license for the sale of insurance written on the assess-
ment basis by a domestic mutual fire insurance company.’

Comment: This is apparently the present law. Do the agents now
representing cash premium mutuals have to take the examination
and pay exam fees?
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§ 3631. Other provisions applicallie

The following chapters and provisions of this code, where
and to the extent not inconsistent with the provisions of this
chapter and the reasonable implications thereof, also apply as
to domestic mutual insurers which are subject to this chapter:

1. Chapter 1 (general definitiomns and provisions).

2. Chapter 3 (the insurance commissioner), except that an
insurer transacting insurance only on the assessment plan shall
not be subject to section 228 (examination expense) of this code,
and shall not be required to pay the expense of examination of
the insurer.

3. Chapter 5 (authorization of insurers and general require-
ments), except that the following sections or provisions shall not
apply:

A, Section 410 (capital funds required);

B. Section 411 (insuring combinations without additional
capital funds);

C. Section 412 (deposit requirementd;

D. Section 413 (application for certificate of authority),
to the extent that payment is required of a fee for application
for or issuance of a certificate of authority of an insurer trans-
acting insurance only on the assessment plan.

E. Section 415 (continuance, expiration, reinstatement of
certificate of authority), to the extent that payment of fee for
continuance of certificate of authority is required of an insurer

transacting insurance only on the assessment plan,
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F. Section 423 (annual statement), to the extent that pay-
ment of a fee for filing the annual statement is required of an
insurer transacting insurance only on the assessment plan.

4. Chapter 7 (fees and taxes), except as otherwise expressly
provided in this chapter, and that no fee shall be charged for the
certificate of authority of an insurer transacting insurance only
on the assessment plan.

5. Chapter 9 (kinds of insurance), except the following

sections:
A. Section 702 ("life insurance” defined).
B. Section 709 ("title insurance’'defined).
C. Section 721 (limits of risk).
6. The following sections of chapter 11 (assets & ligbilites:
A, Section 901 ("assets'" defined);
B. Section 902 (assets not allowed);
C. Section 922 (disallowance of "wash"™ transactions); and
D. Sections 981 through 984 (valuation of assets).
7. Section 1102 (investments of insurer other than life).
8. Chapter 15 (administration of deposits).
9., Chapter 17 (agents, brokers, consultants, adjusters).
10. Chapter 23 (trade practices and frauds).

11. Chapter 25 (rates and rating organizations), except as
provided in such chapter. 25.

12. Chapter 27 (the insurance contract).

13. Chapter 39 (casualty insurance contracts).

14. Chapter 41 (property insurance contracts).

15. Chapter 43 (surety insurance contracts).





