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L.D. 2520
DATE: q\-\\zm (Filing vo. s-(gl0d
BANKING AND INSURANCE

Reported by:

Reproduced and distributed under the direction of the Secretary
of the Senate.

STATE OF MAINE
SENATE
119TH LEGISLATURE
SECOND REGULAR SESSION

COMMITTEE AMENDMENT ”‘\" to S.P. 974, L.D. 2520, Bill, "An
Act to Amend Investment-related Provisions of the Maine Insurance
Code"

Amend the bill in section 2 in 2nd line from the end (page
1, line 34 in L.D.) by striking out the following: "1151-A" and
inserting in its place the following" '1110' and by striking out
the following: "24" and inserting in its place the following:
'1-A ragraph I°'

Further amend the bill by striking out all of section 3
(page 1, lines 37 to 41 in L.D.) and inserting in its place the
following:

‘Sec. 3. 24-A MRSA §1110, sub-§1, as amended by PL 1993, c.
313, §24, is repealed.

Sec. 4. 24-A MRSA §1110, sub-§1-A is enacted to read:

1-A, Definitions. As used in this chapter, unless the
context otherwise indicates, the following terms have the
following meanings.

A, "Admitted assets' has the same meaning as '"assets" as
defined in section 901.

B "Aggregate amount of investments" mean he aggregate

value of those investments as determined under sections 981
to 984, except a rovid in section 1157, subsecti
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

o« A lue" is th v e th m ntained in th
annual statement of the corporation filed pursuant to
section 423.

D. "Bona fide hedgin ransaction" mean urch or s

of foreign currency or of a contract, option, call, put or
right entered into for the purpose of offsetting changes in
foreign rren exchan ra in mar val £

investments held or proposed to be acquired by the insurer
or_in the market value of liabilities that the insurer has

r__expect o _incur r nt to a 1 4 resoluti
of the insurer's board of directors and written operations
ro r ubmitted the superintenden fore makin n
ch rchases an al as lon
1 There is a high correlation ween ch in
mark val of those hedgin rcha n 1 nd
the market value of the assets and liabilities to be
hed : and
2 Book nd r r by rdin 1 h rch §_an
1 are maintain by the insurer in rdan with
generally accepted accounting principles.
Th rintendent m rth rul rdin
form and conten f resolution operation proc res
n ccoun nd fu ntin men nd_ val ion

methods necessary to ensure compliance with this definition,

F "Fixe har " inc inter n n nfun
nd amortization of @ di oun in th s £
: tr . ! id 1 } instituti
_2___§_1_§gpg§1t or _any certlflcate or othg1~§x_§§_£§_g__§
it m t m fix c n
insti ion.

G. "High-yield obligations' gg s obligations that are

neither investment grade nor m ra 1li ions.

H. "Institution" means a corporation, a joint-stock

§§§QQ~§L;Q_L_jL__E§_~§§§_JLJuﬂg, a bus1ne§§__2§11_§£§h494_.§

busi joint ventur r an h imil nti

I. “"Investmen rade obligation' mean n 1i ion that
he time of acguisition he insurer i r "1" or

"2" by the Securitie Valuation ££i f th National
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COMMITTEE AMENDMENT "A’ to S.P. 974, L.D. 2520

Association of Insurance Commissioners., If not valued by the
Securities Valuation Office of the National Association of
Insurance Commissioners, '"investment grade obligation' means
an obligation that at the time of acguisition by the insurer

is rated the eqguivalent of "1" or "2" by one of the

following nationally recognized independent rating agencies:
Moody's Investors Service, Inc,, Standard and Pgor's
Division of The McGraw-Hill Companies, Inc., Fitch Investors
Service, Inc., or Duff and Phelps Credit Rating Company.

J. "Medium grade obligation" means an obligation that at
the time of acquisition by the insurer is rated by the

Securities Valuation Office of the National Association of
Insur Commission "Cla " 1i If n v

by the Securities Valuation Office of the National
Association _of Insurance Commissioners, "medium grade
obligation” means an obligation that at the time of
acquisition by the insurer is rated the equivalent of "3" by
Moody's Investors Service, Inc.,, Standard and Poor's
Division of The McGraw-Hill Companies, Inc., Fitch Investors
Servic Inc., or Duff and Phelps Credit Ratin

K. "Net earnings available for fix harges" means ne
income after deducting operating and maintenance expenses,
taxes other than federal, state and other income taxes,

depreciation nd letion xcludin extraordinar
nonrecurring item f income or expen ari i
regular financial statements of the issuing, assuming or

quaranteeing institutions.

L. "Not acquired by the insurer from an issuer, underwriter
or dealer" means acguired by the insurer in an exempt
transaction described in the United States Securities Act of
1933, Section 4(1) or Section 4(3), 15 United States Code,
Section 774(1) or Section 774(3), as £rom time to time
amended,

M "Obli ions" includes bonds, debentures, notes or other
evidences of indebtedness.

N. "Qualified broker or dealer" means a broker or dealer
that is organized under the laws of a gstate, is registered

under th ni tat Securiti Exchange Ac £ 1934, 15

United States Code, Sectiong 78a to 78kk and has net capital

in exces £ 00.

0. "Qualified financial institution" means a bank or a
by company th i rganize nder th ws of state or

the United State has assets in exces £ $5,00 00,00

h r i aren rporation has enior bligati
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

313,

132,

out nding r "AA" or be r _and has rati £ im
ital al se f 1 1/2% an ratio of
total capital otal a ts of at le %.

P. "Qualified for public sale"” means registered under the
United States Securities Act of 1933, 15 United States Code,
Sections 77a to 77aa.

Q. "Subsidiary" has the same meaning as defined in section
222, subsection 2, paragraph F, The term "subsidiary" does
not include a separate account establigshed under section
2537,

R. "United States" when used to signify place includes
those geographical areas and the lands and waters adjacent

to tho eographical r u r_th urisdiction of th
ni St S.

Sec. 5. 24-A MRSA §1110, sub-§3, as enacted by PL 1993, c.
§25, is repealed.

Sec. 6. 24-A MRSA §1115, sub-§1, M, as enacted by PL 1969, c.

§1, is amended to read:

M. Trust services with respect to funds payable or paid by
it under its insurance contractss; Or

Sec.7. 24-A MRSA §1115, sub-§1, N is enacted to read:

N A de itory institution, or an mpan h ntrol
such an institution, that is subject to the federal
Gr -Leach-Blil A i 104 n 3 2 113
Stat. 1338 as long as the insurer's total investment in all
such subsidiaries does not exceed 5% of the insurer's
admitted assets.'

Further amend the bill in section 4 by striking out all of

that part designated "§1151-A." and inserting in its place the
following:

'§1151-A, Definitions

indi

As in hi r nl n herwi
the followin rms have the following meanings.
1 A 1 11 ral. " abl llateral” m
A A riti lendin ran ion repurch
ransactions and reverse r rchase tran ions and for the
r £ lculatin r-par X mount: ¢
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COMMITTEE AMENDMENT "A" to 8.P. 974, L.D, 2520

nc of he United e the Federal National
Mor A iation o the F ral Home Loan Mor

B. As _to foreign securities lending transactions:
sovereign debt rated "1" by the Securities Valuation Office
of the National Association of Insurance Commissioners.

i " itte " mean h
may be allowed in determining the financial c¢ondition of an
in r rsuan ion 1l an 2

i "A n £
inv ments'" mean he aggr te val of th in men
determined under sections 981 to 984, X t rovi in
section 1157, subsection 5.

4 in ntity. "Busines tity" mean 1
ropri rshi orporation limi liabili mpan
association, general or limited partnership, joint stock company,
join ntur m 1l fun nk ru i men

r join n r th imilar form £ in
rganization, whether rganiz for-profi r nonprofi

organization.

" " _means an m bli i llex
mak n o_th r wi n n th n
by which a reference price or level or the performance or valuye
of one or more underlying interests exceeds a predetermined
er, sometim 11 he "strike r " or "strik ri "

h i n " ivalents'" mean highl
r highly liguid and r ily mark i ion h ar
x ily convertible i known n £ h with nal
remainin m m i r
purposes of this definition, "highly rated" means an investment
rated "P-1" by Moody's Investors Service, Inc., "A-1" by the
ndard and Poor's Division of The McGraw-Hill Companies, In
r an iv nt ratin nationally r iz istical

ratin nization r niz b h iti Val ion Of

of the National Association of Insurance Commissioners.

7. Collar. '"Collar" means an agreement to receive payments
th r of tion fl n k men

he ller of different ion r floor.,
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

ter— “"Counter-party'" means a i enti
i he her r an in men T i transaction

with an insurer or, as to a riti lendin

n nk agen if tin n half of an insurer

9. Counter-party exposure; counter-party exposure amount,
x " r " x r " .

A, For an over-the-counter derivative nstrument not

entered into pursuant to a wrltggn master agr gg ment ; at
rovide for nettin £ en w h e
rtie
(1) The market value of the over-the-counter
rivativ instrumen if he liqui ion of the
ri i instr n woul result in a final cash
payment to the insurer:; or

2 Zero if the ligquidation f th derivati

instrument would not result in a final cash payment to

he insurer; an

B, For an over-the-counter derivative instrument entered
into pursuant to a written master agreement that provides
for netting of paymen nts owed by W
the domiciliary jurisdiction of the counter-party is either
within the United States or within a foreign jurisdiction
1i 4 as ligibl for n in in h r n
procedures manual of the §gggri;ig§ Valuation Office of the
National Association of nsurance Commissioners or its
successor publication, the qrgg;gr of zero or the net sum
1 t he i rer in cti with all ri i
instruments jec o the wri n_master reement upon
their liguidation in the event of default by the
counter-party pursuant to the master agreement, assuming
h a ndition rec n he obli ion f th
unter-part to mak ¢h n an n £f £
amounts payable pursuant to any other instrument or
agreement.,

ur of thi finiti "mark lue'" or the '"net sum
le" is ermined at th n f the m n rter of
insur r's fi 1 r a be r he mark val

1l ral hel urer or a custodian on

insurer' half,
1 ri i instr n "Derivative instr nt' mean

reemen ion or instr n n ries or mbin
h reemen ion r_instr nts:
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

A, To mak r k liver of ssume relinqui a

specified amount of one or more underlying interests, or to
make a cash settlement in lieu thereof; or

B. That h a pri erformanc value or h flow base

primarily upon the actual or expected price, yield, level,
performance, value or cash flow of one or more underlying

nter .

For purposes of this definition, "derivative instrument” includes
options, warrants not attached to another financial instrument

rchase the i rer floor collars w forwar
£ T nd an ther b ntiall imilar r n ion
or _instruments, or any series or combinations of those
reemen ion r instr nts. "Derivati instrument"
not include collateralized mortgage obligations, other
asset-backed securities, principal-protected structured

securities, floating rate securities or instruments in which an
insurer is otherwise authorized to invest or that an insurer is
otherwise authorized to receive under this chapter other than
under section 1153, subsection 4, and any debt obligations of the

insurer,

11. Derivative tramsaction. 'Derivative transaction" means
a transaction involving the use of one or more derivative
instruments. For purposes of section 1153, subsection 4, dollar

tran ion nd riti 1 i ransaction re not

onsider derivative tran ion

12. Dollar roll transaction. "Dollar roll transaction"
means 2 simultaneous transactions with settlement dates no more
than 96 days apart so that in one transaction an insurer sells to
a counter-party and in the other transaction the insurer is
obligated to purchase from the same counter-party substantially
similar securities of the following types:

A, Mortgage-backed securities issued, assumed or guaranteed

h vernment Nati Mor A n h ral
National Mortga A iation h ral Hom Loan

Mortgage Corporation or their respective successors: and

B. ther mortgage- ked s ritie referr t he
econdary Mor Market Enhancement A f 1984, 1 ni

States Code, Section 77r-1, as amended.

13

insti ion cr r existi n h w he Unite
States or any t distri r rritor

Page 7-LR3348(2)
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

4 F r "Flooxr" mean an reemen 1i in h
seller to make payments to the buyer in which each payment is
e n n which a rmined number metim

called the '"floor rate'" or 'price," refer ri
1 1 r man val f on r more und i in e
1 Forei. i nt; forei in n r ice.
reign investment" or "foreign inv ment pr ice" mea n
inv ment or inv men r j in a foreign jurisdiction n
v ment r i with erson micil in a £
risdiction or an in ment in a person, r r as
micil in foreign jurisdiction An in men r inv men
r i i n nsider £ i in men r reign
in men Y i if the issuin rson unter-par
1ifi rimar redi r T 1ifi uaran
mesti jurisdiction r rson domici in m i

jurisdiction unless:

A, The counter-party or the issuing person is a shell
sin ntity: an
B T inv men r in men r i is
wwﬂw
ic risdiction or rson h i not a shell
i nti domicil in a mestic jurisdiction
r r i u ion, "sh in ntity'" mean
i ntity having n nomic s nc hi

for owning inter in i wn i wn

mean he credi ourc which an insurer logk r nt
Lg_a_n_;m&m_e__t_g__d_ggg; st which an insurer has a direct claim

for full and timely payment, ey;dgnggd by a contractual right for
whic an _enforcement action can be brought in a domestic
jurisdiction,

17 Forw "Forward” mean an reemen her han a

r mak r k livery i he £ £f on mox
u r i r £ n_th
actual or ex ric 1 1 rforman or val £ h
underlying intere . "Forward" do n mean ran ion
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COMMITTEE AMENDMENT "A" to 5.P. 974, L.D. 2520

effected within omar lemen ri when-1i
purchases or other similar cash market transactions.

18. Future. "Future" means an agreement traded on a
futur xchan o _mak T k liver £ or eff a h
settlement bhased on the actual or expected price, level,
performance or value of one or more underlying interests.

19, Futur ch e "Futures exchange' means alified
foreign exchange or n xchan c ra mark r T f

r n which radin in £ r i n h s n
horiz r utur radin in _the ni
Commodities Futures Trading Commission or its successor.

20, Hedging transaction. "Hedging transaction" means a
derivative transaction that is entered into and maintained to
reduce:

A. The risk of a change in the v iel i cash

filow or anti f as s or liabiliti or rtfoli £

assets or liabilities that an insurer has acgquired or

incurred or anticipates acguiring or incurring: or

B. The currency exchange rate risk related to assets or

ligbilities or a portfolio of assets or liabilities that an

ingurer has acquired or incurred or anticipates acquiring or

incurring.

n a

obligations that are neither investmen r nor medi r
obligations.

22, Income generation transaction. "Income generation

ran ion" means a derivative n ion th i in

nerate income A derivativ transaction th i nter

into as a hedging transaction or a replication or synthetic asset
transaction is not considered an income generation transaction,

3 Insti ion. “"Institution" means a corporation,
int— k association business u in rtnershi

business joint venture or any other similar entity.

2 In r 13 ion "In men r
obligation" means an obligation that at the time of acquisition
the insurer is rated "1" or "2" by the Securities Valuation
Office of the National Association of Insurance Commissioners.
If not valued by the Securities Valuation Office of the National

Association of Insurance Commissioner "in m r
i ion" means an obligation tha he time of isition

he insurer is rated the equivalent of "1" or "2" by one of
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COMMITTEE AMENDMENT "‘\" to S.P. 974, L.D. 2520

the fgllgw1ng nationally recognized independent g;; ng agencies:
Moody's Investors Service, Inc., Standard and Poor's Divigion of

The MgGrgw Hill Companies, Inc., Fitch Inves rvice, In¢c. or
Duf nd Phel redit Rating Company. ‘

25. Investment practices. "Investment practices" means

ran tions of th cribed in section 11 tion 4

and section 1160, subsection 6.

2 rk lue. "Market v " _mean ri for th
ri T eri iv instr n in from erall
recognized source or the most recen ; quotation from such a source
r t h zxtent n rall niz i e
ric for th ri r rivative ins n ermin
rs h m f the instrumen r in faith
i rer can nabl m r rintenden
n_requ lu accr i inc hereon h
xtent n included in the price a f the da mark valu
is d rmined.
27 di r i ion "Medi r 1i ion'
mean n ligation that a th ime £ cquisition b h
insur i rate h ecuriti Valuation Offi
National A iation f Insuran mmissi r "3
1i If n 1 h curiti v i i h
National Association of Ingurance Commissioners. '"medium grade
ligation" means an obli ion th a h im £ isition
h insurer i r h i n £ "3" M !
Inve r Servi Inc S r and Poor' Divisi f Th
McGraw-Hill Companies, Inc., Fitch Investors Service, Inc. or
Duff and Phelps Credit Rating Company.
2 1i ion "Obligation" mean n n
bentur trus rtifica includin n ipm ifi
r tion n n iabl bank rtifi £ i
nker' acceptan credi nant loan a ha rm i fined
in the practices and procedures manual of the Nationpal
A iation £ Insuranc mmi 1oner Qr its successor
1i ion loan r fin in r
gziggngg gf indebtedness for the pavmegg of mon QXL_____
any of the fgrggoing, whether nstitutin neral 1i ion
f the issuer abl nl £ rtain rev r rtain
fun 1 or herwi di ed for en
29, ion "Option" mean agreemen ivin h r
t righ o _buy or receiv 11 deliver r in xten
rminate or effect h lemen n l or
X ri r 1 1 rforman r 1 £ r
more nderlyin interes includin withou imi ion n
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COMMITTEE AMENDMENT "‘\" to S.P, 974, L.D. 2520

option to purchase or sell a swap at a given price and time or at
a series of prices and times.

30. Over-the-counter derivative instrument.
"Over-the-counter derivative instrument" means a derivative
instrument entered into with a counter-party other than through a
gualified exchange or futures exchange or cleared through a
gualified clearinghouse.

31 Person "Person" means an individual, business enti

multilateral development bank or a government or
guasi-governmental body, such as a political subdivision or a
government-sponsored enterprise.

2 P ntial ex re "Potential ex re" means:

A. As to a futures position, the amount of initial margin

required for that position: or

B. As to _swaps, collars and forwards, 0.5% times the
notional amount times the square root of the remaining years

to maturity.
alifi
A. A national bank, state-chartered bank or trust company
that is a ly capitalize 11 tim rmined b
standards a e federal nkin regul r n h
either is regulated by state banking laws or is a member of
the Federal Reserve System:; or
B. A bank or trust company incorporate r organized under
he laws of ntr her than th ni h i
regulate as a nk or rust mpa that ountry's
vernment r n _agenc £ hat ry’ ver n n
hat is u 1 apitaliz 11 tim rmin
ndard o international nking r 1 r
34. Qualified broker or dealer. "Qualified broker or
dealer" means a broker or dealer that is organized under the laws
£ s i reqgi r nder the nited e ecurities
Exchange Act of 1934, 15 United States Code, Sections 78a to 78kk
and has net capital in excess of $250,000,000.
. alifi in entity. '"Qualified busines ntity"
m H
A, An issuver of preferr stock or obli ion h ar
r "1l" or "2 he S riti Val ion fice of the
National Association of Insurance Commissioner r an i r

Page 11-LR3348(2)
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

of obliqation§, Dreferred tock or deri

that g;gd equivalent of "1" or "2" hy the
Secur ;; ies Valuation folge of the National Association of
Insuran mmissioner or by a nationally r niz
istical rating o nization recogniz h curiti
Valuation Office of the National A ciation of Insurance
Commissioners: or
B. A primar ler in United vernm rities

that is recognized by the Federal Reserve Bank of New York.,

1ifi learingh "Qualifi 1 ingho "
mean clearingh ubije he rul £ 1i
exchange or a futures exchange that provides clearing services,
__g_uﬂ*_g__gg_gl__g a_ counter- partv to each of the partles to _a

18

20

22

24

26

28

30

32

34

36

38

40

42

44

46

48

50

ransac n h th h s no 1 r redit risk
each other.
7. alified exchange. '"Qualified exchange' means:
A, A riti schange regi re national
securities exchange or a rities mar regul nder
federal curities Exchan Ac £ 1 1 United
States Code, Section 78 e eq. s amende
B. A boar f trade or iti ex n ignate s
mark b h mmodi Futu i mission
r an u x:

c. Any computerized or Internet-based market for private
fferi r 1 n rading of obligations or other
urities h i maintained der h i £
federally regulated, self-governing securities dealers
r ization registered riti xchan r

late riti market under the federal
iti xch Act £ 4 1
ion 7 nded:
D, A designat £f£ hore itie fined in
riti Exchan C ion R n 7 C £
F al R ion Par 2 nded: or

E, A qualified foreign exchange.

alifi rei . "Qualified foreign

exchange"” means a foreign exchange, board of trade or contract
market located outside the United States, its territories or

possessions:
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COMMITTEE AMENDMENT "A" to S.P. 974, L.D. 2520

A, That has received regulatory comparability relief under
Commodity Futures Trading Commission Rule 30,10 as set forth
in Appendix C to Part 30 of the Commodity Futures Trading
Commission's Regulations, 17 Code of Federal Regulations,

r 0 ed;

B. _That is, or its members are, subject to the jurisdiction
of a_foreign futures authority that has received regulatory
comparability relief under Commodity Futures Trading
Commission Rule 30.10, as set forth in Appendix C to Part 30
of the Commodity Futures Trading Commission's Regulations,
17 Co £ F ral Regulation Part 30 amen

futures transactions in the jurisdiction where the exchange,
board of trade or contract market is located; or

C. Upon which foreign stock index futures contracts are
listed that are the subject of no-action relief issued by
the Commodity Futures Trading Commission's Office of General

Counsel; however, an exchan board of T T r
market that qualifies as a "gqualified foreign exchange' only
un his ragraph m onl e "qualified foreign
exchange" as to foreign stock index futures contracts that
ar he subj f no-action relief.

39. Qualified for public sale. "Qualified for public sale"
means registered under the United States Securities Act of 1933,
15 United States Code, Sections 77a to 77aa.

40, Replication or i tr ction

"Replication or synthetic asset transaction" means a derivative
transaction entered into in conjunction with other permissible

inv men hel h i rer in rder r
in men har risti £ her rmissible investments. A
ri i ransaction entered into b he insurer hedgi

transaction or an income generation transaction is not considered
a replication or synthetic asset transaction,

4 R r r ion. "R rch ran ion'" means
a _transaction in which an insurer purchases securities from a
counter-party that is obligated to repurchase the purchased
securities or eqguivalent securities from the insurer at a

specified price, either within a specified period of time or upon
demand.

42. Reverse repurchase transaction. "Reverse repurchase

ransaction” mean a tran ion i which n _insurer ell
securities to a qualified bank or a qualified business entity or
a bank or a business entity whose obligations with respect to
such transaction are guaranteed by a gqualified bank or a
ualifi sines entit n h i rer i 1i
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repurchase th 0ld securities or equivalent securities from the

nk or sines ntit cified pri ither within
eri £ time or n demand
4 riti lendin rans ion. urities lending
tra §§QLIQn" means a transaction in which securities are loaned
n _insurer lified nk or ualifi busin nti
or a bank or business enti wh i ions with re

such transaction are guaranteed by a qualified bank or a
qualified business gn;itz Lhat i§ obligated to return the loganed

ecurities or equiv securi to the insurer ither within
ifi riod of r n mand

44 sidia "Subsidiary'" has the meaning a rescri
in section 222, subsection 2 ragraph F. he term " idiary"
n includ rate ccoun ablish nder ion

2537,

4 W "Swap" means an reement to exchange or to net
payments at one or more times based on the agtual or expected
ic i 1 1 rforman r _valu £ n r _more

underlying interests.

46. nderlying inter "Underlying inter " means th

liabilities or other inter r mbination of those

assets, liabilities or interests, underlying a derivative
instrument, such as any one or more ecuritie urrencie

r in i e commoditi erivati instr n h ar r

g; to gggmgn;s or 1nyes;mgnt practices that an insurer is

rmit O _acguir n in r n hi h T.

47. United States. '"United States" when used to signify
place means those lands and waters under the jurisdiction of the

ni ates.

4 Warr "Warrant' mean n instr n h ives th

holder ; e right LQ pu ghgge or sell the underlying interest at a

iven pri nd time t seri f pric nd tim tlined
in warrant agreemen

Further amend the bill in section 6 in subsection 4 in the
3rd 1line (page 11, 1line 26 in L.D.) by inserting after the

following: ‘"replication" the following: 'or synthetic asset'
Further amend the bill in section 6 in subsection 4 in
paragraph A in the first line (page 11, line 29 in L.D.) by

striking out the following: "Prior to" and inserting in its
place the following: 'Before’
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Further amend the bill in section 6 in subsection 4 in
paragraph B in subparagraphs (2) in the 2nd line (page 12, 1line
17 in L.D.} by striking out the following: "ytilized" and
inserting in their place the following: 'used'

Further amend the bill in section 6 in subsection 4 in
paragraph C in the 3rd line from the end (page 13, line 17 in

L.D.) by striking out the following: "such noncompliance or

such" and inserting in its place the following: 'the
noncompliance or'

Further amend the bill in section 6 in subsection 4 in
paragraph D by striking out all of subparagraphs (1) and (2)
(page 13, 1lines 25 to 35 in L.D.,) and inserting in their place
the following:

to another financial instrument and options other than
collars purchased by the insurer pursuant to this
subsection does not exceed 7.5% of its admitted assetsg:

(2) The aggregate statutory financial statement value
of all outstanding warrants. caps. floors and optiouns
other than collars written by the insurer pursuant to
this gubsection dJdoes not exceed 3% of its admitted
assets: and'

Further amend the bill in section 6 in subsection 4 in
paragraph E in subparagraph (2) in the 3rd line (page 14, line 20
in L.DP.) by striking out the following: "such" and inserting in
its place the following: 'that'

Further amend the bill in section 6 in subsection 4 by
striking out all of paragraphs F and G (page 15, lines 12 to 31
in L.D.) and inserting in their place the following:

+ E 11 > E r i m ! . ! 1 . ! . | 1 ! .
asset transactions in accordance with the requirements of
r m h i 1

Association of Insurance Commigsioners or its successor
publication concerning replication or synthetic asset
iation £ In n mmisgsi r h
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r ion in dan wi 1 untin

Further amend the bill in section 6 in subsection 4 in
paragraph H in subparagraph (1) in the first line {(page 15, line
35 in L.D.) by striking out the following: "securities" and
inserting in its place the following: ‘gualified’

Further amend the bill in section 7 by striking out all of
subsection 2 (page 16, lines 4 to 17 inm L,D.) and inserting in
its place the following:

‘2. Government obligations; policy loans; other
limitations. Except as otherwise expressly provided, an insurer
may not invest mere-than--10% -of-its-assets--in--the -gseeurities-of
in or may not incur counter-party exposure to any one person if,
after giving effect to those jinvestments and that counter-party
exposure, the aggregate of those investments in and that

r-par r h rson woul X % of
insurer's admitted assets, other than investments eligible under
the following sections:

A, Government obligations, section 1156, subsection 2,
paragraph A; and

B. Policy loans, section 1158.°

Further amend the bill in section 8 by striking out all of
paragraph C (page 16, lines 22 to 50 and page 17, lines 1 to 48
in L.D.) and inserting in its place the following:

'C. Obligations secured by 1liens on real property or
interests in &hat real property located within the United
States and not eligible under paragraph A or Bj agquired
directly or indirectly through limited partnership

o i o idiar T, :
imi liabili r rtif] r
similar instruments if, g; ;gg time of the acqu 5;; on, the
lel_;gg:;_o__dp_e_s_.g_n_em
r fai mark £
real if he m loan i r
purchase money mortgage or like security received by
Ei rcen f th ir mark 1
real if th 1 i immedi
scheduled payment in periodic in 1 incipal
and interest, rtizati i r
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less and requires periodic payments made no less
frequently than annually. Each riodi nt must
be sufficient ensur th 11 im h
ndi rincipal lan £ m e n m
not ge grgg;gr than the outstandin rincipal lance
h 1 ndin nder a mor 1 with
h riginal rincipal alan with the e
inter T n uirin 1 m £ incipal
nd in with the me fr en over th
amortization period. Mortgage loans that are otherwise
ermitte nde his ragraph nm rovi for
payment of the principal balance before the end of the
riod of rtization of loan. For i ial
mortga loans h 0% 1limi ion m e increas
7% if a ab rivate mor insuran h n

obtained; or

3 Seventy-fi rcen f _the fair mark value of
he real for mor loan hat n meet th

requirements of subparagraph (1) or (2).

A mortgage loan th i her than ir lien
m n b uir nder thi r h unl he in r
i he holder of the fir lien. For r f thi
paragraph, h un of n bli ion reqguired be
in a in th cu ion he 1 -to-value ratio m
be r h xten h ligation is insur the
F ral H i Administratio
Administr r of Veterans' Affair r their succ rs. A
mortgage loan th is a ir nder i ragraph an
restructured in a manner that meets the regquirements Qi
r b m n in n with the N l
A iati f In mmigsi rs i actices
n rocedures manual or r blication continu to
13 a m n under thi raph, '

Further amend the bill in section 9 by striking out all of

paragraph G (page 18, lines 4 to 48 and page 19, lines 1 to 43 in
L.D.) and inserting in its place the following:

'G. The following foreign investments jin and_ investment

ractic with rsons domiciled in foreign jurisdictions:

(1) Canadian securities and investments substantially
of the same classes as those eligible for investment
under paragraphs A to F, but the aggregate amount of
those investments that are held at any time by any
insurer may not exceed 10% of total admitted assets,
except when a greater amount is permitted pursuant to
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subparagraph (2), in which case this subparagraph is
not applicable;

(2) In the case of any insurer that is authorized to
do business in a foreign country or possession of the
United States or that has outstanding insurance,
annuity or reinsurance contracts on lives or risks
resident or located in a foreign country or possession
of the United States, securities and investments in
that foreign country or possession that are
substantially of the same classes as those eligible for
investment under paragraphs A to F, but the aggregate
amount of such investments in a foreign country or a
possession of the United States and of cash in the
currency of that country or possession that is at any
time held by that insurer may not, except as provided
in paragraph H, exceed 1 1/2 times the amount of its
reserves and other obligations under those contracts or
the amount that that insurer is required by 1law to
invest in that country or possession, whichever is
greater: ard

(3) Ian--addition -teo--the -foreign--investments--permitted
under--subparagraphs - (1) --and-{3),--seeurities Foreign
investments in and iavestments foreign investment

ices with person omiciled in foreign eeunkries
jurisdictions that are substantially of the same
classes as those eligible for investment under
paragraphs--A-te-¥,--but-the--aggregate -amount--of -these
investments - made- pursuant -to - £his-subparagraph may -net
exeeed-1% of -total-admitted -assekts)-and this chapter,

if after giving effect to the investment or transaction:
a Th r amoun f foreign inv men

then held by the insurer and foreign investment
practices then engaged in by the insurer under

this subparagraph does not exceed 20% of its
it ;_an

b The aggre e nt of foreign inv ments
then helid by the insurer and foreign investment

r i hen en in h insurer nder
this subparagraph in a single foreign jurisdiction
d n xceed 10% of i itted ass if th
foreign Jjurisdiction has a sovereign debt rating
of "1" from the Securiti Val i £fi £ the
Nati 1A iation of Insuran mmissioner

3% £ i i i h foreign
jurisdiction h S0V i b ratin her

than "1" from_ th urities Valuation Offi of
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the National Associjation  of =~ Insurance

issioners; aun

(4) Investments and investment practices denominated

in foreign currencies whether or not they are foreign
investments acquired or foreign investment practices
in n r (1) or (3), or
n i b:4 r

rminati iration h i with
respect to investments or investment practices

mi in rei ur ifs

Th £ i n n _hel

by the insurer n T i hen
engaged in by the insurer under this subparagraph

i in foreign r i

Th i men h
by the insurer and investment practices then
gggaggi_ig_bx_xhg*;nﬁuzag_nnﬂgz_shii_iuhpg;ﬁg:ﬁph

nomni i he rren £ ingl r n
xi i £f i mi
ﬂﬁﬁggi_,_.;hg_iggglg&_1uL;iﬂ;gtlg_~ng§_g_§gxg£§.gg

f (T8 X1} f m l

ot

E

mmi ner r 3% of i e £
foreign jurisdiction has a sovereign debt rating
other than 1" from _the Securities Valuation

mmi r

n i m n in men r i j n
s . . ian if th
AB§B_ﬂI_~QELQL&mJJUKL_Qn3_JHL.mQLQ_JBEEUJKL_LIQBEQQLLQQE
r ion 11 4 h
foreign rrenc i i ith

such investment or investment practice: and'

Further. amend the bill by inserting after section 9 the
following:

'Sec. 10. 24-A MRSA §1157, sub-§5, §B, as amended by PL 1993,
c. 502, §3 and affected by §5, is further amended to read:

B. Investments made directly or indirectly in the following
subsidiaries are not subject to the limitations contained in
paragraph A or in section 1155 or 1156, nor are these
investments to be counted in determining compliance with
those limitations:
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(1) Subsidiaries, all of whose stock is owned by one
or more insurers, engaged or organized to engage
exclusively in the ownership or management of assets
authorized under this chapter as investments for the
insurer; and

(2) Subsidiaries engaged or organized to engage in the
kinds of business in which the insurer may engage,
provided that the aggregate net cost of the insurer's
investments in all such subsidiaries may not exceed 50%
of its surplus as to policyholders~: and

A subsidiar hat i itory insti ion r
subject to the federal Gramm-Leach-Bliley Act, Sections
104(c) and 306(2), 113 Stat. 1338, as long as the
insurer's total investment in all such subgidiaries

es n xceed 5% of the insurer's admitted assets.

An investment described in section 3415 may is not be

eounted considered as an investment in a subsidiary in
determining compliance with the 1limitations of this
subsection.'

Further amend the bill in section 10 by striking out all of
subsection 3 (page 19, lines 48 to 50 and page 20, lines 1 to 22
in L.D.) and inserting in its place the following:

'3. Investments in affiliates. No insurer may purchase the
stock of or otherwise invest in or lend its funds upon the
security of any note or other evidence of indebtedness of any

affiliate in the insurer's holding company system, except as
defined-in authorized by section 222 or 1157, or lend its funds

to any director or officer of the insurer or the spouse or child
of any director or officer. This provision may doeg not be
eensidered-to prohibit: ‘

A, Policy loans authorized under section 1158%.,
Bv--Investments-in-subsidiaries-under-secktion-11673-0r

€+---Purehases- - of- - stock,- - dnvestments - o --roans --made ~~in
ageerdanee--with - -seation - 222 - from—--din--or--teo--esenkrelling
sharehelders--or--affiliates,--provided--that--any--ef--those
purchases - -investments--or - loans--which -exceed- -1/ 2 -0£f- 1% -of
the-dinsurer s--admitted -assets -shall-be~subject to-the-prier
approeval--of --the - superintendent, - which-- appreoval--shail--be
gonsidered- given -unlkess-the--superintendent -objeects-£o--that
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transaction-within 45 -days-of--receipt-of-written--notice -of
that-transaekions'

Further amend the bill in section 12 by striking out all of
subsection 6 (page 20, lines 29 to 49, page 21, lines 1 to 50 and
page 22, lines 1 to 15 in L.D.) and inserting in its place the
following:

'6e. n r of riti An insurer m nter into

securities lending _transactions that are conducted directly,
through a custodian bank that is a qualified bank, or through an

agent, and may enter into repurchase _transactions, reverse
repur transactions and dollar roll tran ion ubij

the following requirements.
A The insurer' board of directors shall adopt a written

plan regardi h transaction h ecifies ideli

n jectiv be followed h _as:
1 A _description f how cash received will be
invested or used for general corporate purposes of the
insurer;

(2) Operational procedures to manage interest rate
risk, counter-party default risk h nditions under
which proceeds from reverse repurchase transactions may
be used in the ordinary course of business and the use
of acceptable collateral in a manner that reflects the
liquidity needs of the transaction: and

3 The extent to which the insurer may engage in
these transactions.

B. The insurer shall enter into a written agreement for all
transactions authorized in this subsection other than dollar
roll transactions. The written agreement must regquire each
transaction to terminate no more than one year from its
inception, The agreement must be made with the

ounter-par xC that for rities lendin
ran ion h reement m e through ian nk
that is a gqualified bank or the agreement may be with an
n ctin n half of the insurer if th n r th
guarantor of the agent's obligations under the agreement is
a qualifi nk or a qualifie ugin nti and if th

agreement with the agent requires the agent to enter into

s r agreements with each ounter-part tha r
consistent with the requirements of this subsection and
prohibits securities  lending transactions under _ the
agreement with th n r i ££i13
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Cash r i in a transaction under i ection, if

QL used by the insurer for its general corporate purposes
accordance with the plan QQQQLQQ by the hoard  of
glrgggg rs pursuant to paragraph A, must be invested in
accordance with this chapter and in a manner that recognizes
the liquidity needs of the transaction., For so long as any

tran ion under this s ion remain ndin h
insurer it ent or ustodi hall maintai either
physically or through the book gn;ry systems of the Egdgrg
R r D itor Trus mpan Partici r
Company or other securities depositories approved by the
superintendent:

1 Poss ion of le 1 r r h
transaction:

2 A erfected securi inter in e 1
collateral for the tramsaction:; or

{3) In the case of a foreign jurisdiction, title to,
or rights of secur reditor a
collateral for the transaction.

The amount acceptab 11 ral r ire for h

ses_o© s ragraph 1 2 n i n
4gqu1red Dursuant to the provisions of the purposes and

r ur 1l of the Securiti Val ion Offj f th

National Agsociation of Insurance Commissioners or its

successor publication.

D An insurer m not enter in transaction r this
u tion if resul f an £ ivin ffect to th
ran ion:

1 Th regate n f securities then loaned to,
1 r rch m_an n r-party under
this subsection would exceed 5% of its admitted
In lculatin h n 1 r rch
from a counter-party under rgpg;gggge or _reverse
r rcha ransaction £ff ive n in
provisions under a written mas;g agreement: or
2 Th r n f all riti n 1
to, so0ld to or purchased from all counter-parties under
hi ubsection would X 40% i i
assets.’

Further amend the bill by relettering or renumbering any

nonconsecutive Part letter or section number to read
consecutively.
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SUMMARY

This amendment clarifies that the additional definitions and
changes to definitions included in the bill apply to 1life and
health insurers. The amendment retains the definitions in
current law as they apply to property and casualty insurers., The
amendment authorizes life and health insurers and property and
casualty insurers to invest in depository institution
subsidiaries to the extent allowed under federal law.

The amendment also amends the provision governing insurance
company transactions with affiliates to address a conflict with
the insurance holding company 1law. The amendment makes the
holding company law the exclusive source of regulation of
transactions with affiliates and is consistent with the model law
of the National Association of Insurance Commissioners.,

The amendment addresses ambiguities concerning how the
limits on the percentage of an insurer's assets that may be
pledged to secure borrowings by the insurer apply to securities
lending and repurchase and reverse repurchase transactions.

The amendment makes technical changes and other
clarifications.

Page 23-LR3348(2)

COORMRMIITTEE AAMERMNIDAMENT





