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Be it enacted by the People of the State of Maine as follows:

Sec. 1. 24 MRSA §2301, sub-§9-A, JE, as enacted by PL 1993, c.
702, Pt. A, §1, is amended to read:

E. Notwithstanding any provisions of this section and Title
24-A, chapter 13-A allowing other investments, a corporation
subject to this chapter shall maintain cash or investment
grade obligations, as defined in Title 24-A, section 2162-A
1151-A, that at all times have a fair market value of not
less than 100% of the corporation's liability for claims
payable, incurred, but not reported, claims payable, unpaid
claims adjustment expenses, unearned premiums and, as
applicable, any statutory, special or additional reserves
provided by the corporation for the benefit of subscribers
as of the close of the corporation's most recent calendar
quarter prepared on the basis of statutory accounting
principles. If the corporation's 1liability for these
enumerated items increases more than 10% prior to the end of
the calendar quarter, the corporation must, within 10 days
of the determination, reallocate its investments to ensure
compliance with this paragraph.

Sec. 2. 24-A MRSA §1109, first §, as amended by PL 1993, c.
313, §22, is further amended to read:

An insurer may invest in obligations, other than those
eligible for investment under section 1124 (mortgage 1loans),
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, provided
that the obligations are not in default as to principal or
interest, are investment grade eerperate obligations as defined

in section 1162-A 1151-A, subsection 7 24, and are qualified
under any of the following.

Sec. 3. 24-A MRSA §1110, sub-§3, as enacted by PL 1993, c.
313, §25, is amended to read:

3. The terms defined in section %162-A 1151-A have the same
meanings as used in this chapter.

Sec. 4. 24-A MRSA §1151-A is enacted to read:

1151-A finition

As used in this chapter and chapter 13, unlesg the context
otherwigse indicates, the following terms have the following
meanings,
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1. Acceptable collateral. "Acceptable ¢ollateral'" means:

A. As to securities lending transactions and for the
purpose of calculating counter-party exposure amount: _cash,
cash equivalents, letters of credit or direct obligations or
securities that are fully guaranteed as to principal and
i re h rnmen £ th ni h 1

National Mortgage Association or the Federal Home Loan

.

Mor rporation:

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

C. As to r rch ran ion n rever T rchase
transactions: cash, cash egquivalents, letters of credit or
direct obligations or securities that are fully guaranteed
inci nd inter h r n £f th ni
he Federal National Mor A iati r th
F r Home Loan ration

2 Admi : val "Admi " mean
"a " fin in ion 1. "Asset wvalue" is th val
that m ntained in the annual ment of th rporation

filed pursuant to section 423.

3 in "Aggr moun £
investments" means the aggregate value of those investments, as
determined under sections 981 to 984, except as provided in
section 1157, subsection 5.

n limj r hi 101 k mpan
in r mutual fun ank r investmen
r join nan r her imilar form £ i
organization, whether organized as a for-profit or nonprofit

r ni 1

5. Cap. "Cap" means an agreement obligating the seller to
make payments to the buyer with each payment based on the amount
by which a reference price or level or the performance or value

£ n r more nderlyin interest ex a r rmin

rik

6. Cash equivalents. '"Cash equivalents" means highly
rated, highly liquid and readily marketable investments or
securities with a remaining term to maturity of one year or less.,
For r f hi finition "highl T " __mean n
inv ment r "pP-1" Moody's Inv or rvice, Inc,, "A-1"
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he Sta r nd Poor's Division of th raw Hill mpani

Inc. r an ivalent ratin nationall recognized
statistical rating organization recognized by the Securities
Valuation Office of the National Association of Insurance

Commissioners.

7. lar "Collar" mean n reemen by iv n
a h r i r floor an mak men
the seller of a differen tion a r fioor.

8. —par " nter-party" mean h her T
an investment practices transaction with an insurer or, as to a
securities lending transaction, the custodian bank or agent, if
n in n half of an i rer.,

. r—par Ir . " nter-par X ure

derivative instrument would result in a final cash
a nt he insurer: or

(2) Zero if the liquidation of the derivative
ingtrument would not result in a final cash payment to
the insurer; and

listed as eligible for metting in the purposes and

r r nual of th riti Valuation Offi £f th
National Association of Insurance Commissioners or its
successor publication, the greater of zero or the net sum
payable to the insurer in connection with all derivative
instruments subject to the written master agreement upon
their liguidation _in the event of defaul h
counter-par ursuan he m er reemen in
there are no conditions precedent to the obligations of the

nter-par mak such a payment and no setoff of
ble rsuan n h i by n or

agreement.
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For pu;pgsgs of gh;s definition, "market value" or the "net sum

le" rmin h m rter of
he in ! i r m m
1 r 1 i rer ian on

n reem i instr n n ri r mbi ion
of those agreements, options or instruments:;
A. To make or take delivery of, assume or relinguish a

r m n ing in r

f r n T iall imilar m ion
r instr nts, Qr aany ri T i i £

n incl 11 z mor i ion her

i i i "Deri i ran ion" mean
ran ion in in use of one or more derivative
instruments. For purposes of section 1153, subsection 4, dollar
roll r i r h ran i . __Yeverse repurchase
transactions and securities 1gnd;ng transactions may not be
incl ri i n
12 r roll ion "Dollar roll ran ion"
mean sim n ran ions with m no mor
han r i ran i i 1
in nti nd in th h i he insurer i
1i t rchase from th in nti ntial
similar securities of the following types:
Mor - k riti i r ran
vernment Nati 1 r A iation F 1

Page 4-LR3348(1)



10

12

14

16

18

20

22

24

26

28

30

32

34

36

38

40

42

44

46

48

50

r ion or their re i rs;:

B. her mor - k iti referr h
ndar I rk nhancement A £ 1984, 15 Uni

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

14. Floor, "Floor" means an reemen 1i i
sell m n h uyer in which h n
n whi r i n r im
called the "floor rate" or '"price." exceeds a reference price,

r m v £ mor rlying inter

h
i

15, Foreign investment, "Foreign _investment" means an
v in ign jurisdicti in m in
person, real estate or asset domiciled in a foreign

risdiction An i men m n m foreign

For of thi ion, "shell busi ntity'" mean
business entity having no economic substance, except as a vehicle
for owning in in i wn or previ 1 wn

i
by a person domiciled in a foreign jurisdiction: ‘'qualified

guarantor” means a qguarantor against which an insurer has a
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B A mmonw h rri r i £ _th ni

States.
17 F "F rd" m reem han
£ r mak r take ivery in £ n r_mor
nderlyi in r f m n th
r _ex i form v
underlying interests. "Forward" dJdoes not mean or include spot
transactions effected within customary settlement periods,
when-issu r h imilar rk ion
1 F re, "Future" n n reem mak r k
eliver f or eff men h l or
X ri level forman by £ or __mor
n ing i h n £ X .
o X "F h " mean foreign
x i han mark which
rading in £ j n i i h
has been authorized for futures trading by the Commodities
Futur Tradin mmigssion or i

A, The risk of a change in the value, yield, price, cash

flow or guantity of assets or liabilities or a portfolio of

or liabiliti h an insurer h ired or

incurred or anticipates acquiring or incurring: or

B, The currency exchange rate risk related to assets or
liabiliti r foli f iabiliti h n
in h uir incurr r ici uiring or
. rring.

21, High-viel 1i i “"High-vi i ions' mean

obligations that are neither investment grade nor medium grade
obligations,

22 ration r ction "Incom eneration

business joint venture or any other similar entity.
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bli n n i h £
i rer is rated "1" or "2" by the Securities Valuation
Office of the National Association of Insurance Commissioners.
If h riti v ion £i f the Nati
Association of Insurance Commissioners, "investment grade
1i ion" mean n i i h im £ isition
he insurer is r h uivalen £ "1" or "2" £
he following nation ni i ndent. rati ies:
Moody's Investors Service, Inc,, Standard and Poor's Division of
the McGraw Hill Companies, Inc.,, Fitch Investors Service, Inc. or
uff redi in mpan
ran ion f th rib in ion 11 ion 4
an ion ion 6.
k "Mark " _mean h i for th
i r ri i in i 1
r niz m x n from h r
r h xten n 11 r r Xi h
price for the security or derivative instrument as determined
ur h rm £ instr n in i h
insurer r n monstr h ri en
upon request, plus accrued but unpaid income thereon to the
xten incls in th ri h mar val

21, Medium grade obligation. "Medium grade obligation"
mean n ligation tha he ime of uisition b h
insurer is rated by the Securities Valuation Office of the
National Association of Insurance Commissioners as Class "3"
guality. If not valued by the Securities Valuation Qffice of the
National Association of Insurance Commissioners, "medium grade
obligation” means an obligation that at the time of acquisition
i r i r h i "3 M !
Inv r i Ing. Standar an r' Division f h
McGraw Compani In Fitch Inv rvi In r Duff an
Phel Credit Rating Company.

28. Not acquired by the insurer from an issuer, underwriter
"N i h i rer m n__i r
underwriter or dealer" means acquired by the insurer in an exempt
tran ion ribe in_ th ni riti A £
1 i 4(1 i 4 1 ni
ion 774(1 r ion 77 from tim im n
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liabili for ent exten n h uri for them s
well rtici jon intere in an £ th

he righ u r r ive 1l or deliver, enter in xten
or terminate or effect a cash settlement based on the actual or
X ric by vel rforman 1 n by
mor underlyin inter includin with imi ion n
tion rch r 11 w iven i n im r

a_series of prices and times.

31, Qver-the-counter derivative _ instrument.
" - - i : : " m i .
with in i hr h

iti } Fut } ] 1 thr 1
gualified clearinghouse.

. P n "Person' mean n _indivi i ntit
multilateral development bank or a government or
guasi-governmental body. such as a political subdivision or a
government sponsored enterprise,

33. Potential exposure. "Potential exposure'' means:

A. As to a futures position, the amount of jinitial margin
required for that positiogn; or

A W llar n forwards, 0.5% times the
notional amount times the square root of the remaining years

m ri .

4. alifi

A, A national bank, state-charter nk or tru compan
h 1 im i n 1 1 capitalized s
d rmi tandar adopted _ by federal banking

regulators and that either is regulated by state banking
laws or is a member of the Federal Reserve System; or

B. A bank or trust company incorporated or organized under
he law f countr her than th ni h i

r ank r ru mpan h ntry'
ver n an h 11 im i no less dequatel
itali mi
international kin equlators.
35, Qualified broker or dealer. "Qualified broker or

dealer'" means a broker or dealer that is organized under the laws
of a state, is reqi r under the Uni s iti

Page 8-LR3348(1)
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Exchan A £ 1 ni ions 7 78kk
nd h ital in excess of §$2

1ifi i nti " 1ifi in ntity"

A An i er £ 13 ion rr k i
rated "1" or "2" by the Securities Valuation Office of the
Nati iati I ran mmissi r r an i

f 1i ion r rr k_or ri i inst n
that are rated the equivalent of "1" or "2" by the
Securities Valuation Office of the National Association of
Insurance Commissioners or by a nationally recognized

tatistical £ : . ized ] ) S Pt
Val ion fice f the Nati 1 A iation of Insuran
Commissioners:; or

B. A primary dealer in United States Government securities
th is r niz he F ral R r Bank of New York.

nder the laws of ta or th nited e h e in
excess of $5,000,000,000, has, or its parent corporation has,

senior obligations outstanding rated AA or better and has a ratio
of primary capital to total assets of at least 5 1/2% and a ratio
of total capital to total assets of at least 6%.

T F3 £ - " el i "
means regi re nder th nited riti c £ 1933
15 United States Code, Sections 77a to 77aa.

4 i ion ion " j ion ransaction”

means a derivative transaction or combination of derivative

ran ion ffe i r 1 r in njunction with

h mark in men in in h insurer' inv men

io in order repli he risk n urn £ another

ri ran ion, inv men r instr n T r a

i ash mark ran ion A rivativ

in he insurer i r ion
m n nsider repli ion tran ion,

g
=]
e |

®
tal
= |rh
a]
il
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41. r b o ion "R rch tran ion" m s

n ion in whi h r rch riti from
usin nti h 1i r r rch
securities or equivalent securities from the insurer at a
specified price, either within a specified period of time or upon
demand.
42. r ion "Rever rch
ran ion'" means ran ion in which n insurer 11s
curiti a ifi n r 1ifj in nti r
bank or busin nti whose 1i ions with r

43, uriti X e "Securities exchange' means:

A. An gxrhanqe registered as a national se ggrlglgs exchange
r i mark i r h riti
Exchange Act of 1934, 15 g nited States gggg, Section 78 et

. mend

r i fferi r
hr h ink ; or

C, A designated offshore securities market as defined in
curitie Exchange mmisgsion R lation 17 _Cod
Federal R lation Part 230, as d.
4 riti lendin r acti " riti lendin
ran ion" means a tran ion in which curiti loan
n insurer 1ifi nk or ualifi ines ntit
or_a_bank or a business entity whose obligations with respect to
such transaction are guaranteed by a gualified bank or a
1ifi i nti h i i r rn th ne
uriti or ivalen riti he insurer ither within
ifi ri f tim r n mand.

4 idiar " idiary"” h he meani S _pr ribe
in secti 222 ction 2 ragraph F. The rm_ " idiary"”
4d incl r C n lish der ection

4 W "“Swap' mean n reement xchan r net
aymen at one or more tim b d on th or ex e
i iel level er man r wval n r _mor

Page 10-LR3348(1)
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47 nderlyi intere "Underlving inter " _mean h

ilitj r h inter e i ion of th
liabiliti r _interest n lyin ri iy
instr n h any one or more gecurities, currencies,
rat indi mmoditi r derivative i r n th r by
relate to investments or investment practices that an insurer is
rmi ir r en in by i r.
4 ni "Uni " when igni
place includes th eographical are an he lands and w
adj h hi r r the jurisdiction
th ni .
4 Warrant "Warrant'' mean n_instr n i he
holder the righ r r u rlying inter
i i im r i rji n im lin
in warran men

Sec. 5. 24-A MRSA §1153, sub-§2, as enacted by PL 1987, c.
399, §14, is repealed.

Sec. 6. 24-A MRSA §1153, sub-§4 is enacted to read:

4. Derivative transactions. This chapter does not prohibit
: " X in  hedd: - ;
ion transaction nd x cati nder th

following conditions.

A. Prior to entering into any derivative transaction, the
board of directors of the insurer shall determine that the
insur ir 1l r hrough n__in man men
subsidiary or affiliate, has_ adequate professional
personnel, technical expertise and systems to implement
inv men r i involvin i iv ran ion n

v rivati j by n u n that:

(1) Describes investment objectives and risk

nstrain h unter-par X re nts;:

2 Defi rmigsi r ion in din
identification of the risks that may be hedged, the
assets or liabilities that may be replicated _and

missi f incom neration tran ions: and

3 Requir ompliance with internal control

roc 'y

B. Th insurer 11 lish wri n i n n 1
r by h rovi T
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(1 uarterly repor h ar f dir r h
reviews:

All rivativ ran ion nter in
gutstanding or closed out:
(b) The results and effectiveness of the
insurer’' im men ion i rivati

instr nts e plan: an

{c) The credit risk exposure to _each
unter-par f r- - nter rivativ
ran i b n th nter-par X ur
amount
2 A m for rmining whether i incom
n i r i i r i ilj h
insurer h n eff ive:;
(3) A system of r lar repor 1 monthl
basis to management that include:
A ription of al i i r ions
entered into, outstanding or closed out during the

period since the last report:

Th urpos £ h ing derivative
transaction:

(c) A__performance review of h rivative
instruments program; and
(d) The counter-party exposure amounts for
ver-the-counter ri iv ran ions;
4 Wri n horization i if h
responsibilities and limitations of authority of
persons authorized to effect and maintain derivative

transactions; and

D ion appropri for h ran ion
including:
Th ur £ th ran ion;
(b) The assets or liabilities to which _the
transaction relates:
T ifi derivati instr n in
he tran ion;

Page 12-LR3348(1)
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For r-the- nter ri iv instr nt
transactions, the name of the counter-party and
h -par :
r nge-tr i i 'n r n

the name of the exchange and the name the firm
th handl h ran i

. never th rivativ ran ion nter in under

ipe tenden - r_ notj e
hearing, order the insurer to tg e _such gg; gn as gy bg

T 1 e o if noncomplian r h
financi nditi rev n___impendin
haz inancial ition from rrin
D. An insurer m enter into h in ransactions under
hi ion i a r f ivin £ff to
each h tran ion:
1 Th by statutory financial ment val
£ 1 i ion
£ nd warran n r financi
instrument purchased by the insurer pursuant to this
i n X 7.5% of i i :
2 Th by te statutory financial ement value
f 1 ndin ion her n llar
warran n floor wri n h insurer
pursuant to this subsection does not exceed 3% of its
i d a ; an
by i X £ 1
standin llar A forwar and futures
nter i r uir he insurer pursuant to
this subsection does not exceed 6.5% of its admitted
assets.

With rgspegt to hedging transactions, an insurer shall
emon rintenden on r he inten
gdglng ghgrgggg ;§tlg§ g nd gffgg; yg ess of the hedging
ran ion_or mbin f h ran ion hr h

cash-flow testing, duration ana1V§i§ or other appropriate

analysis.
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An insurer m nter in n _incon ration

(1) As a result cof and after giving effect to the
transaction, the aggregate statutory financial
men 1 £ i h b hen
1 h w o
men r ir m h nsurer under
n floor 1 b h i rex _an h ndin
under this paragraph, plus the statutory financial
s m e £ i nderlyin
ri v in n h
he insurer an ndin r raph 1
the purchase price of assets subject to puts then
ndin hi ragraph X 10% of
. Imitted . 3
2 h n ion i n f the followin nd
meets the other requirements specified in this
subparagraph that are applicable to such type of
ran ions
1 f call ion if he
insurer h rh rrentl xerci le righ
i rlyi i ntir
ri h h ion i nding:

(b) Sales of put options on assets, if the
insurer holds sufficient cash, cash equivalents or
interests in a short-term investment pool _to
rch h nderlyin n X i
during the entire ri h he ion is
ndin n ha th ili hol th
underlying assets in its portfolio. If the total
market value of all put options so0ld by the
insurer X ds 2% of the insurer's admitted
assets, the insurer shall set aside pursuant to a
i r Low reemen h r h
eguivalents having a market value equal to the
n i ion i ions in f
2% of the insurer's admitted assets during the
entire period the option is outstanding:

1 £ al ion n rivativ
in n if h insurer hol or has _a
currently exercisable right to acquire assets
generating the cash flow to make any payments for
which the insurer is liable pursuant to the
underlyin ri iv in in h

entire period that the call options are

Page 14-LR3348(1)
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underlying derivative transactions for its
portfolio; or

1 £ n floor if h i r
holds r has a urrentl xerci le righ
acquire assets generating the cash flow to make

n n r i h in r i i

pursuant to the caps and floors during the entire
period that the caps and floors are outstanding.

(2) The asset being replicated is subject to all the

r n n limi n n h makin thereof
specified in this chapter with respect to investments
by the insurer as if the transaction constituted a

ir inv m h insurer in the replicated
asset.

G. _An jinsurer may purchase or sell one or more derivative
i n in w i n riv
instrument previously purchased or so0ld, without regard to
the guantitative limitations of this subsection, provided
that such offsetting transaction utilizes the same type of
derivative instrument as the derivative instrument being
offset.

H. Each derivative instrument must be:

34

36

38

40

42
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(1) Traded on a securities exchange:

2 Entered i with r ran d alified
bank or a qualified business entity;

3 I e r wri n r enter in with the
issuer f h nderlyin inter n which Jol

derivative instrument is based: or

(4) In the case of futures, traded through a broker
h i regi r mmission merchan
under the federal Commodity Exchange Act or that has
r i mptive reli from such registration under
rule 30.10 promulgated under the federal Commodity

I Act.
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Sec. 7. 24-A MRSA §1155, sub-§2, as enacted by PL 1987, c.
399, §14, is amended to read:

2. Government obligations; policy loans:; other
limitations. Except as otherwise expressly provided, an insurer
may not invest mo¥e- ~-than-10% -0f£ -its-assets--in--the--seeurities-of
in investments in or ;ggg counter-party exposure amounts to any
one person if, after giving effect to those investments., the
aggregate of thogg, 1nvgsgmgn;§ in and ggugggg party _exposure

n n woul 10% of th r' i
assets, other than 1nvestments eligible under the following
sections:

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

B. Policy loans, section 1158.

Sec. 8. 24-A MRSA §1156, sub-§2, JC, as enacted by PL 1987, c.
399, §14, is amended to read:

c. Obligations secured by 1liens on real property or
interests in that real property located within the United
States and not eligible under paragraph A or Bs acquired

ir r indir 1 h h rtnershi
inter rshi i r joi
k of an investmen ubsidiar r membership inter in
a imi liabili mpan r ifi T her
similar instruments if, at the time of the acquisition, the
bligation doe ot :

(1) Ninety pg cent of the fair market wvalue of the

real if h mor i r
rch mon mor r ik ri receiv
insurer n_gi ition h :
2 Eigh r h i k 1 £ _th
real e if the mor loan requir immedia
h nt _in riodi in 1m f principal
nd inter h n rtization ri £ r by
n r ir riodi n m n 1
fr ntl han annually. Each riodi ment m
be sufficient to ensure that at all times the
i rincipal lan he m loan m
n T r than ndin rincipal lan
woul in n m loan with
the same original principal balance, with the same
inter r nd r irin 1 n incipal
and interest with the same frequency over the same
rtization riod. Mor n rmj
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nder thi ragraph notwith in h h
r

h n rovi £ £ the rincipal
1 ri n £ th i £ rti ion
f lgan For residential mor loan 80%
limitation may be increased to 97% if acceptable
riv mor insurance h n ined: or
venty-£fi rcen ir mark £
h £ mor e _loan h n m h
T irem £ ragraph r (2
A m h i r r n j 1i
m no e acquired under thi ragraph unle he insurer
is the holder of the first lien. For purposes of this
aragraph h amoun f an bli ion r i b
incl in lation of n-to-v ratio m

mortgage loan that is acquired under this paragraph and is
restructured in a manner that meets the requirements of a
restr r mor e loan in rdan with the National
Association of Insuran ommissioners a ntin r ices
an r x manual Oor successor blication ntinu t

if mor loan under i raph.

A credit lease transaction is exempt from the requirements
of this paragraph if: the loan amortizes over the initial
fixed lease term at least in an amount sufficient so that
the loan balance at the end of the lease term does not
exceed the original appraised value of the real estate: the
1 n r ex rvi ver
the life of the 1loan: a tenant r its ££il3 enti

whose rated credit instruments have a rating of "1" or '"2"
from the Securities Valuation Office of the National
Association of Insurance Commissioners or a comparable
rating from a nationally recognized statistical rating
organization recognized by the Securities Valuation Office
has a full faith and credit obligation to make the Ilease
payments: the insurer holds or is the beneficial holder of
a first lien mortgage on the real estate: the expenses of
the real estate are passed through to the tenant, excluding
exterior, structural, parking and heating, ventilation and
air conditioning replacement expenses, unless annual escrow

ntri ion from h flow riv from eas
payments, cover the expense shortfall; and there is a
perfected assignment of the rents due pursuant to the lease
or th nefit of insurer;
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Sec. 9. 24-A MRSA §1156, sub-§2, G, as amended by PL 1993, c.

313, §27, is further amended to read:

G. The following foreign investments

practices with persons 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
subparagraph (2), in which case this subparagraph is

not applicable;

and investment

(2) In the case of any insurer that is authorized to
do business in a foreign country or possession of the
outstanding insurance,
risks

United States or that has

annuity or reinsurance contracts on lives
resident or 1located in a foreign country or possession

of the United States, securities and investments

that foreign country or

investment under paragraphs A to F,

or

possession that
substantially of the same classes as those eligible for

in

are

but the aggregate

amount of such investments in a foreign country or a
in the
currency of that country or possession that is at any

possession of the United States

time held by that insurer may not,

and of cash

except as provided

in paragraph H, exceed 1 1/2 times the amount of its
reserves and other obligations under those contracts or
is required by law to

the amount that that insurer

invest in that country or possession,

greater; and

whichever

is

(3) EIn--addition--te--the-fereign--investments -permitted
under--subparagraphs - (1) --and--{2J),--seeurities Foreign
investments and investments jnvestment practices with
that are
substantially of the same classes as those eligible for
investment under paragraphs-A--to--Fr-but--the -aggregate
amount--of--these--investments--made--pursuant—-to--this
subparagraph--may--anot---exceed -1 -of--total--admitted

persens in foreign eeuntries

jurisdictions

assetss-and this chapter, if after giving effect to the
inv m r ions
Th n f foreign in men
then held by the insurer under this subparagraph

20% of i

Page 18-LR3348(1)
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he insurer under ragraph
ingl by n i n
10% £_i i to a foreign
urisdiction N i n
"1" from the Securities Valuation QOffice of the
National Association of Insurance Commissioners or
3% of its i s n her foreign
jurisdiction: an
(4) _Notwithstanding the provisions of subparagraph
(3), investments and investment practices denominated
in f i renci r itional f ign rr
X r £ j i b
£ h n n ion w n men

v i rati £ "1" from th uriti
Val jon fi £ Nati A iation of
I ran issioner or 3% of its admitted

n her i jurisdiction.

An investment may not be considered denominated in a
foreign currency if the acquiring insurer enters into

n r r T in n ion rmi d under

Sec. 10. 24-A MRSA §1160, sub-§3, as enacted by PL 1987, c.
399, §14, is amended to read:

3.

Investments in affiliates. No insurer may purchase the

stock of or otherwise invest in or 1lend its funds upon the
security of any note or other evidence of indebtedness of any

Page 19-LR3348(1)
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affiliate in the insurer's holding company system, as defined in
section 222, 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 not be considered to prohibit:

A. Policy loans authorized under section 1158; or

Br--Investments-in-subsidiaries-under-seetion-1157s-or

B-1 An ran ion ween i rer nd an £ i
subsidiaries or affiliates that is nter in in
compliance with section 222.

€ ~---Purchases--of--ctooky---dnvestments - -0r --toans ~-made—-in
ageerdanee--with--seetion --232 - from,---in--or--te--eentrolling
sharehelders--o¥--affiliatesr--provided--that--any--ef--these
purehases,--investmente -or - loans--which - exceed--1-/2 -of--1% -of
the-insurer-s--admitted--assets -shall-be- subject-to-the-priesr
appreval--of --the - superintendent - whi-ch - appreval--shall--be
concidered- given -unless-the--superintendent -objeets-to--that
transaetion-within 45 -days-of--receipt-of-written -notice-of
that-transaetion~

Sec. 11. 24-A MRSA §1160, sub-§4, as enacted by PL 1987, c.
399, §14, is repealed.

Sec. 12. 24-A MRSA §1160, sub-§6 is enacted to read:

6. _Encumbrance of securities. An insurer may enter into
securities lending transactions that are conducted directly,
through a custodian bank that is a qualified bank or through an

agen r h ran i rever r r¢ch ransactions
and dollar roll transactions, subject to the following
requirements.

A, The insurer's board of directors shall adopt a written
plan regarding such transactiong that specifies guidelines

n . i follow ug

(1) A  description of how cash received will be

inv r for neral rpor £f th
insurer;

2 rati il rocedur man inter r
risk, counter-party default risk, the condition under
which proceeds from reverse repurchase transactions may
be in_ the ordinar r £ in n he use

£ 1 11 r in ner th refl h

liquidity needs of the transaction:; and

Page 20-LR3348(1)
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agreement with the agent or its affiliates.

C. Cash received in a transaction under this subsection
must be invested in accordance with this chapter and in a
manner that recognizes the liguidity needs of the
n i by h insurer for i neral
corporate purposes. For so long as the transaction remains
ndin h insurer i n r dian hall
mai in s i1 r iv in

ran ign nder hi s ion ither hysicall r

X h r m £ F R rv
Depository Trust Company, Participants Trust Company or
other securities depositories approved by the superintendent:

1 P ign of th 1 11 ral;

2 A cf d securi inter in e cc 1

Page 21-LR3348(1)
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r rch r_ rever repurch n ion £f

may be given to netting provisions under a master
wri reement; or
2 Th rega moun £f al iti hen loan
(o} r rch from 1 n n i
nder thi u ion w X 40% i
assets.
E. The amount of collateral required for securitiesg lending
transactions, repurchase transactions and reverse repurchase
tran ion i h r ir h
provisions of the purposes and procedures manual of the
Securities Valuation Office of the National Association of

Insurance Commissigners or its successor publication,

Sec. 13. 24-A MRSA §1162-A, as corrected by RR 1993, c. 1,
§§57 and 58, is repealed.

Sec. 14. 24-A MRSA §4204, sub-§3-A, YD, as enacted by PL 1993,
c. 702, Pt. A, §12, is amended to read:

D. Notwithstanding any provisions of this section and
chapter 13-A allowing other investments, a health
maintenance organization shall maintain cash or investment
grade obligations, as defined in section %162-a 1151-A, that
at all times have a fair market value of not less than 100%
of the organization's 1liability for «claims payable and
incurred, but not reported, c¢laims, unearned premiums,
unpaid claims adjustment expenses and, as applicable, any
statutory, special or additional reserves provided by the
health maintenance organization for the benefit of members
as of the most recent calendar quarter prepared on the basis
of statutory accounting principles. If the organization's
liability for claims payable and incurred, but not reported,
claims increased more than 10% prior to the end of the
calendar quarter, the organization must, within 10 days of
the determination, reallocate its investments to ensure
compliance with this paragraph. The investments required by
this paragraph constitute admitted assets of the
organization,

SUMMARY

This bill rewrites certain provisions of the Maine Insurance
Code dealing with investments of 1life and health insurers,
including investments in affiliates, foreign investments,
encumbrance of securities and limits on both mortgage loans and
the use of derivative investments. It replaces portions of
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current Maine law with provisions drawn from the Investment of
Insurers Model Act developed by the National Association of
Insurance Commissioners, or "NAIC," and adopted in a number of
other states.

This bill adds a number of definitions to Maine's investment
law to implement the provisions of this bill and repeals the
definition of "bona fide hedging transaction."

The bill addresses hedging and other uses of derivative
investment instruments, consistent with the model investment law
and more recent regulatory developments in other states. It
places new limits on the use of derivatives by life and health
insurers, while at the same time updating Maine law to recognize
the evolution in this area.

The bill amends the diversification requirements of Maine's
investment law to specifically apply to derivative transactions,
counter-party exposure amounts, securities lending transactions,
reverse repurchase transactions, repurchase transactions and
dollar roll transactions.

The bill imposes 1limits on mortgage lending by 1life and
health insurers not now imposed in Maine law. The limits are
similar to those contained in the NAIC model investment law.

The bill expands the limitations on foreign investments to
match those in the model investment law, allowing Maine life and
health insurers greater access to maturing global capital markets.

The bill amends the Maine Revised Statutes, Title 24-A,
section 1160, subsection 3 to address a conflict between Maine's
investment law and its insurance holding company law with respect
to transactions with affiliates. It is consistent with the model
law. The result of amending this section is to allow Title 24-A,
section 222, subsection 9, paragraph E, subparagraph (1),
division (b) to be the exclusive source of regulation on this
issue, eliminating confusion caused by the current overlap and
inconsistency of the 2 provisions.

The bill addresses ambiguities as to the applicability to
securities lending, repurchase, and reverse repurchase
transactions of the 1limits on the percentage of an insurer's
assets that may be pledged to secure borrowings by the insurer.
The bill also increases the 1limits to be consistent with the
model investment law.

Page 23-LR3348(1)





